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APPLICATION
L. Introduction

Chapter 4928 of the Ohio Revised Code (R.C.), as amended by the Ohio General
Assembly through Amended Substitute Senate Bill 221 (S.B. 221), requires electric
distribution utility (EDU) companies in Ohio to provide a standard service offer (SSO)
“of all competitive retail electric services necessary to maintain essential electric service
to consumers, including a firm supply of electric generation service,” through either a
market rate offer (MRO) or an electric security plan (ESP).' In its first application filed
pursuant to S.B. 221, Duke Energy Ohio, Inc., (Duke Energy Ohio or Company) sought —
and received — approval from the Public Utilities Commission of Ohio (Commission) to
implement an ESP.2 The term of that ESP expires on December 31, 2011, and the
Company now seeks approval of its next SSO, which will again take the form of an ESP.?

Specifically, pursuant to R.C. 4928.141 and 4928.143 and O.A.C. Chapter
4901:1-35, Duke Energy Ohio respectfully requests that the Commission approve its
proposed ESP.* The proposed ESP is a long-term approaéh to the provision of electric
services in southwest Ohio, intended to last almost a decade. Modeling its proposal on
the structure that has worked well in the gas iﬂdustry, the Company proposes an ESP
under which there can be both competition in the supply of energy and assurance of the

availability of capacity. To accomplish this, Duke Energy Ohio proposes to provide, to

'R.C. 4928.141(A).

2 In the Matter of the Application of Duke Energy Ohio, Inc. for Approval of an Electric Security Plan,
Case No. 08-920-EL-SSO, et al., Application (July 31, 2008).

* The Company also applied for approval of an MRO, but that application was rejected. In the Matter of the
Application of Duke Energy Ohio for Approval of a Market Rate Offer to Conduct a competitive Bidding
Process for Standard Service Offer Electric Generation Supply, Accounting Modifications, and Tariffs for
Generation Service, Case No. 10-2586-EL-SSO.

% Consistent with O.A.C. 4901:1-35-04, Duke Energy Ohio has provided notice of this filing via electronic
or regular mail delivery to parties of record in its most recent standard service offer filing, Case No. 10-
2586-EL-SSO, with such notice and this filing being made concurrently.



all customers in its territory, an adequate and reliable supply of capacity, establishing a
charge for the capacity that is comparable to the traditional, formulaic, rate-of-return
driven, regulated rates that are currently used to build distribution rates. As such, that
capacity charge, adjusted annually, will allow for additions to the capacity base that result
from environmental expenditures and other changes. The Company will sell the energy
that is produced by its legacy generating assets, sharing most of the net broceeds of those
sales with its customers and, thereby, lowering the universal capacity charge. An
additional portion of those net proceeds will support economic development in
southwestern Ohio. To serve the customers’ needs for energy, Duke Energy Ohio will
hold periodic auctions to obtain the lowest possible cost energy from competitive
wholesale suppliers. Retail competitors will continue to be able to compete for customers
on the energy portion of their service. Duke Energy Ohio believes that its proposal
represents the best possible outcome for customers, investors, and the state of Ohio.

As described in this Application, and the testimony, schedules, and tariffs filed
contemporaneously herewith, Duke Energy Ohio’s proposed ESP is consistent with the
public policy of this state and addresses a range of issues designed to provide customers
with stable electric generation prices over a sustained period of time. Furthermore, the
proposed ESP promotes a competitive market in Ohio while affording the Company
reasonable retums and the financial viability it needs in order to make meaningful
investment in Ohio.

Duke Energy Ohio submits that the Application and accompanying documents
meet the requirements of R.C. 4928.141 and 4928.143 and O.A.C. Chapter 4901:1-35

and, as such, respectfully requests that the Commission approve the proposed ESP,



without modification, including all accounting authority and tariff revisions needed to
implement the ESP, effective January 1, 2012.
II. Overview of Application

As detailed below and in the accompanying testimony, Duke Energy Ohio’s
proposed ESP satisfies the applicable statutory and Commission rule requirements. To
case the Commission’s review in this regard, attached hereto as Attachment A is a
recitation of the applicable filing requirements, with specific references demonstrating
Duke Energy Ohio’s compliance with same.

Duke Energy Ohio further submits that the ESP discussed herein advances the
policies of this state,” although such policies function only as “guidelines for the

6 Significantly, Duke Energy Ohio’s proposed ESP, among other

[Clomission to weigh.
things, ensures the availability of adequate, reliable, and reasonably priced retail electric
service; encourages diversity in electricity supplies and suppliers and time-differentiated
pricing; recognizes — and supports the development of — the competitive market for retail
electric service; protects at-risk populations; and, promotes Ohio’s role in the global
economy.

In addition to this Application, the Company’s request is supported by the
following witnesses. Unless otherwise noted, these individuals are employed by Duke
Energy Ohio or an affiliated company:

e B. Keith Trent, Group Executive and President, Commercial Businesses,

Duke Energy Corporation

SR.C. 4928.02.
¢ In re Application of Columbus S. Power Co., Slip Opinion No. 2011-Ohio-1788, § 62, citing Ohio
Consumers’ Counsel v. Pub. Util. Comm., 125 Ohio St.3d 57, 2010-Ohio-134, 926 N.E.2d 261, § 39-40.



o Mr. Trent offers testimony discussing the objectives upon which the
Company’s proposed ESP is predicated and the overall structure of the
plan. Mr. Trent also introduces the other witnesses in this proceeding.

e Julia S. Janson, President, Duke Energy Ohio and Duke Energy Kentucky,
Inc.
o Ms. Janson testifies as to the plan’s provisions related to economic
development. Ms. Janson also offers testimony outlining how Duke
Energy Ohio’s ESP advances the policies of the state.
¢ Judah L. Rose, Principal, ICF Consulting
o Mr. Rose presents testimony on the forecast of retail market prices
during the period of the Company’s proposed ESP and will address the
statutory comparison between the ESP and the expected results that
would otherwise apply under R.C. 4928.142. Mr. Rose also addresses
the administration of the significantly excessive earnings test to Duke
Energy Ohio.
e Stephen G. De May, Senior Vice President, Investor Relations, and Treasurer,
Duke Energy Corporation
o Mr. De May testifies as to Duke Energy Ohio’s overall financial
objectives, credit quality, and the impact that Ohio’s regulatory
construct could have on investors.
e James S. Northrup, Director, Project Analysis and Special Projects
o Mr. Northrup testifies regarding Duke Energy Ohio’s energy auction,

including the Master Standard Service Offer Supply Agreement.



Robert J. Lee, Principal, CRA International, Inc., d/b/a Charles River
Associates
o Mr. Lee will present testimony on the energy auction to be
administered under the ESP, including, but not limited to, the auction
design, parameters, and the selection of winning bids.
William Don Wathen Jr., General Manager, Rates, Ohio and Kentucky
o Mr. Wathen presents testimony on the riders proposed under
Company’s ESP, as well as those that will remain unchanged by this
Application. Mr. Wathen also discusses provisions for testing the ESP
and transitional conditions should the plan be terminated, as well as
governmental aggregation.
Andrew S. Ritch, Director of Renewable Strategy and Compliance
o Mr. Ritch will provide testimony regarding Duke Energy Ohio’s
procurement policies and procedures relevant to the state’s alternative
energy requirements.
Roger A. Morin, Ph.D., Principal, Utility Research International
o Dr. Morin will offer testimony on the reasonable rate of return that is
incorporated in the Company’s retail capacity rider, Rider RC.
Kenneth J. Jennings, Director, Market and RTO Services
o Mr. Jennings discusses the Company’s realignment to PIJM
Interconnection, L.C.C., (PJM) including the plans under which it will
procure capacity. Mr. Jennings also discusses the effect of the

proposed ESP on competitive retail electric service providers that have



opted out of the Company’s transitional Fixed Resource Requirement
Plan. Finally, Mr. Jennings describes why customers will not pay
twice for capacity under the proposed ESP.
e Salil Pradhan, Vice President, Portfolio Risk Management, Midwest
Commercial Generation, Commercial Businesses
o Mr. Pradhan offers testimony on the Company’s pr;)posal to share the
net profits from energy and ancillary services sales from the
Company’s legacy generating assets with customers and how the
commodities portfolio relevant to these assets is intended to be

managed during the term of the ESP.

Jeffrey R. Bailey, Director, Rate Design & Analysis, Rates & Regulatory
Accounting
o Mr. Bailey also presents testimony on rate design under the

Company’s proposed ESP.

James E. Ziolkowski, Rates Manager
o Mr. Ziolkowski offers testimony regarding rate design and, more
specifically, the retail rates to be charged under the ESP. He also

addresses the tariff revisions relevant to the ESP.

Mark D. Wyatt, Vice President, SmartGrid & Energy Systems
o Mr. Wyatt offers testimony regarding Duke Energy Ohio’s existing

infrastructure modernization plan.

