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2 A. My name is Charles R. Whi ock, and my bnsinea addn:ss is 139 East Fourth 

3 Stieet, Cincinnati, Ohio 4S20 • 

4 Q. BY WHOM AU YOU 

7 Q. PLEASE DESCRIBE YO R EDUCATIONAL AND PROJi'l'JMIONAL 

8 BACKGROUND. 

9 A. ity of Alaska at Anc:horaae with a Bachelor of 

10 Business Studies J>esree in ccountina- I am alao a graduate of the Mahler 

11 School Advanced Managem t Skills Program and the Center for Creative 

12 Leadasbip Developing S egic Leadership Pmgram. I have also taken 

13 of business~ at Harvard University. 

14 l joined CDacqy in May as a power 1Jader for CbleraY Services. Prior to 

lS joining Cineqy, I was a S or Power Thlder with Seatoil F.ncrgy. I also held 

16 - and Electric, whic1l included JeSpODSibilitiea for 

J7 risk management. I was named to my cment. 

18 position in llllWll'Y 2006. Al ough my title bu changed since 2006, my areas of 

19 1espo11111>ilities .have not. 

20 Q. PI.MR DESCRIBE YO RESPONSIBILITIES AS SENIOR VICE 

21 PRDIDENT, COMMER L ASSET MANAGDIENT. 
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ercial &Yet management. Specifieally, I have 

2 aespoo111Jility to povide the are. miable and economic supply of fuel., power, 

3 

4 Based Standard Service Offer ("MBSSOj consumers. I also have responsibility 

5 for the commercial risk ment of all components of DE-Ohio's non-

6 MBSSO generation which inc risk associated with power prices, fuel priees, 

7 emisslaa allowance ("BA j 

8 Q. RA VE YOU PREYl01JSL 

9 A. Yes, I have. 

10 u. 

11 Q. WHAT IS THE 01 YOlJJl TES11MONY IN nus 

12 PROCIZDJNG? 

J 3 A. 1be puipose of my U!SliimOJlt is to provide an overview of tbe history of DE-

14 

15 

Ohio's Puel and Purchase P Rider ( .. Rider FPP") and the System Reliability 

MBSSO. J will also discuss some of the issues 

16 mfled by the FPP Auditor die Stipulation laChed in the 2006 Audit of Rider 

17 PPP. 

18 In the next sectioD of my • ny, I will describe tbe Company's 2007 Rider 

19 SRT, includlna deftnidcms fi capacity and eneJJY. I will also descrlbe tho 

20 capacity product we purdlase for Rider SR.T. I will then discuss 1he Stipulation 

21 ached and its implications. I will allo discuss purchases made under Rider 

22 SRT for 2007 and the nr:ed mate purchases and recover those costs in the 



.. 

.-

KyPSC Case No. 201.W0078 
STAFF-DR-02-001 Attachment d2 

Page 5 of16 

1 f\aturo. YmaJly, I am sponsorinaAttachment CRW-1, which is a summary oftbe 

2 2007 SRT purchases to date and a projection for the remainder of 2007. 

3 m. mg m DISCUSSION 

4 Q. PLKASB BIUDLY EXPLAIN TBB IDSTORY or DE-OWO'S RIDER 

s JPP? 

6 A. Rkler FPP is the mecluuPsm DE-Ohio URI to recover :fuel costs needed to power 

7 111 geneJldlon p11D1S, the cost of eneqy bought on the open market, the cost of 

8 emillioo allowances IDd recovery of congestion and losses billed from MJSO. 

9 DB-Ohio makes qumterly adjustments 10 the Rider, which is subject to an llDlual 

l 0 IMftllelllenl and financial teView by a independent auditor. 