Brian D. Savoy, Managing Director of Corporate Financial Planning and

Analysis



o Mr. Savoy, through his testimony, provides the financial projections
required in connection with the ESP proposal.
e Christian E. Whicker, Regulatory Compliance Manager, Ethics & Compliance
o Mr. Whicker offers testimony on the Company’s proposal to amend its
Second Amended Corporate Separation Plan.
e Daniel L. Jones, Senior Account Manager, Customer Choice
o Mr. Jones offers testimony regarding the Company’s operational
support plan and the proposed revisions to its Certified Supplier Tariff.
III.  Description of the Proposed Electric Security Plan
A. Introduction
Pursuant to R.C. 4928.143(B)(1), an ESP “shall include provisions relating to the
supply and priéing of electric generation service... .” Further, where the term of the ESP
is longer than three years, the ESP may also contain provisions for testing the plan
pursuant to R.C. 4928.143(E) and for transitioning to the alternate SSO structure (i.e., an
MRO) in the event the ESP is terminated by the Commission. The other elements that
may also be included in an ESP are detailed in R.C. 4928.143(B)(2). In this regard, it is
notable that the ESP may include provisions relating to limitations on customer shopping,
bypassability, distribution service, economic development, and job retention.
As directed by the General Assembly, the Commission has promulgated rules that
provide further specificity regarding the statutory criteria and the substance and filing of

an ESP.” In the following parts of this section, Duke Energy Ohio addresses the statutory

7 0.A.C. 4901:1-35-03(C).



requirements for the ESP and, where appropriate, includes a discussion of Commission
rule requirements applicable to each such statutory requirement.

B. Provisions Relating to the Supply and Pricing of Electric Generation
Service — R.C. 4928.143(B)(1)

1. Generation Service Supply and Pricing

As noted above, R.C. 4928.143(B)(1) mandates that an ESP include provisions
relating to the supply and pricing of generation service. In this regard, the legislature did
not impose any limitations on how the generation service must be supplied or priced; nor
did the legislature require that an EDU price capacity and energy as a bundled product.
Rather, the legislature deferred to EDUs, subject to Commission approval, with respect to
the structure and methodology pursuant to which generation service would be supplied
and priced under an ESP. Significantly, the mandatory provisions of R.C. 4928.143(B)(1)
have not been interpreted by either the Commission or the Ohio Supreme Court in a
manner that yields a contrary resulit.

Here, Duke Energy Ohio proposes to supply generation service through a
bifurcated structure, with capacity supplied by the Company to all customers and energy
procured via competitive auctions to serve the needs of those customers who choose to
purchase energy from the Company. In doing so, the Company achieves the appropriate
balance between customers’ expectation and desire for price stability and certainty and
Duke Energy Ohio’s need to recover its costs of maintaining its generating fleet to serve
customers, all while facilitating a functioning, competitive market in Ohio.

a. Capacity
It is undeniable that the wholesale capacity market is both unpredictable and

volatile. And this characterization is not likely to change in the foreseeable future. As



detailed in the Direct Testimony of Duke Energy Ohio witness Judah L. Rose, wholesale
capacity prices are expected to increase dramatically over the next decade, in large part
because of increasing environmental regulation of aging base load coal plants. Indeed, the
potential for higher wholesale capacity prices was confirmed in the base residual auction
conducted by PJM on May 3, 2011, which yielded prices of $126 per megawatt-day
(MW-day) for the 2014/2015 delivery year. For sake of comparison, the capacity prices
in the PJM base residual auction for the 2013/2014 delivery year were $28 per MW-day —
almost $100 per MW-day less. This astonishing disparity, over a single year, provides
one indication of the volatile nature of the wholesale capacity market. And where an SSO
is predicated upon pricing derived from this wholesale capacity market, customers are
exposed to unpredictable pricing at the retail level. This unpredictability is compounded
by what have been ESPs of short duration — three years or less — that do not provide
prolonged certainty in the supply or pricing of generation service.

It is also undeniable that customers recognize, and have concern about, the
volatile and dynamic nature of the wholesale capacity market. In Duke Energy Ohio’s
recent application for approval of an MRO, customers vehemently opposed an
accelerated path to full market pricing, although it would have enabled all SSO customers
to benefit from lower market prices. Rather, intervenors from all of the Company’s
customer classes rejected the notion of being subject to full market pricing by mid-2014
and, instead, urged a slower transition to market pricing in order to guard against

unexpected price surges.®

¥ See, e.g., In the Matter of the Application of Duke Energy Ohio Jor Approval of a Market Rate Offer to
Conduct a Competitive Bidding Process for Standard Service Offer Electric Generation Supply, Accounting

9



As detailed in the Direct Testimony of Duke Energy Ohio witness B. Keith Trent,
the Company is proposing to insulate all customers from the vagaries of the wholesale
capacity market by providing them with an adequate and stable supply of capacity over a
nine year, five month period.9 Importantly, the majority of the capacity will be supplied
from the Company’s existing legacy generating assets, thus assuring customers that an
adequate supply of capacity — obtained other than from the market — will be available to
them. As necessary, the Company will acquire additional capacity to meet minimum
reserve requirements.

In exchange for effectively dedicating its generating assets to provide capacity for
Ohio customers, Duke Energy Ohio proposes to recover its embedded cost of supply.
More specifically, Duke Energy Ohio proposes an objective, transparent, and easily
confirmed formulaic rate that enables it to recover from all customers in its territory,
through a non-bypassable charge, its costs of supplying capacity and a reasonable rate of
return, as is allowed by Ohio law.'® As detailed by Duke Energy Ohio witness Trent, this
pricing proposal serves two critical objectives: affording customers price stability and
certainty and ensuring the Company’s ongoing financial integrity. Duke Energy Ohio
witness Judah Rose discusses, among other things, the forecast of retail market prices
during the ESP period. Duke Energy Ohio witness Stephen G. De May addresses, among
other things, the impact that the proposed ESP could have on the Company’s financial

integrity. Further, Duke Energy Ohio’s ESP importantly positions the Company to invest

Modifications, and Tariffs for Generation Service, Case No. 10-2586-EL-SSO, Briefs of Ohio Partners for
Affordable Energy, Ohio Manufacturers’ Association, and The Kroger Company.

® The first year of the proposed ESP will extend from January 1, 2012, through May 31, 2013, consistent
with the PJM planning year that runs from June 1 to May 31. For ease of reference, the term of this ESP
will be referred to as ten years, although the actual term is nine years and five months.

1% See In re Application of Columbus Southern Power Co., 128 Ohio St. 3d 402, 2011-Ohio-958, §26.

10



in its legacy generating assets as necessary to maintain their cost effectiveness and
continued ability to serve customers in Ohio.

In Section III.C.2.a., below, Duke Energy Ohio discusses the methodology for
calculating and adjusting the capacity costs, as discussed here.

As a complement to the non-bypassable capacity charge, the Company proposes a
mechanism pursnant to which it will share the net profits from energy and ancillary
services sales from the legacy generating assets for which the capacity charge applies.
Although S.B. 221 does not mandate any profit sharing in respect of off-éystem sales,'’
Duke Energy Ohio submits that such provision is appropriate given a non-bypassable
charge for capacity. That is, if all customers are to pay a capacity charge based upon the
Company’s cost of rendering that service, the assets from which the charge is derived can
fairly be characterized as dedicated to all customers. And sharing the net profits from the
energy and ancillary services sales associated with those assets is the logical consequence
of asset dedication. The practical result of this non-bypassable profit sharing mechanism
is a reduction in the capacity charge paid by all customers. Thus, should the market prices
for energy increase over the term of this plan, the net profits to be shared with all
customers should increase concomitantly. As a result, the non-bypassable capacity charge
would be reduced further.

As discussed by Duke Energy Ohio witness Trent, the Company proposes in this
ESP to share in the net profits from the sales of energy and ancillary services associated
with its economic, legacy generation, allocating to customers 80 percent of these net

profits. In order to align the interests of customers and the Company in maximizing the

' In re Application of Columbus Southern Power Co., Slip Opinion No. 2011-Ohio-1788, 1.
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net profits, Duke Energy Ohio will retain 20 percent of the net profits. From these
allocations, Duke Energy Ohio further proposes that 5 percent of each allocation (that is,
5 percent of the customers’ allocation and 5 percent of the Company’s allocation) be
directed to an important economic development offering intended to attract, retain, and
expand businesses in its service territory in southwest Ohio. Consequently, after
percentages are directed to furthering the state’s focus on job creation and retention,
customers will receive 76 percent of the net profits associated with the Company’s
generating assets.

Duke Energy Ohio details the methodology for managing the commodities
associated with its legacy generating assets and the methodology supporting its profit
sharing mechanism in Section I11.C.2.b., below.

b. Energy

Because the energy from the legacy generating assets will be sold into the market
and a portion of the net profits returned to customers, that energy will not be available to
serve the Company’s SSO load. Rather, Duke Energy Ohio proposes to conduct
competitive auctions to acquire all of the energy supply needed for its SSO load for the
duration of its ESP. Customers, therefore, will pay market-based prices for energy —
whether a given customer is served through the SSO or through a competitive supplier ~
and the competitive market in Ohio will be sustained.

Duke Energy Ohio witnesses James S. Northrup and Robert J. Lee detail the
competitive bidding process (CBP) plan that the Company proposes. As there is no
express requirement in R.C. 4928.143 for procuring any aspect of generation service via

auctions, Duke Energy Ohio’s CBP plan has been guided by the statutory and

12



Commission rule requirements applicable to a CBP plan under an MRO, and by the
structure of similar auctions approved by the Commission for other electric utilities. In
this regard, Duke Energy Ohio has developed a CBP plan that will be familiar to both the
Commission and prospective auction participants.

More specifically, Duke Energy Ohio proposes descending-price clock auctions,
with the first auction to be conducted no later than December 1, 2011, for delivery on
January 1, 2012. In 2012, and for the remainder of the proposed ESP term, the Company
will conduct two auctions per year. Most of the auctions will include a variety of product
offerings, so as to attract as many prospective and diverse bidders as possible, thereby
ensuring a robust, competitive process. The exceptions to this approach will occur in the
years during which the Commission is reviewing the ESP. The Company believes that it
is critical that all contracts be set to terminate at the end of the fourth and eighth years, so
that there will not be existing obligations that prevent the termination of the ESP, in the
event that the Commission makes such a determination. The proposed Bidding Process
Timeline is attached hereto as Exhibit B.

A staggered auction format serves to smooth out potentially volatile market prices
for energy, provides for longer-term price stability, and encourages efficient pricing of
products. Thus, the Bidding Process Timeline incorporates a staggered format, with
minor exceptions. As discussed by Duke Energy Ohio witness Lee, because the
Commission has the ability to order termination of the proposed ESP, it is commercially
fair and reasonable to develop an auction schedule that contemplates that eventuality.

Consequently, Duke Energy Ohio has incorporated transition periods into the auction

13



schedule, thereby protecting against executed supply contracts subseqﬁently being
declared null and void by the Commission.

To ensure an open, fair, and transparent process, Duke Energy Ohio’s CBP plan
incorporates provisions for the equal and non-discriminatory exchange of information
and application of bidding requirements. In fact, the Company’s CBP plan provides that
all prospective bidders will be subject to the same pre-bid requirements and all successful
bidders must adhere to, and assume, the same contractual commitments. These
requirements are set forth in Attachments C, D, E, and G to this Application.

The auction product will be an hourly, load-following, full-requirements tranche
of the Company’s SSO load for energy, where a tranche is equal to 1.00 percent of Duke
Energy Ohio’s total SSO load obligation for energy (i.e., its non-shopping retail load) or
a slice of system of the Company’s hourly SSO load for energy. The products
incorporated into the CBP plan include unbundled energy, ancillary services, and market-
based firm transmission services. A comprehensive description of the products can be
found in the Company’s draft Master Standard Service Offer Supply Agreement, a copy
of which is attached hereto as Attachment F.

All bidders will have access to the same information, as the CBP plan
incorporates bidder information and training sessions, an active Informational Website,
and mock auctions that will be held prior to the time of the first auction. The CBP plan
also includes appropriate confidentiality provisions, thus placing all prospective bidders
on equal footing. Further, the rules pursuant to which bidding will occur and bids will be

evaluated are expressly set forth in this public filing, thus ensuring that no one

14



prospective bidder is competitively advantaged or disadvantaged vis-a-vis any other
prospective bidder.

An independent auction manager, CRA International, Inc., d/b/a Charles River
Associates (CRA), has been retained to actively design, administer, and oversee at least
the first CBP. As confirmed by Duke Energy Ohio witness Lee, CRA has substantial
experience in designing and implementing competitive bids for generation service.

The CBP plan also contemplates Commission review, through the production of a
post-auction report and retention of a separate consultant. Further, the CBP plan is
predicated upon an auction format that is familiar, accepted, and capable of verification
through hindsight review.

In Section III.C.2.c., below, Duke Energy Ohio discusses the methodology for
converting competitive, wholesale energy prices from the auctions into retail rates, as
well as the terms of the rider through which costs related to energy procurement will be
recovered.

2. Parameters for Testing

Duke Energy Ohio proposes a ten-year term for its ESP that exceeds the
traditional three-year term. Consequently, the plan will be subject to a Commission
review, under R.C. 4928.143(E), in 2015 and again in 2019. Duke Energy Ohio is
statutorily permitted to include in its ESP provisions applicable to these subsequent
reviews and, consistent therewith, proposes the following parameters.

The first issue to be decided by the Commission in the review required under R.C.
4928.143(E) is whether the ESP “continues to be more favorable in the aggregate and

during the remaining term” of the ESP as compared to the expected results under the
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MRO provisions. In ascertaining the expected results under R.C. 4928.142, consideration
must be given to Duke Energy Ohio’s ownership of generation. Because Duke Energy
Ohio owned generating assets as of July 31, 2008, it is subject to a blending requirement
under the MRO provisions, and, as the Commission has previously opined, R.C.
4928.142(D) contemplates a default blending schedule of 10 percent market bid price in
year one, not more than 20 percent in year two, not more than 30 percent in year three,
not more than 40 percent in year four, not more than 50 percent in year five, and 100
percent in year six.!2

As of the fourth year of the ESP, when the Commission would first review the
ESP, the Company will not have filed an MRO. Consequently, this blending criterion is
applicable when comparing Duke Energy Ohio’s ESP and the expected results under R.C.
4928.142. Accordingly, for purposes of establishing the expected results under R.C.

4928.142, Duke Energy Ohio proposes, with respect to the year-four test, that the MRO

pricing be based upon the following percentages, for each relevant year of the

comparison;
: MRO Blending Percentages
Year of ESP Market Most Recent ESP
4 10% 90%
5 20% 80%
6 30% 70%
7 40% 60%
8 50% 50%
9+ 100% 0%

2 In the Matter of the Application of Duke Energy Ohio, Inc. for Approval of a Market Rate Offer, Case
No. 10-2586-EL-SSO, Opinion and Order, at page 15 (February 23, 2011).
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The “most recent ESP” as referenced above is comprised of the retail rates for
Rider RC, as offset by Rider PSM, and Rider RE" as of May 31, 2015, and the “market”
reflects the projected market prices for capacity and energy at the time of the comparison.

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

A price comparison is but one aspect of the “in the aggregate” test. Pursuant to
statute, consideration must also be given to all other terms and conditions of the ESP.
This requirement is applicable whether the “in the aggregate” test is being employed
prior to the plan’s approval or during the year-four or year-eight review.'* Thus, during
the quadrennial reviews, the same terms and conditions that are considered for purposes
of approving this Application must be factored into the determination of whether the ESP
remains more favorable than an MRO. Those terms and conditions are detailed in Section
IIL.D., below.

The same analysis as discussed above should be conducted in year eight of the
ESP, revised only to adjust the blending percentages. Again, as no MRO will have been
filed by the eighth year of the Company’s ESP, the blending percentages for that eighth
year must be 10 percent market/90 percent most recent ESP. The percentages applicable

to the ninth year would necessarily be 20 percent market/80 percent most recent ESP.

13 See Section I11.C.2., below, for a description of Riders RC, PSM, and RE.
 R.C. 4928.143(C)(standard of review encompasses “pricing and all other terms and conditions™); See
also, R.C. 4928.143(E)(standard of review encompasses “pricing and all other terms and conditions).
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For purposes of this second, prospective test, the “most recent ESP” would be comprised
of the retail rates for Rider RC, as offset by Rider PSM, and Rider RE as of May 31,
20109.

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

For purposes of calculation, Duke Energy Ohio will use calendar year projections.
At the time of the first test, the Company will provide a projection of earnings from its
electric operations for each year through 2021. Importantly, it will be assumed, only for
the purpose of this test, that the proposed ESP expires on December 31, 2021, and not
May 31, 2021. The financial statements supporting this calculation will include an
income statement and balance sheet for Duke Energy Ohio’s electric operations. To
calculate the projected return on equity, net income will be adjusted, if applicable, as
follows:

e Eliminate all depreciation and amortization expense and impairment
charges related to the purchase accounting recorded pursuant to the Duke
Energy/Cinergy Corp. merger and post-merger impacts to retained

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

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

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

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

The Adjusted Net Income will be divided by Common Equity to determine the
resulting return on equity (ROE). The following adjustments will be made to common
equity:

o Eliminate the acquisition premium recorded to equity pursuant to the Duke
Energy/Cinergy Corp. merger; and
o Eliminate the cumulative effect of the net income adjustments.