11 DB-Ohio,s initial Rider PPP rmew occurnd in 200S in case No. OS-806-

12 BL-UNC 81111 covered the period of Jmumy 1, 200S, to June 30, 2005. In that 

13 proceecliaa, 1he Auditor made several ncommendadons, many of which were 

14 

IS DE-Ohio implcmen1ecl die leCOIDIDencla1ions incJucled in the Stipulation as part of 

16 its PPP~ 

17 D~hiota sccoacl Rider FPP review occuned hi 2006 in case No. OS-

18 725.m,..tJNC and cncompuaed the period of July J. 20IJS, through June 30, 2006. 

19 Once again, the ADltitnr made several rccommendllions in i1s audit report, many 

20 of which wae adopb:d into a stipulation dated April 9, 2007. This Stipu)ation is 

21 awaitina Commission approval. 

22 Q. PLl!ASB BRIERY DESCRIBE THE STIPULATION REACHED 

23 UGARDING THE 2006 WP AlJDJrOR'S RECOMMENDATIONS. 

CHARUS & "WHITLOCK DIUCT 
l 
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Many, but not all of 1he Parbes to the 2006 FPP case, reached a S1ipulation 

resolvin1 the matter. lbis Stipulation was the subject of a proceeding before the 

Commission in April 2007 involving a variety of is.mes related to 1he Company's 

MBSSO, including Riden FPP and SRT. As part of the Stipulation, the Company 

adopted nearly all of the Auditor's recommendations with respect to these two 

ridm. The Company and the Pardcs rached a compromise regarding the 

Auditor's recommendations related to a 

DE-Ohio's approach to 

portfolio management in recommendation number 2. and 1he inclusion of DE-

Ohio's newly acquired gas.fired generation assets in the SRT. 

BOW Dm THE STIPULADON ADDRESS TID A1JDITOR'S FIRST 

RECOMMENDATION REGARDING THE 

Jn 1be April 2007 Stipulation, DB-Ohio 

HOW nm THE STJPtJLATION ADDRESS THE AUDITOR'S SECOND 

UCOMMENDATION REGARDING THE MANAGEMENT OF ITS 

CHARLES R. WBITLOCK DIUCT 
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I FlJEL, PURCHASED POWER AND DtlSSION ALLOWANCE 

2 PORTJOLIOT 

3 A. In the Stipuladon, 1be Parties apeed .not to have DE-Ohio adopt the Auditor's 

4 recommendation. The Parties aareed that DE-Ohio woulcl continue to follow its 

S portfolio strategy in place prior to the Audit. 1be Stipalation also stated 1hat 1he 

6 Parties will meet ro discuss die terms under which DE-Ohio may recover costs for 

7 manaaina coal, emission au~ and pmdwed power for the paiod after 

8 December 31, 2008. The Parties agreed to me best efforts to agree and make 

9 such a recommeadalion no later than the next audit period. 

10 Q. BAS 'l'lll!!RI: BEEN ANY DISCIJSSION AMONG THE PARTIES TO 111E 

11 STIP1JLAnON REGARDING THE PROCUREMENT STRATEGIES 

12 AnER DECDDIDl 31, 2008'1 

13 A. No. Since die S1ipulation is currently awaiting approval, substantive discussions 

14 have not occmnd as part of this poceedina. Assuming the Commission 

1 S approves 1he StipuJation • filed, DB-Ohio will initiate those discussions shortly 

16 after the Onler. 

17 Q. WHAT IS TD STATUS OJ' Tld COMPANY'S RESPONSE TO THE 

18 AVDITOR'S UCOMMBNDATION REGARDING TID RESALE OP 

19 COAL AND THE ZIMMER INVi!NTORY CONTAINED IN THE 2006 

20 AUDIT REPORT? 

21 A. DE-Ohio does not require coal suppliers to permit tbe resale of their coal as a 

22 Howeva-. DE-Ohio does include the 
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mmle of coal provision as a component of its RFP process. DE-Ohio continues 10 

beHeve that nsale provisions an= important. 

With n:spect to recommendation 1he Zimmer inventory. D&Ohio initiated 

a study of tbe coal inventory ovenlateDMml at its Zimmer Station. The mults of 

this study ans pmdina. 