If the projected annual return on ending common equity for the relevant years, as
adjusted pursuant to the above, is 50 percent higher than the ROE used for calculating
Rider RC, there is a substantial likelihood that the Company will have significantly
excessive earnings.”” However, the Commission’s reviews in year four and year eight do
not obligate the Company to refund any monies to customers as a result of a prospective

earnings test. Rather, should the Commission determine that the Company’s ESP is no

13 See In the Matter of the Application of Columbus Southern Power Company and Ohio Power Company
Jor Administration of the Significantly Excessive Earnings Test under Section 4928.143(F), Revised Code,
and Rule 4901:1-35-10, Ohio Administrative Code, Case No. 10-1261-EL-UNC, Opinion and Order at
pages 20, 24-25 (January 11, 2011).
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longer better, in the aggregate, than the expected results under R.C. 4928.142 or that
there is a substantial likelihood that Duke Energy Ohio will, prospectively, have
significantly excessive earnings under the ESP, only then can the Commission decide
whether to terminate the plan. If the Commission proceeds with terminating the ESP,
Duke Energy Ohio recommends that it do so consistent with the conditions described in
Section I11.B.3, below.

The Company also proposes that the reviews contemplated for years four and
eight of the ESP include consideration of the rate of return applicable to Rider RC. More
specifically, as Rider RC is largely predicated upon costs to serve and a rate of return, it
is reasonable to ascertain, during the year-four and year-eight reviews, whether any
adjustment to the rate of the ROE is appropriate. Notably, the ROE may change due to
several factors, such as general economic conditions and changes in risk profiles. Thus,
as described by Duke Energy Ohio witness William Don Wathen Jr., the Company
suggests that it, Commission Staff, and intervenors have the opportunity to submit
testimony regarding changes to the ROE used to calculate Rider RC. In the event no
testimony is filed within thirty days after the Company initiates the year-four and year-
eight reviews, the then-current, approved ROE will persist until a subsequent review or
plan expiration. If testimony is filed, all parties to the proceeding should be given due
process, including the opportunity to submit rebuttal testimony and a hearing,

Duke Energy Ohio recommends that the administration of the first test under R.C.
4928.143(E) be completed by September 1, 2015, to enable an orderly transition to an
MRO should the Commission determine that the Company’s ESP is not the more

favorable SSO structure. As such, Duke Energy Ohio proposes to initiate a filing no later
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than January 1, 2015, for purposes of the year-four test required under R.C. 4928.143(E),
and it will similarly initiate a filing no later than January 1, 2019, in respect of the year-
eight review.
3. Conditions for Transitioning Plans upon Termination

If the Commission decides to terminate the Company’s ESP, it necessarily will
have concluded that the ESP is not more favorable than the expected results under R.C.
4928.142. In that instance, the Company must transition from its ESP to the more
advantageous alternative of the MRO.'® To ease in this transition, Duke Energy Ohio
recommends the following conditions.

Duke Energy Ohio proposes that the transition to the MRO occur effective June 1,
2016, in the event the transition occurs as a result of the review during year four, or
effective June 1, 2020, in the event it results from the review during year eight. Because
all of the energy supply for the 2015/2016 PJM planning year'’ will have been procured
via auctions completed by September 2015 and because the initial years of the MRO will
involve blending, commercial fairness dictates that the Commission not set aside
contracts for energy supply for the period ending May 31, 2016. Rather, Duke Energy
Ohio recommends conducting auctions no later than March 1, 2016 (or March 1, 2020,
for a year-eight transition), for the 10 percent of its load that must be procured via
competitive auctions, for delivery beginning June 1, 2016 (or June 1, 2020, for a year-
eight transition). Subsequent auctions will necessarily incorporate the increasing

percentages contemplated under R.C. 4928.142(D).

1 R.C. 4928.143(E).
'” The 2015/2016 PJM planning year coincides with year four of the proposed ESP.
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To ease such a transition, Duke Energy Ohio proposes that its auction manager for
the ESP energy auctions serve as the auction manager for, at a minimum, the first three
auctions under the MRO. This will enable an orderly and cost-effective process, as only
informational websites and bidding documents would need to be updated. Furthermore,
the Company recommends that the transition from the ESP to an MRO not be overly
complicated by the submission of a comprehensive application for approval of an MRO.

The Commission’s approval of the proposed ESP, described in this filing, will
necessarily include approval of the Company’s CBP plan, which has been guided by the
requirements of R.C. 4928.142 and related Commission rules. Thus, another
comprehensive review of the CBP plan and related bid documents would seem
inefficient, unnecessary, and unduly burdensome. This conclusion is further supported by
the fact that the Commission will have decided, in the context of either the year-four or
year-eight review, that it was the prospective effect of the ESP, and not how pricing was
determined, that caused the Commission to order termination. Thus, the Company
recommends that bid documents, revised to reflect the blending period and any changes
to the product offerings, as well as any proposed tariff revisions, be submitted for
Commission approval. This will reduce the administrative burden and expense associated
with the imposed migration to the MRO.

The Company further observes that it is premature to identify here every
condition that is appropriate for an orderly transition of SSO plans, particularly where
that transition could occur several years from now. As such, Duke Energy Ohio expressly
reserves the right to propose additional conditions, through comments, testimony, or

briefs, should its ESP be terminated.
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C. Additional Provisions Relating to the Structure of the ESP - R.C.
4928.143(B)(2)

As the Ohio Supreme Court has found, an ESP may make provision for the
categories listed in R.C. 4928.143(B)(2)(b). Such optional provisions do not replace the
Company’s obligation to include provisions for how generation service will be supplied
and priced for the duration of the ESP, pursuant to R.C. 4928.143(B)(1). The Company
details below those‘ additional provisions of its ESP that are statutorily permitted under
R.C. 4928.143(B)(2)(b), lending further support for the methods of supply and pricing,
and cost recovery, as proposed herein.

1. Automatic Recovery of Costs — R.C. 4928.143(B)(2)(a) and
0.A.C. 4901:1-35-03(C)(9)(a)

Pursuant to R.C. 4928.143(B)(2)(a), an ESP may make provision for the
automatic recovery of prudently incurred costs of fuel, purchased power, emission
allowances, and federally mandated taxes. In seeking such recovery, the Commission
requires the EDU to provide a summary and detailed description of each such cost and,
where applicable, the procurement policies and practices relevant to and benefits
associated with said costs. As discussed in this Section, Duke Energy Ohio is proposing
recovery of costs to comply with Ohio’s alternative energy mandates and to true-up
expiring riders.

a. Rider AER-R (Alternative Energy Resource Requirement)

Ohio law mandates that Duke Energy Ohio provide a portion of the electricity

supply under its SSO from alternative energy resources (AER).'"® Thus, pricing of

18 R.C. 4928.64.
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generation, as authorized under R.C. 4928.143(B)(1), must incorporate the state’s
alternative energy requirements.

Currently, Duke Energy Ohio’s costs to comply with the AER requirements are
recovered through Rider PTC-FPP. But under its proposed ESP, the Company will
recover costs specific to AER compliance via Rider AER-R (alternative energy resource
requirement), thereby enabling a discreet review of the costs associated with this
statutory mandate. As explained by Duke Energy Ohio witness Wathen, Rider AER-R
will be filed quarterly, with true-up provisions included in each such filing. Duke Energy
Ohio witness Andrew S. Ritch discusses the procurement practices and policies
applicable to the AER requirements and potential benefits associated with same. The
costs to comply with the AER requirements are bypassable.'® Consistent therewith, Duke
Energy Ohio proposes that Rider AER-R be avoidable by customers who purchase
energy from a competitive provider.

b. Rider RECON (Fuel and Purchased Power Reconciliation)
Rider RECON is intended to true up Duke Energy Ohio’s current Rider PTC-FPP

(fuel and purchased power) and Rider PTC-SRT (system reliability tracker), both of
which will expire upon the effective date of the ESP, as proposed in the Company’s
Application. It is virtually impossible to determine whether either of those riders will
have a zero balance as of December 31, 2011. The purpose of Rider RECON, therefore,
is to recover the collective balance of any over- or under-recovery in both of these riders.
The anticipated duration of Rider RECON is short — Duke Energy Ohio should be able to

resolve any over- or under-recoveries within six months after implementation of the new

19 R.C. 4928.64(E).
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ESP. And once that resolution occurs, Rider RECON will expire. As discussed in the
Direct Testimony of Mr. Wathen, Rider RECON is proposed as a bypassable rider.
2. Terms, Conditions, and Charges Related to Retail

Shopping and Bypassability — R.C. 4928.143(B)(2)(d)
and O.A.C. 4901:1-35-03(C)(9)(c)(i), (ii), and (iii)

R.C. 4928.143(B)(2)(d) expressly authorizes an electric utility to include, in its
ESP, “[t]lerms, conditions, or charges relating to limitations on customer shopping for
retail electric generation service [and] bypassability...as would have the effect of
stabilizing dr providing certainty regarding retail electric service.” The Commission, in
promulgating rules to enable application of this provision, further noted that an ESP may
include components that would ‘have the effect of promoting customer shopping.20
Significantly, the Commission further authorized terms and conditions related to
unavoidable charges.”’ Such statutory provisions and Commission rules, therefore,
authorize the riders identified herein.

Prior to discussing the detail specific to the riders proposed in this part, Duke
Energy Ohio summarizes the relevant factors, common to these riders, that will achieve
stability or certainty with regard to retail electric service, while promoting customer
choice. As discussed in the Direct Testimony of Duke Energy Ohio witnesses Trent and
Kenneth J. Jennings, there are two capacity pricing alternatives in PJM — the Reliability
Pricing Model and the Full Resource Requirements (FRR) option. Under the former,
capacity prices are determined through three-year, forward-looking auctions; whereas,

under the FRR alternative, options exist for the supply and pricing of capacity.

2 0.A.C. 4901:1-35-03(C)(9)(c)().
21 E
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Significantly, the FRR option, as elected by Duke Energy Ohio, enables a state-
determined rate for capacity.

Here, Duke Energy Ohio proposes to limit the scope of retail competition to
energy and to provide all customers in its service territory with capacity, as authorized
under R.C. 4928.143(B)(2)(d) and O.A.C. 4901:1-35-03(C)(9)(c)(i). Decoupling capacity
and energy, and charging customers a cost-based price for capacity, as has successfully
been done in the gas industry in Ohio, undeniably stabilizes prices, without even
considering any other component of the Company’s plan. This price stability is further
enhanced by the profit sharing mechanism proposed by the Company, which will have
the practical effect of reducing the capacity charge for all customers. Thus, for almost a
decade, customers will be afforded price certainty and stability under Duke Energy
Ohio’s proposed ESP. Furthermore, competition is preserved via the wholesale auctions
proposed for securing all of the requisite energy supply and the suggested uncollectible
rider, which will extend to the accounts receivable of competitive retail electric service
(CRES) providers. Thus, the Company’s proposed riders, as detailed below, undeniably
fall within the parameters of R.C. 4928.143(B)(2)(d) and relevant Commission rules.

a. Capacity (Rider RC)

Duke Energy Ohio proposes to recover the costs necessary to provide capacity to
all customers in its territory, plus a reasonable rate of return, on a non-bypassable basis.
This capacity charge will be derived from verifiable and public information, detailing the
Company’s cost to operate its legacy generating fleet and provide customers with a
reliable supply of capacity. As more thoroughly described in the Direct Testimony of Mr.

Wathen, the Company has established a revenue requirement for the first year of its
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proposed ESP, based upon its annual fixed cost of production, using a formulaic rate. The
information relied upon to develop this initial revenue requirement is that which is
published in the Company’s FERC Form 1 report for the year ending 2010. The annual
revenue requirement is then divided by total retail sales to arrive at an average cost of
capacity, with further revision to allocate that average cost among the Company’s rate'
classes. The capacity costs, plus a reasonable rate of return as established by Duke
Energy Ohio witness Roger A. Morin, Ph.D.,*? are recovered through the Company’s
proposed retail capacity rider, Rider RC. Mr. Wathen also discusses the Company’s
proposal for adjusting Rider RC to account for changes that result from matters such as,
for example, environmental expenditures.

As an FRR entity, Duke Energy Ohio must self-supply all of the capacity in its
footprint and has various options available to it for that purpose. These options include
the use of the Company’s own resources, as well as demand response and market
purchases. To the extent Duke Energy Ohio supplies the required capacity, for the term of
this ESP, using non-owned resources, such costs would also be included in the formulaic
rate for capacity, although such costs would not earn a rate of return. Rather, a rate of
return is relevant only in respect of physical generating assets that are, or may be, owned
by the Company.

Given the non-conventional term of the proposed ESP, consideration will likely

have to be given, during the next ten years, to meeting customers’ changing demands

2 See In the Matter of the Application of Columbus Southern Power Company and Ohio Power Company
Jor Administration of the Significantly Excessive Earnings Test under Section 4928.143(F), Revised Code,
and Rule 4901:1-35-10, Ohio Administrative Code, Case No. 10-1261-EL-UNC, Opinion and Order at
pages 20, 21 (January 11, 2011) (Commission determined that an ROE between 10 and 11 percent was
reasonable).
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with supply options that are not purely market driven. Thus, in order to enable price
stability and certainty, the Company envisions more permanent solutions to address
anticipated changes in capacity supply and demand. In this regard, the ESP, as structured,
enables new investment in Ohio, thus mitigating the risk of procuring needed capacity
from the market, providing increased certainty as to available supply, and advancing the
state’s interest in job growth.

b. Profit Sharing Mechanism (Rider PSM)

As discussed below, the Company will obtain energy for its customers’ needs
through auction. Thus, the energy and ancillary services associated with the generating
assets from which the capacity rate is derived will be available for sale in the market.
Because all customers will be paying the retail capacity rate under Rider RC, all
customers should benefit from any net profits associated with such sales. Consequently,
through Rider PSM (profit sharing mechanism), Duke Energy Ohio proposes a sharing
mechanism, with all customers receiving 80 percent of the profits (less a small portion
that will be directed toward economic development) from the energy and ancillary
services sales from the legacy generating assets, net of the variable costs of operating the
assets for the production of energy and ancillary services, such as operation and
maintenance costs, fuel, and similar items. The Company will receive the remaining 20
percent of the net profits (less a small portion that will be directed toward economic
development), thereby preserving the necessary incentive on the part of Duke Energy
Ohio to maximize profits.

As discussed by Duke Energy Ohio witness Wathen, the rates applicable under

Rider PSM have been projected for the first quarter of 2012, using forecasted market
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prices. This projection is necessary to enable an immediate implementation of Rider PSM
upon approval of the Application. To mitigate any disparities between projected and
actual costs, Duke Energy Ohio proposes quarterly filings to true up Rider PSM.

Rider PSM is proposed as a non-bypassable rider and its practical effect will thus
be a reduction in Rider RC. In this regard, the allocation of the credits under Rider PSM
will be consistent with the allocation under Rider RC.

The commodities to which the profit sharing mechanism applies include energy
and ancillary services sales from the economic legacy generation. Historically, Duke
Energy Ohio has managed such commodities pursuant to active management, which is a
form of portfolio management. As discussed by Duke Energy Ohio witness Salil Pradhan,
the primary objective of active management is to conduct daily assessments of the
portfolio and, where appropriate in order to mitigate exposure or make use of
opportunity, to engage in transactions in the forward power market. The Company’s use
of active management has been recognized by the Commission as a benefit to SSO
customers.* Consequently, Duke Energy Ohio proposes to continue its use of active
management to maximize the credits available under Rider PSM.

As further discussed below, of the 80 percent of the net profits reserved for
customers, 5 percent of said profits will be .used, together with 5 percent of the
Company’s 20 percent share of the profits of energy sales, to fund Advance Southwest
Ohio, an organization that will support economic development, retention, and expansion

in targeted regional clusters in Duke Energy Ohio’s service territory. This economic

3 In the Matter of the Application of The Cincinnati Gas & Electric Company to Modify its Fuel and
Economy Purchased Power Component of its Market-Based Standard Service Offer, Case No. 05-725-EL-
UNC, Opinion and Order at page 15 (November 20, 2007).
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development tool will be funded annually, for the duration of the Company’s ESP. The
details of this proposal are discussed below in Subpart 4.
c. Energy — Rider RE

As noted above, the Company proposes to narrow the products subject to
competitive bid to energy and related products. In doing so, Duke Energy Ohio enables a
rigorous bidding process. Indeed, market prices for capacity will not be summarily
incorporated into bids and the costs passed through to customers. Rather, competitive
suppliers will be competing only on the commodity itself: energy and related products.
Customers should benefit from the most competitive price that the market will bear for
this commodity.

Duke Energy Ohio submits that limiting auctions to energy will not adversely
affect competition or result in new barriers to competition. On the contrary, under its
proposal, Duke Energy Ohio will seek to procure energy to serve all of its SSO load from
competitive wholesale suppliers over a ten-year period. Participation in the energy
auctions is not dependent on owning generation and thus all prospective participants will
be on a level playing field. The energy auction provides a level of certainty for all market
participants that has not otherwise existed since deregulation was initiated more than ten
years ago.

Duke Energy Ohio witness Jeffrey R. Bailey discusses how the wholesale energy

prices will be converted into retail rates under the Company’s proposed ESP.

30



d. Uncollectible Generation Expense — Rider UE-GEN

-Unlike any other EDU in the state, Duke Energy Ohio currently purchases the
accounts receivable of those CRES providers enrolled in its purchase of accounts
receivable program. These accounts are purchased at a discount and CRES providers
promptly receive the discounted payment from Duke Energy Ohio. This arrangement
undeniably assists in the development of a competitive retail market. However, the
Company seeks here to improve upon this arrangement by enlarging its scope while
ensuring that the Company is not financially harmed.

Specifically, the Company proposes to purchase accounts receivable from CRES
providers at no discount. Duke Energy Ohio will remit payment to CRES providers on
the twentieth day following the month in which the billing occurs. In exchange for
purchasing the accounts receivable from CRES providers, Duke Energy Ohio proposes a
non-bypassable rider, Rider UE-GEN, to recover the bad debt expense associated with its
SSO load, as well as the CRES providers’ accounts receivable.