IN RESPONSE TO THE AUDITOR'S RECOMMENDATION 

CONCERNING ZIMMER INVENTORY, DID THE COMPANY 

mDITJl'Y ANY INITIAL CORRECl'IVE ACDONSf 

Yes. The Company identified sewral m:tiom that it anticipates will correct the 

inventory misstalement. These actions include: 1) checlcina the elevation control 

mmters on 1ha bue maps to support mon m:cmate survey results; 2) makjng 

impiovemealS to the ieclaim scales; and 3) reviewina Ill)' -vmiuace between the 

physical and "per boob" inventory at the end of each monda so tlml problems are 

identified, researehed and resolved montbJy. 

BA VE 11108E CHANGES BUN IMPLEMENTED? 

Yes. Surveyon hoe verified the markers. Tbe reclaim scales were properly 

a6ped, provided with new eJICCIODfcs and compan:d with the calibrated belt 

acales. DB-Ohio is now reviewina any "per book" and physical variance at the 

end of each month. 

BOW WILL DB-Omo SB'ITLE ANY v AIUANCB? 

On July 31, 2007, a fly-over survey Wll ~feted. The snrvey results will be 

provided to DE-Ohio in October, at which 1ime we will make the appropria1e 

........... to the "Per books• bmmtory IO that all inven1olies maleh. 

CllARLBS R. WlllTLOCK DIRBCI' 

6 
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l Q. WHAT IS YOUR RESPONSE TO THE J'.INAL AUDIT 

2 RECOMMENDATION, UGARDING ALTERNATIVE SENSITIVITY 

3 ANALYSES IN DE-OHIO'S TRANSAcrJON UVJBW AND APPROVAL 

4 PROCl'.SS? 

S A. DE-Ohio already compties wilh 1bis ret.OmlDClldation and includes seveml 

6 alternate sensitivity IDBlyses of key variables includins coal and emission 

7 aUowaace prices in its tnmsacdon mriew and appmval process. 

8 IV. RIJ)Q SRI DJSCIJSSIQN 

9 Q. PLEASE DESCRIBE RIDER SRT. 

1 O A. Rider SRT allows DE-Ohio to track and collect coSIB associated with meeting its 

11 MBSSO load obliption plus a fifteen percent (15%) planning reserve margin. 

12 The Company is IM provida- of last reaort f'PQLR') and. consequently, mmt 

13 haw the generatin& capacitf to Sl8nd leldy to serve all retail load in its service 

14 telritary. Rider SRT includes COIJll im:unecl by DB-Ohio to c:mure that we can 

ts provide safe and relabJe SOIYice 1D all comumen in om service territory. Tho 

16 expectation for safe and Jeliable aemce should be no different than if we were 

11 stUJ umter tradi1ional resulalion. 

18 Q. PLEASE DD'IN& GENERATING CAPACITY. 

I 9 A. Oewating capacity is the physical plant or "steel in the ground." It represents 

20 the maximum amoaot of eleclric power or 111111)' that a genending plant or unit 

21 can pmduce at a specified time under certain conditions. It is measured in 

22 Meaawana (MW). Costs for capacity an incJudocf fn .Rider SRT. 

CllARLIS R. WlllTLOCK DIUCT 

7 
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DOES DB-Omo PURCJIASB A SPECMC TYPE OP CAPACITY J'O:R 

RJDERSll'n 

Yes. DE-Ohio only parchascs capacity that is qualified by MISO as a Desipted 

Network Rt:solfte ("DNR"). This meam that the energy from the generating 

taource is deliverable to all load on a ftnn basis in the MISO footprint or to DE-

Ohioload. 

PLU.8E DDJNE THE TERM ENERGY. 

Baergy is die actual output hm the pneulting plant or unit. Tho amount of 

eneqy produced ftom a specific plant or unit is dependent upon the amount 

demanded by CODSUmelB, up to the maximum capacity rating of tho plant or unit. 

It is mcaured in Megawa1t-ho1DS (MWb). Costs for energy are inclucled in Rider 

FPP. 