3 Distribution Service — R.C. 4928.143(B)(2)(h) and O.AC.
4901:1-35(C)(9)(g)(D)-(v)

R.C. 4928.143(B)(2)(h) authorizes Duke Energy Ohio to include, in its proposed
ESP, provisions regarding single-issue ratemaking, revenue decoupling, and distribution
infrastructure and modernization. This statutory provision is complemented by O.A.C.
4901:1-35(C)(9)(g), which sets forth additional criteria. Consistent therewith, Duke
Energy Ohio proposes a distribution reliability rider, Rider DR, to recover incremental
investment. The proposed rider also incorporates a revenue decoupling mechanism,
thereby reducing any disincentive Duke Energy Ohio may have to promote energy

efficiency programs. Duke Energy Ohio witnesses Wathen and James E. Ziolkowski
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detail Rider DR, and Duke Energy Ohio witness Mark D. Wyatt discusses the Company’s
existing infrastructure modernization program, the rider for which will be incorporated
into proposed Rider DR.

4. Economic Development and Job Retention - R.C.
4928.143(B)(2)(i) and O.A.C. 4901:1-35(C)(9)(h)

As discussed in the Direct Testimony of Duke Energy Ohio witness Julia S.
Janson, Duke Energy Ohio is proposing to create a new vehicle for advancing economic
development in its service territory. This vehicle — Advance Southwest Ohio — will not
replace the Company’s current commitment to economic development under Rider ECF.
Rather, after approval of the proposed ESP, opportunities for reasonable arrangements
will continue to be available under Rider ECF, with Advance Southwest Ohio further
supporting qualifying projects and thereby attracting, retaining, and developing
operations in southwest Ohio.

The purpose of Advance Southwest Ohio will be to increase southwest Ohio’s
business strength by financially supporting economic development, retention, -and
expansion in targeted southwest Ohio regional clusters. Support for economic
development will consist of direct funding of economic development initiatives and the
creation of new, sustainable business and business-related jobs in Duke Energy Ohio’s
service territory. There will be three core initiatives to the Advance Southwest Ohio
fund: Product Development, Product Marketing, and Project Closure. Product
Development grants will be available for the redevelopment of Duke Energy Ohio-served
existing buildings, public sector speculative building development, infrastructure
improvements (including gas and electric), moving greenfield and brownfield sites closer

to readiness for development, and business park developments. Product marketing grants
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will focus on prospect development; including, but not limited to, site consultant
meetings, marketing to anéi meeting directly with prospects, relationship-building with
targeted prospects in targeted regional clusters, and exposure through traditional and non-
traditional advertising and public relations. Project Closure grants will be available to
achieve economic agreements for relocation, expansion, or retention of companies in
southwest Ohio.

Advance Southwest Ohio will support business competitiveness by strengthening
the competitive position of existing business within Duke Energy Ohio’s service territory
through financial assistance to increase productivity, efficiency, and reliability, or that
reduce environmental impacts.

The funds available under Advance Southwest Ohio will be administered through

a formal grant process, with grant criteria and applications publicly available. The grant
applications will be reviewed by the Company. With regard to grants made out of the
funds supplied from the customers’ portion of the proceeds, the grants will be reviewed
and recommended by Duke Energy Ohio and submitted to Commission Staff. Thereafter,
Commission Staff will have two weeks within which to review the proposal énd to issue
an authorization or rejection, under the signature of the Chairman of the Commission.
Grants made out of the funds supplied from the Company’s portion of the proceeds will be
approved solely at the discretion of Duke Energy Ohio.

Once the Commission has approved the Company’s ESP, as proposed, Duke

Energy Ohio will promptly initiate the activities of Advance Southwest Ohio, with all

costs to be reimbursed from the funds allocated to Advance Southwest Ohio.
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D. In the Aggregate Comparison — R.C. 4928.143(C)(1)

Duke Energy Ohio has the burden of proving that its proposed ESP, including its
pricing and all terms and conditions, is “more favorable in the aggregate as compared to
the expected results that would otherwise apply under section 4928.142 of the Revised
Code.”™ As the statutory language dictates, the inquiry concerns the entire ten-year term
of the ESP and is not a year-by-year comparison. Further, because Duke Energy Ohio
owned generating facilities as of July 31, 2008, the pricing of generation service under
the proposed ESP cannot be compared to projected market prices. Rather, the appropriate
comparison is the blended price that would otherwise apply under R.C. 4928.142. For
purposes of determining the expected results under R.C. 4928.142, Duke Energy Ohio
employed the blending percentages previously identified by the Commission in its
Opinion and Order in Case No. 10-2586-EL-SSO as reflecting the default blending
period.

Through his testimony, Duke Energy Ohio witness Rose confirms that the pricing
of the ESP is, in the aggregate, more favorable than the results that would otherwise
apply under R.C. 4928.142. More specifically, Mr. Rose testifies that the pricing under
the ESP is, on average, 8 percent lower than the expected results under the MRO.
Furthermore, the proposed ESP affords customers a $927 million net present value
benefit as compared to the expected results under R.C. 4928.142, as testified to by Duke

Energy Ohio witness Wathen.

# R.C. 4928.143(C)(1).
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The inquiry, however, extends to all of the terms and conditions of the proposed
ESP? and, as the following confirms, Duke Energy Ohio has made provision for benefits
in this ESP that would not be available under the MRO structure.

First, Duke Energy Ohio’s proposed ESP provides customers with price stability
and certainty over a substantial period of time. Significantly, customers can now
contemplate longer-term decisions, whether in respect of investment, execution of
business plans, or alternate suppliers. In particular, non-residential customers will benefit
from knowing that system by which their electricity prices are determined will not be
unknown, subject to revision after few years, or at risk of unexpected price surges.

Duke Energy Ohio’s commitment not to seek to transfer its generating assets for
the term of the ESP provides security for customers, who will, through the ESP, have a
reliable and adequate supply of capacity — in Ohio — to serve them. This commitment
again benefits customers in that they are protected from unpredictable and uncertain
pricing.

The ESP enables a focus on economic development that could not exist under the
MRO. Thus, consideration must be given to the benefits derived from creating and
funding economic development tools via Advance Southwest Ohio, contrasting with the
absence of similar programs and dollars for economic development that would be
available under the MRO structure.

The proposed ESP facilitates a fully functioning competitive market in Ohio.
Under the Company’s plan, there is no restriction on the amount of energy that would be

procured via an auction format. Thus, auction participants are not disadvantaged because

% In re Application of Columbus Southern Power Co., 128 Ohio St. 3d 402, 2011-Ohio-958 at 27.
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they may not own generation. In addition, the competitive markets are benefitted by the
proposed changes relating to CRES providers’ accounts receivable. And unlike the
statutory requirements for an MRO, a CBP plan under an ESP enables greater
opportunity for Commission involvement.

Further, the Company’s proposed revision to its Rider LM (load management)
expands the scope of customers eligible for cost reductions by modifying their load
shape.

Finally, with the long term plan proposed by Duke Energy Ohio, the Commission
will have the ability, as mandated by statute, to confirm that the ESP is, and will continue
to be, the more preferred SSO.

Duke Eﬂergy Ohio’s proposed ESP — with its pricing and all terms and conditions
— is better, in the aggregate, than the expected results under R.C. 4928.142.

IV.  Rate Structure and Impacts

A. Pro Forma Financial Projections - 0.A.C. 4901:1-35-03(C)(2)

As set forth in O.A.C. 4901:1-35-03(C)(2), Duke Energy Ohio must provide
financial projections of the “effect of the ESP’s implementation upon the electric utility
for the duration of the ESP.”?® The Company must also provide sufficient information to
enable an understanding of the assumptions used and methodology employed in deriving
the pro forma financial pr(.)j ections.

Duke Energy Ohio witness Brian D. Savoy testifies as to the financial projections,

which are set forth as attachments to his testimony.

% 0.A.C. 4901:1-35-03(C)(2).
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B. Rate Impacts — O.A.C. 4901:1-35-03(C)(3)

Duke Energy Ohio’s Application must include “projected rate impacts by
customer class/rate schedules for the duration of the ESP, including post-ESP impacts of
deferrals.””’ Duke Energy Ohio witness Bailey provides a summary of the rate impacts
by rate class and describes how the projected prices were derived.

C. Tariffs

As detailed in the testimony of Company witness Ziolkowski, Duke Energy Ohio
proposes to implement new riders under its ESP. Consistent therewith, certain riders

currently in effect under its existing ESP will terminate while other riders will remain

unchanged by the proposed ESP. Below is a summary description of the riders proposed

in this ESP.

Proposed Riders: .-

Rider RC - Retail Capacit

Cdét of vs;er;/i'c-e fo; cépécity as of 2A(')1'O;A nbn-
bypassable.

Rider RE —Retail Energy

Rider for energy, as derived from competitive
auction; bypassable.

Rider PSM - Profit Sharing

Credit for net profits from energy and
ancillary services sales; non-bypassable.