PLEAU EXPLAIN BOW THE 2007 STIP1JLATJON ADDRESSD RIDER 

SRT. 

"l'be S1ipulalion focued oa 1Wo ll8pec:tl of Rider SRT. The Stipulation pJOVided 

lbat DB-Ohio would update Rider SRT with Cbe 8rst billing cycle of tbe month 

followins Co:nnniaion approval of the Stipulation to recover DB-Ohio's 

proJecled 2007 p1anniq reserve capacity pan:hases by year-end and update ~ 

any prior over/ 1IDder coUecdon. 

1be Stipu)ation also provided for the inclusion of capacity purchasea &om 

DE-Ohio•s own gas-fired genmation (assets formedy owned by Dake Energy 

North America ("DENA '1) on a sbmt..:term emcrpncy bmis (seven days or less). 

A pricing melbodology was apacl upon which consisted of one of the following: 

CllARLIS R. Wlll'l1.0CIC DIRECT 
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I) the midpoint of bluker quotes received; 2) the average price of third party 

purchases llansacted; or 3) an alternative me1bod which DB-Ohio and the S1aff 

agree upon as a reasonable price. Assuming 1he Stipulation is approved as filed, 
.. 

DB-Ohio will abide by the Stipulation. DB-Ohio has not made any capacity 

pun:hasea from tbac l88ds since 1he Stipulation was signed and, 1hus far, no 

a1temative pricin1 methocloloaies have been agreed upon with Staff. 

BAS DE-Omo COLLECl'ED ANY JUDD SRT REVENUE ma 2907? 

No. Allhouab the Company made its Rider SRT filina to set 2007 Rider SRT 

market prices m a timely manner, the Commission issued an Onlerl' in Case No. 

03-93-EL-ATA, a al., dated December 20, 2006, suspending :Rider SRT 

bcgimina .Jammy I, 2007, UDtil it resolva all of the issues being litipted in 1he 

Supeme Court's Remud of Case No. 03-93-EL-ATA. The Commission•s 

decision in 1he Remand case is Bli1I pendina 8S of this date; consequently' the 

Rider SRT nuubt pdce 1111 bem SO for mvic:e rendered 1o all rate ~Imes since 

J8DUll)' J, 2007. 

One provision of 1he Stipulation settling 1be Remand Case is 1hat dle 2007 

,. Ridt1' S/t'F will btl 11/Jfloted with IM jlnl bU/ing ~ of llM monlh following 

Comlnl.ulon 'f/lll'O'IOI oflllb Stipulation ... " (April 9, 2007, Stipulation, page 7). 

Assuming the Stipulatlon is appowd by the Commiision, we will make the 

appropria1e filiq for the 2007 Rider SRT in die mmmer apeecl to in the 

Stipalldion. 

DID os.omo MAKE CAPACITY PlJRCllASES JlOR RIDER SRT IN 

20077 
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1 A. Yea. Those purclmses are detailed in allachment CRW-l. Attachment CRW·l is 

2 a smadNll')' of the pumhases we have made to date and projection of expected 

l pun:hases for the 1einajftder of the year to meet die 2007 requirrments. 

4 Q. WILL D&-OBIO PURCRASI: ANY ADDmONAL CAPACITY FOR 2001? 

S A. It is possible. We have secured sufficient capacity to meet o.., JS~ pl.•mi .. 

6 NSerVO margin, which is equi'VBlent to a 4% operatina reserve on a projected 

7 basis. However, if we axpmlence exueme tempesatures or unexpected OU1ages 

a for the iemainder of 2007, addmonll capacity purchases may be necessary to 

9 meet the 4% opesadug nserve as JeqUirecl by Module E oldie MISO tariff. 

10 Q. DO YOU BELIEVE 1HAT 'IJIE COMMISSION SHOULD ENCOURAGE 

11 TBE COMPANY TO MAKE PURCllASU JroR MOU TRAN ONE 

12 YEART 

13 A. Yea. for two re-. ieliability 8Dd economics. DE-Ohio believes that it is 

14 beneftcia1 to purchase capacity for periods longer than a year. Market 

IS participants, especially load-serving entities, frequently pun:hme capacity m:Jdlor 

16 energy for longer dum one )'1:11' and for fillun! periods to ensure reliability. For 

J 7 example, l.,..._.m, enlities in ieplated mllbls that employ integrated 

18 ftl801lrCO pllnnhag typically me a I 0-yar planning horizon to plan and constmct 

19 the iequind capacity or "steel ID the IPOIJDCI". In the dolegulated mllkets, where 

20 capacity markets axist, a common c:hanu:taisdc is a 1hrce-ycar fo~ 

21 JllOCWement element. This ensmes that the requisite capacity has sufficient lead-

22 time to be COD8lructed. In fact, in May 2007, DE-Ohio became a participant of 

23 tbe Mlclwmt Planning Reserve Sharina Apeemeat that establishes compliance 

awn.a R. WHm.OCIC DJUCT 

10 
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pideljnes for maintainina adequate planning nsenes for the upcoming planning 

year. For ~ample, by March 2008, DE-Ohio must demons1rate that it has 

acbievcd the planning reserve 1arpt as established tor the June I, 2001, through . 

·May 31, 2009. planning year. Theref'ons, DE-Ohio must secure any necessary 

capacity pun:bwa prior to tbe 2009 c:alendar year to satisfy its obligation by 

Man:h2008. 

Furthennore, pun:baina capacity for moie than one year would enable 

DE-Ohio to 1ake ad'Vlllf8&e of pricin1 opportunities in the market that would 

accrue to the benefit of MBSSO coDBUDlCll. Parcbasing products over various 

periods of time creates a hedp for MBSSO consumers. It pennits MBSSO 

consumers to benefit tom low prices iD 1be market that may not be available at a 

later date. This is especially 1lue in periods of declining region-wide reserve 

margins which is evidt:nl 1oday in the MISO footpint. There is no economic 

reason to n:tslriet caplCity pmdeaea to a single calendar year. What is mi•ma 
however, is an ability for D~hio to mecover lbe C08ll of the purchase~ beyond 

tho cummt MBSSO and Rider SRT period. DB-Ohio is asJdna the Commission to 

approve such n:c:overy of capaglty pm:1Jlles. 

V. CONCLVSIQN 

DO YOU HAVE~ PINAL COMMENTS UGARDING RIDER FPP OR 

RIDER SRT BEING ADDBESSBD IN TIDS JllLING! 

I believe that DB-Ohio is prudently obtaining and utilizing its iesources to meet 

i1B IWBSSO oblipdom for Rider FPP and Rider SRT. We have complial with all 

of the applicable directives included in the Order settling the Audit of Rider FPP 

CllARLIS R. WlllTU>CK DIRECT 

II 
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I in Case No. OS-80&-EL-UNC, and with the directives included in the Order 

2 approving the Stipulation ieacbed in Case No. OS-724-EL-UNC. We use 

3 reasonable methods for aDocadng costs and have mechamsms in place to ensure 

4 that consumem me paying only for the Compants actual C08IS. 

S Q. WAS ATfACBMENT CRW-1 PREPARED BY YOU OR UNDO YOUR 

6 S1JP.ERVISION? 

7 A. Yes. 

8 Q. DOES THIS CONCLtJDE YOUR DIUCf TESTIMONY? 

9 A. Yes. 

CJIARLIS R. we:rn.ocx DIRICT 

12 
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PLEASE STATE YOUR NAME AND BUSINISS ADDRBSS. 

My name la Douglas P 'Hamann. llld my bus!nea a4c1leu Is 139 '- Pomth 

Street. Cincimwd, Obio 45202. 

BY WHOM ARE YOU EMPLOYED AND IN WllATCAPACITYf 

I am employed by CiDCll)' Services, Inc., an aftiliate of The Cincbu'lti Ou A 

B1ectric Company (CGO). • Senior Vice Pl•..._. BDav PortfoHo StrateaY 

and Manapment, ID CinelVs Commercial Bushw- Unit. 