Rider AER-R - Alternative Energy
Recovery Rider

Recovery of costs associated with alternative
energy resource requirements; transfer REC
costs from Rider PTC-FPP to Rider AER;

bypassable

Rider RECON - Reconciliation Rider
for over-/under-recovery of eliminated
ESP-era riders

True up remaining balances of over-/under-
recovery for Rider SRA-SRT and Rider PTC-
FPP not included in generation rate.

Rider UE-GEN — Uncollectible Expense
Rider for Generation

Recover cost of uncollectible generation
expense for all customers; non-bypassable.

Rider DR - Distribution Reliability

Recovery of incremental costs for distribution-
related investment; non-bypassable.

70.A.C. 4901:1-35-03(C)(3).
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For a full list of the tariffs that are being proposed in this ESP Application, see
attachments to the Direct Testimony of Mr. Ziolkowski. The revisions to Tariff Sheet 19
(retail electric service) necessitated by the ESP are further reflected in Mr. Ziolkowski’s
testimony. As he also explains, certain sheets within Tariff 20, relating to certified
suppliers, require amendment as a result of the proposed ESP and Mr. Ziolkowski
discusses those amendments in his testimony.

V. Other Filing Requirements

A. Corporate Separation - O.A.C. 4901:1-35-03(C)(4) and 4901:1-35-
03(F)

0.A.C. 4901:1-35-03(C)(4) imposes upon the Company an obligation to describe
its current corporate separation plan. Such description must include “the current status of
the...plan, a detailed list of all waivers previously issued by the commission to the
electric utility regarding its...plan, and a timeline of any anticipated revisions or
amendments.””® Additionally, O.A.C. 4901:1-35-03(F) requires Duke Energy Ohio to
demonstrate how its corporate separation plan is consistent with state policy.

Duke Energy Ohio witness Christian E. Whicker discusses the Company’s current
corporate separation plan, which was approved April 5, 2011, under Case No. 09-495-
EL-UNC.” Mr. Whicker further provides a brief overview of the Company’s prior
corporate separation plans and the dockets in which they were approved. Duke Energy
Ohio has neither sought nor obtained any waivers of its current corporate separation plan.
Further, Mr. Whicker discusses the Company’s proposed revision of its corporate

separation plan, as well as future plans for revision.

2 0.A.C. 4901:1-35-03(C)(4).
% In the Matter of the Application of Duke Energy Ohio for Approval of the Second Amended Corporate
Separation Plan, Case No. 09-495-EL-UNC, Opinion and Order (April 5, 2011).

38



B. Operational Support Plan - O.A.C. 4901:1-35-03(C)(5)

0.A.C. 4901:1-35-03(C)(5) requires the Company to state whether its operational
support plan has been implemented and whether any problems exist with regard to such
implementation. As explained by Duke Energy Ohio witness Daniel L. Jones, Duke
Energy Ohio’s Operational Support Plan was most recently approved in Case No. 08-
920-EL-SSO, et al., and has been implemented. Duke Energy Ohio is not aware of any
outstanding problems with regard to that implementation.

C. Governmental Aggregation - O.A.C. 4901:1-35-03(C)(6) and (7)

Pursuant to O.A.C. 4901:1-35-03(C)(6), the Company’s Application must include
a description of how it proposes “to address governmental aggregation programs and
implementation of divisions (I), (J), and (K) of section 4928.20 of the Revised Code.”
Further, the Company must, pursuant to O.A.C. 4901:1-35-03(C)(7), include in its ESP a
“description of the effect on large-scale governmental aggregation of any unavoidable
generation charge proposed” in the ESP.

As supported by the testimony of Company witness Wathen, Duke Energy Ohio’s
ESP will not impede the formation of large-scale governmental aggregation. The
provisions of R.C. 4928.20(]) are not implicated here as Duke Energy Ohio is not seeking
a deferral, under R.C. 4928.144, in respect of its ESP. Similarly, Duke Energy Ohio is not
seeking Commission approval of a separate charge for standby service and, consequently,
the provisions of R.C. 4928.20(J) are not a consideration for Commission review.
Admittedly, Duke Energy Ohio’s proposed ESP does include non-bypassable charges.
However, those charges will not adversely affect governmental aggregation. Rather, the

Company’s proposal should function to ease the process of evaluating competitive offers
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and ensure a vigorous environment in which CRES providers engage. Furthermore, a
non-bypassable crediting mechanism removes from customers the dilemma of not
switching suppliers in order to continue receiving the credit versus exercising the right to
switch suppliers.

D. Advancement of State Policy - O.A.C. 4901:1-35-03(C)(8)

Pursuant to O.A.C. 4901:1-35-03(C)(8), the Company must describe how its
proposed ESP advances the policies of the State as set forth in R.C. 4928.02.
Significantly, these policies function only as guidelines, for the Commission to weigh in
reviewing the Company’s Application. As described in further detail in the direct
testimony of Company witness Janson, the proposed ESP effectuates state policies.
Specifically, Ms. Janson reviews.each enumerated state policy and explains how the
proposal set forth in this Application advances the goals of the state of Ohio.

E. Proposed Notice of Publication

Consistent with O.A.C. 4901:1-35-04(B), Duke Energy Ohio attaches hereto as
Attachment I its proposed notice of publication regarding the filing of this Application.

F. Direct Testimony - O.A.C. 4901:1-35-03(A)

The Commission h.a.s required, through O.A.C. 4901:1-35-03(A), that the
applicant for an ESP include a complete set of testimony, along with all schedules. Duke
Energy Ohio incorporates herein the direct testimony of its witnesses, as identified in
Section II, above.

G. Work Papers — O.A.C. 4901:1-35-03(G)

The Commission has required, under O.A.C. 4901:1-35-03(G), that each ESP

application include a complete set of work papers. Attached hereto as Attachment J are
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the work papers of Duke Energy Ohio witnesses Rose. The work papers of Duke Energy
Ohio witnesses Wathen and Savoy are included as Attachment WDW-2. The work
papers of Duke Energy Ohio witness Ziolkowski are included as Attachme\:nts JEZ-5 and
JEZ-6.
VI. Waivers

Duke Energy Ohio submits that its Application, as supported by the testimony,
schedules, and tariffs, complies with R.C. 4928.141 and 4928.143 and the relevant
administrative rule, O.A.C. 4901:1-35-03.%° However, Duke Energy Ohio respectfully
seeks any waivers of the provisions of O.A.C. 4901:35-03 necessary to support the
findings requested herein.
VII. Procedural Schedule

Duke Energy Ohio respectfully reserves to the Commission full discretion to
identify a schedule consistent with its desired case management. However, it
recommends a technical conference within one week of the filing of this Application to
enable discussion of the Application and documents filed in support thereof.
VIII. Conclusion

Duke Energy Ohio respectfully requests that the Commission approve the
proposed electric security plan, together with necessary accounting and tariff
modifications described herein, as well as further modifications to P.U.C.O. Tariff 20 and

the Company’s corporate separation plan.

30 See Attachment A to this Application, which identifies the various filing requirements and the manner
through which Duke Energy Ohio has complied with same.
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Respectfully submitted,

DUKE ENERGY OHIO, INC.

Amy B. Spiller (Counsg¢l of Record)
Deputy General Counsel

Elizabeth H. Watts

Associate General Counsel

Rocco O. D’Ascenzo

Associate General Counsel

139 E. Fourth Street, 1303-Main
P.O. Box 961

Cincinnati, Ohio 45201-0960

(513) 287-4359 (telephone)

(513) 287-4385 (facsimile)
Amy.Spiller@duke-energy.com (e-mail)
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Attachment A
Page 1 of 36

Case No. 11-3549-EL-SSO

Summary of Filing Requirements

The following summary is prepared for reference purposes only. It is not a substantive
part of the Application and nothing herein should be interpreted as superseding
the Application, the other Attachments to the Application, the testimony of
the Company’s witnesses, or any attachments thereto.




Attachment A
Page 2 of 36

Ohio Administrative Code 4901:1-35-03(A)

-Summary of Filing Requirement

Applications must include a complete set of direct testimony of the electric utility personnel or
other expert witnesses. This testimony shall be in support of the electric utility’s proposed
application. This testimony shall fully support all schedules and significant issues identified by
the electric utility.

Response

See Direct Testimony of B. Keith Trent
Julia S. Janson
Judah L. Rose
Stephen G. De May
James S. Northrup
Robert J. Lee
William Don Wathen Jr.
Andrew S. Ritch
Roger A. Morin, Ph.D.
Kenneth J. Jennings
Salil Pradhan
Jeffrey R. Bailey
James E. Ziolkowski
Mark D. Wyatt
Brian D. Savoy
Christian E. Whicker
Daniel L. Jones



Attachment A
Page 3 of 36

Ohio Administrative Code 4901:1-35-03(C)(1)

Summary of Filing Requirement

A complete description of the ESP and testimony explaining and supporting each aspect of the
ESP.

Response

See Application and Direct Testimony filed in support thereof.