PLEASE DJ'.SCRIBB YOUR EDUCATIONAL AND PROJl'ESBIONAL 

BACKGROUND. 

I am a graduate of lnditM Univenity with· a Bachelor of Science Depee in 

.Acaomltillg. I joined Public Service of Indl• (PSI) in 1979 and haw helcl 

various positions In the AccouldiDa, Tax. and COlpOl'llD Davelopmmt--. aml 

various ftnancial and rucDtive positions withia PSI and ctwgy. Prom Mm:h 

1999 undl October 2001, I W11 Vice Presidmt ad Oaief Financial Officer of 

CinmlY'• Bncqy MerchaDt Busfrm Unit. FIOID October 20011JD1il Drembar 

2004, J lel'Ylld a Pnsldent of PSI. ) WU named to ID)' ounmt polilioa Da 

Decrmber 2004. 

PLEASE DESCRIBE YOUR USPONSIBILITD'.S AS SENIOR VICE 

PRDJDENT,BNDGY POllTFOLJO STRATBGY AND MANAGDtltNT. 

while """"9na 1he inbcreat risks in 1he most cc)lt ~ ,,,.,,,.,. Spdftcally, 

I have ftllpDDlibllity for fuel and enWomnmaal rilk ~ ....... 

DOUGLAS P. BSAMANN Dllll<.T 
·2· 
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12 A. Tbe FPP ii ODD of IDIDY componema of 1he prk:o-to.compmc pmtion of CO&B's 

13 M.nlt Based Staadanl Service OJtar, or MBSSO. The purpme of die MBSSO ii 

14 to establilh COAB's nwbt price tor competitlw llUdl cleclrio mvice. widl bo1b 

16 compedtiw mtaD electrlc .vice (CRFS} povider. On 111111 22. 1999, die Obio 

17 Oeaera1 Assembly passed lesilJadon tbal required the nslrUGltaiDg of the eleclric 

18 utility industry (SB3), pnMdina for J8lail aenmtioa compedlioa with aespect to 

19 die aeneratkm eompaneat of electric 1S'Yice. Pursuant 1D SB3, on Aaaust 31. 

20 2000, die Commtaon .iaucd i1a opinion and anlcr approvlna CO&B's eleo1ric 

21 11'1D11tlon pla, u.reby aBowma COM a market dew1opmma padocl (MDP). 

DOUGLAS f. BIAMANN DIRBCT 
-3. 
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Tiie Commissjon anticlpatcd ihe MDP would facllbate the development of 

compeddcm to the level deacribed by the Ohio Oenenl Allably ill SB3. 

CO&B'a MBSSO was estlbllahcd with Commfaicm approvaJ in Cw mgnher 03-

93-EL-ATA. also nfcmld to u C04E's Rm StabilizllioD Piia or RSP case. 

Speoit1c1Hy, tbe CommiSBion appzovecl PPP is 1be mechnlwn tbll fiicilitllel the 

dhect pm 1hrouah of the Company's costs of fuel needed to power its pnendoD 

p1anll, tho cost of eDeraJY bouPt OD the opm marbt. the COit of ....... 

alloWlllCll and the cost of eavironmln1al reapnl8. Tlllle C08tl me lllCOwrable 

Yia the PPP to the extent they me nqund to meet 1he Cllell)' Dllldl of COti'a 

MDIUINft aad to the armt tbey have not been jnc:J.uded IDd m:cm:recl • a 

compomal of1he Company's hue rates. 

IS TD trPP A NEW CllAllGB'l 

While the Rider FPP itaelf is a new chirp, the CODCeJJt of tho Rider PPP ad. 

man specifiealJy, the com that it is dc:slped to JaCOwr 11e not. The Riclor PPP 

ia aimilar to. tbe Eleotrfc Fael Component (Pl'C) 1hat Im hllmrically bam a 

componeat of the nte1 charpd to C00'1 OOD1U1D111. The EFC WIS die 

Compmy'1 previous meclumtpm used to recovs !ti costa wnoh'ed wllh faDI 

pun:hum, and Jona term lllCl spot mubt power pmdlalea. In &ct, - Rider 

1PP is modeled aim 8Dll belC411po11 pmioua BPC idM111et and ftBnp. 