Attachment A
Page 4 of 36

Ohio Administrative Code 4901:1-35-03(C)(2)

Summary of Filing Requirement

Pro forma financial projections of the effect of the ESP’s implementation upon the electric utility
for the duration of the ESP, together with testimony and work papers sufficient to provide an
understanding of the assumptions made and methodologies used in deriving the pro forma
projections.

Response

See Direct Testimony of Brian D. Savoy.



Attachment A
Page 5 of 36

Ohio Administrative Code 4901:1-35-03(C)(3)

Summary of Filing Requirement

Projected rate impacts by customer class/rate schedules for the duration of the ESP, including
post-ESP impacts of deferrals, if any.

Response

See Direct Testimony of Jeffrey R. Bailey.



Attachment A
Page 6 of 36

Ohio Administrative Code 4901:1-35-03(C)(4)

Summary of Filing Requirement

The electric utility shall provide a description of its corporate separation plan, adopted pursuant
to section 4928.17 of the Revised Code, including, but not limited to, the current status of the
corporate separation plan, a detailed list of all waivers previously issued by the commission to
the electric utility regarding its corporate separation plan, and a timeline of any anticipated
revisions or amendments to its current corporate separation plan on file with the commission
pursuant to Chapter 4901:1-37 of the Administrative Code.

Response
See Direct Testimony of Christian E. Whicker.



Attachment A
Page 7 of 36

Ohio Administrative Code 4901:1-35-03(C)(5)

Summary of Filing Requirement

Division (A)(3) of section 4928.31 of the Revised Code required each electric utility to file an
operational support plan as a part of its electric transition plan. Each electric utility shall provide
a statement as to whether its operational support plan has been implemented and whether there
are any outstanding problems with the implementation.

Response

See Direct Testimony of Daniel L. Jones.



Attachment A
. Page 8 of 36

Ohio Administrative Code 4901:1-35-03(C)(6)

Summary of Filing Requirement

A description of how the electric utility proposes to address governmental aggregation programs
and implementation of divisions (I), (J), and (K) of section 4928.20 of the Revised Code.

Response

See Direct Testimony of William Don Wathen Jr.



Attachment A
Page 9 of 36

Ohio Administrative Code 4901:1-35-03(C)(7)

Summary of Filing Requirement

A description of the effect on large-scale governmental aggregation of any unavoidable
generation charge proposed to be established in the ESP.

Response

See Direct Testimony of William Don Wathen Jr.



Attachment A
Page 10 of 36

Ohio Administrative Code 4901:1-35-03(C)(8)

Summary of Filing Requirement

The initial filing for an ESP shall include a detailed account of how the ESP is consistent with
and advances the policy of this state as delineated in divisions (A) to (N) of section 4928.02 of
the Revised Code. Following the initial filing, subsequent filings shall include how the state
policy is advanced by the ESP.

Response

See Direct Testimony of Julia S. Janson, Andrew S. Ritch, and Christian E. Whicker.



Attachment A
Page 11 of 36

Ohio Administrative Code 4901:1-35-03(C)(9)(a)(i)

Summary of Filing Requirement

Division (B)(2)(a) of section 4928.143 of the Revised Code authorizes an electric utility to
include provisions for the automatic recovery of fuel, purchased power, and certain other
specified costs. An application including such provisions shall include, at a minimum, the
information described below:

The type of cost the electric utility is seeking recovery for under division (B)(2) of section
4928.143 of the Revised Code including a summary and detailed description of such cost. The
description shall include the plant(s) that the cost pertains to as well as a narrative pertaining to
the electric utility’s procurement policies and procedures regarding such cost.

Response
Rider Recon — William Don Wathen Jr.



Attachment A
Page 12 of 36

Ohio Administrative Code 4901:1-35-03(C)(9)(a)(ii)

Summary of Filing Requirement

Division (B)(2)(a) of section 4928.143 of the Revised Code authorizes an electric utility to
include provisions for the automatic recovery of fuel, purchased power, and certain other
specified costs. An application including such provisions shall include, at a minimum, the
information described below:

The electric utility shall include in the application any benefits available to the electric utility as a
result of or in connection with such costs including but not limited to profits from emission
allowance sales and profits from resold coal contracts.

Response
Rider AER-R — Andrew S. Ritch



Attachment A
Page 13 0of 36

Ohio Administrative Code 4901:1-35-03(C)(9)(a)(iii)

Summary of Filing Requirement

Division (B)(2)(a) of section 4928.143 of the Revised Code authorizes an electric utility to
include provisions for the automatic recovery of fuel, purchased power, and certain other
specified costs. An application including such provisions shall include, at a minimum, the
information described below:

The specific means by which these costs will be recovered by the electric utility. In this
specification, the electric utility must clearly distinguish whether these costs are to be recovered
from all distribution customers or only from the customers taking service under the ESP.

Response
Rider Recon — William Don Wathen Jr.

Rider AER-R — William Don Wathen Jr.

!



Attachment A
Page 14 of 36

Ohio Administrative Code 4901:1-35-03(C)(9)(a)(iv)

Summary of Filing Requirement

Division (B)(2)(a) of section 4928.143 of the Revised Code authorizes an electric utility to
include provisions for the automatic recovery of fuel, purchased power, and certain other
specified costs. An application including such provisions shall include, at a minimum, the
information described below:

A complete set of work papers supporting the cost must be filed with the application. Work
papers must include, but are not limited to, all pertinent documents prepared by the electric
utility for the application and a narrative and other support of assumptions made in completing
the work papers.

Response
N/A



Attachment A
Page 15 of 36

Ohio Administrative Code 4901:1-35-03(C)(9)(b)(i)

Summary of Filing Requirement

Divisions (B)(2)(b) and (B)(2)(c) of section 4928.143 of the Revised Code, authorize an electric
utility to include unavoidable surcharges for construction, generation, or environmental
expenditures for electric generation facilities owned or operated by the electric utility. Any plan
which seeks to impose surcharge under these provisions shall include the following sections, as
appropriate:

The application must include a description of the projected costs of the proposed facility. The
need for the proposed facility must have already been reviewed and determined by the
commission through an integrated resource planning process filed pursuant to rule 4901:5-5-05
of the Administrative Code.

Response
N/A



Attachment A
Page 16 of 36

Ohio Administrative Code 4901:1-35-03(C)(9)(b)(ii)

Summary of Filing Requirement

Applications must include a complete set of direct testimony of the electric utility personnel or
other expert witnesses. This testimony shall be in support of the electric utility’s proposed
application. This testimony shall fully support all schedules and significant issues identified by
the electric utility.

The application must also include a proposed process, subject to modification and approval by
the commission, for the competitive bidding of the construction of the facility unless the
commission has previously approved a process for competitive bidding, which would be
applicable to that specific facility.

Response
N/A



Attachment A
Page 17 of 36

Ohio Administrative Code 4901:1-35-03(C)(9)(b)(iii)

Summary of Filing Requirement

Divisions (B)(2)(b) and (B)(2)(c) of section 4928.143 of the Revised Code, authorize an electric
utility to include unavoidable surcharges for construction, generation, or environmental
expenditures for electric generation facilities owned or operated by the electric utility. Any plan
which seeks to impose surcharge under these provisions shall include the following sections, as
appropriate:

An application which provides for the recovery of a reasonable allowance for construction work
in progress shall include a detailed description of the actual costs as of a date certain for which
the applicant seeks recovery, a detailed description of the impact upon rates of the proposed
surcharge, and a demonstration that such a construction work in progress allowance is consistent
with the applicable limitations of division (A) of section 4909.15 of the Revised Code.

Response
N/A



Attachment A
Page 18 of 36

Ohio Administrative Code 4901:1-35-03(C)(9)(b)(iv)

Summary of Filing Requirement

Divisions (B)(2)(b) and (B)(2)(c) of section 4928.143 of the Revised Code, authorize an electric
utility to include unavoidable surcharges for construction, generation, or environmental
expenditures for electric generation facilities owned or operated by the electric utility. Any plan
which seeks to impose surcharge under these provisions shall include the following sections, as

appropriate:

An application which provides recovery of a surcharge for an electric generation facility shall
include a detailed description of the actual costs, as of a date certain, for which the applicant
seeks recovery and a detailed description of the impact upon rates of the proposed surcharge.

Response
N/A



Attachment A
Page 19 of 36

Ohio Administrative Code 4901:1-35-03(C)(9)(b)(v)

Summary of Filing Requirement

Divisions (B)(2)(b) and (B)(2)(c) of section 4928.143 of the Revised Code authorize an electric
utility to include unavoidable surcharges for construction, generation, or environmental
expenditures for electric generation facilities owned or operated by the electric utility. Any plan
which seeks to impose surcharge under these provisions shall include the following sections, as
appropriate:

An application which provides for recovery of a surcharge for an electric generation facility shall
include the proposed terms for the capacity, energy, and associated rates for the life of the
facility.

Response
N/A





















































































































































































































































































































































































































































































































































































































































































































































































