CAN YOV TALK MOU SPBCJll'ICALLY AllOUTWllAT JS INCLVDD 

IN THE RIDER PPP? 

The ooam NCOvsable via the Rider PPP are buecl upon 1lle C.Cm1J11DY'• projected 

1\Jel ad ielatecl expena for the forlbcomina qumlm'. The Rider PPP is made up 

.,. 
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of five compone1111: (1) The FuoJ mul PUICbuecl Power cost a.pew (FC). (2) 

Reccmci1ladon Adjustmmt (RA), (3) The 8ystml Loss A&\lmtmenl (SJ.A), (4) 

Fmjnjon Allowwes (BA). and (5) Environmellllll Reqenll (ER). The PC, RA, 

SI.A, and BA C0111 are all costs pmvJoualy recovered llllder 1he bistodcal BPC 

fllinp. The definition and cxplanadon of 1ha PC, RA. SLA. and BA componell1I 

and calculldons is Included In 1be tesdDM11 otCOAE willllll Walbm. 

WHAT AU BRIT 

&wimnmcm1Bl maeDtl (ERs) me the costs lllOCiated witb purdmes of 

~bamclls mcb. • lime llUl ammonia dlat are neecl.ed to operate ~ 

complimce equipment such as t1ue Pl desalphmizldoD. .,__ (men 

commonly rafmted 1D as acrubbcn) and SCJ.s, which nquke 81D!POnil Tbia 

equipment along vd1h ~ J'DIClltB decn1111 or e1hnbsta -m-.. 
froaa our .-.llh4 p1anas and theaefore reduces the need for emflllan 

alloWIDC8L 

WBY AD TllE a C08TS INCLtJD'ID JN TD COMPANY'S "' 

CALCVLA'DON? 

In responm to lncn11qly llringeat poHDlicn ...,....._ COll-hurnfDI udJhia 

ue faoecl with the economic c:1ccllkm of choosing die aprimaJ malhod of 

compliance. Compliance with 1be repktiona can be atamlpUlbacl 1lllODgh eitbs 

the acquilltion ot emillian aUowanas. or by redl!Cdon of 1bc amount of 

poUullms mnittccL ltedncdml of polhdmds can accur tbm1lah ODD or a 

combination of the followlns ll:CIDlrioa: (1) °""Wi"8 "8 cbmdaiadcl of the 

coal 1D bo combutad, (2) Opcradna ~mental campliwe oqaipmem. such 

_,_ 
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aa a flue pa dllulphudDtion l)'llClm (FOO) whioh COftllUIDCl8 lime, end/ er (3) 

Pmchasina power fmlll tbo coaip:tidve wholesale electric madmt. CO&E 

believes that 1be iacraucml cost of lime and odllr consmaableB tltat am lequire4 

for the opaatlon of envinmmmtaJ complilllce equipanem, act me not alremly 

captured in cdstfna base ntes. should be ncovaed throqh the FPP Jnechai• 

The -.. of lhDI and otbar Els are directly related to the COlll incuaod for fillJ 

llld purcbuad power, 8lld emission allOWIDCIL 

BOW AU THE &1l COSTS BELATED TO 01111R COSTS JNQ.1JDBD 

INTBBR'P't 

first. In economic terms. lime is a 8\lbstitme for both emMon alkwnlnce 

camumptioD and pmdtasas. If a utility 1a1 lime in its envimulner411 compliwe 

teductni the udlity's ommnaption o( and need for EAL Lfme is also • 

economic oomplement to 1beL The um of Jbne iD c:ompJianco equipment. allows 

for the combmtian of low coat bis, such a hish IUUbr COIL Tbaefons, Hmc 

U8IF can haw a subltaDtial impact Oil It least two of the priDdpal oosts 1llCk.td 

an4 ncovaed ill die PPP and dinctly UdhlCllCll the am of fall. SecDad, lime 

and otber cbemlcal rm.- used In envllomncn1al oomplianao eqnipnent exhibit · 

oharacteristics tblt an limillr to the C01t1 alnldy m:ovcrecl dnuab the PPP. 

Lime com me volatile and are subject to marbt tlucluations siruilar to fael. 

emission allow--, llld pun:hwd pow. In addition. lime CCJlll me --1 

in nature and lib fuol. EAa and parcbued pow, VIII)' anat1Y due to~--. 

DOOOL.U II'. XSAMANNDIRICI' 

-·-
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IS TD OPIRATION or TJiE COMPLIANCE EQ1JIPMDIT AND 

PIJRCllASB or ENVIRONMENTAL REAGENTS AN ECONOMICAL 

AND UASONABLE DECISIONT 

Yes it la. DalriDa the past decade, especially in tbD tidy phwa of polludoD 

nsguhdkms, the malt pic:e for eali'licm allowm:es w very low. Al a malt. 

1be envho-' complilaoe slralegy of CGAB. 11 well a some other udli1ies. 

n:Ucd mawy on emiaakm aJlowaDce pmdlws in the market, mdm dlan 

illflll1lation mul operadon of compliwo equipnmt. Tbis provided tho most DOll­

ddive compliance option .for both the oompaay and i1I m••'Cd IDll N8Ultld 

in slpificmd savinp over the al1mlative of retmfltdn& our aa-ltin& pllmtl with 

poUudon nducdon equipmcDt. However, in the pall few yean, envizmmmal 

replaticma haw becomD moie llrinaent. and the dmnd for emisrdoa aDaWlllCll 

has increnled su""'"'tally cmsina 1be mmbl prices of emission allOWllDI to 

rile dranlltically. Due tD tbw factors, the oplima1 economic decllion wilb 

lespect to compH1ncc his shifted to tile COJISlrUcdon llld opelllion of compUanco 

equipamt. The projected COii to build and opellfe a POD is now sublllmdllly 

lea Iba the projected ODlt to comply mina emiPimt allCJWllDW. Al • nsult. 

CO&B is IDl1alliDa campBance equipment m its coal bumina glllll'llion 

facUideL Tbe quantity or emialan aUawanca nqaimd to meet cvwnpH.,,. 

obliptiona amd tbe re1ated expem11 will decUne, while 1ba coat af the cblmlcal 

nmaents neafecl to operate the oompliance equipment 1- and will coadam to 

incn181e. Olven the DltUle of the emission allowwa market, M believe market 

pric:m ... not Ubly to ..... slpifiMDtly. 

DOUGLAS P. ISAMANN DIRICI 
-7· 



r 

KyPSC Case No. 2014-00078 
STAFF-DR~l-001 Attachment d3 

Page9ofl2 

l Q. IS THE UCOVIRY OP TRB Dl COSTS THROUGH THE nP OIP 

2 BKND'IT TO CG&:E'S CONSVMEllST 

3 A. Yes. it Is. Simple economics clelrly makes tbe decision to udli2e comp11we 

4 equlpmeat an optimal decision. 1be Rider FPP ia -Uust.ed qmrtarly. lfthcse BR 

5 OOltl D DOI nmvad tbroaah tbe Rider PPP, co.t8 will be fim.t 1D l'ICOVW 

6 the WCI dll'Oua,h lts Ammally Adjusled Componant (AAC). Thia acenarlo Cllllllel 

7 a ml'lll"'dl iD die 1lmina of recovery 1bat will nepdvely impact ei1blr CO&B er 

I its CODllllDOl'I· AJ explaimd earlier, lime com and 1118 COl1I 1rlldldanllly 

9 fncluded la a PPP type rider, are dlrectly ielared ad move lnveiaely to each other. 

10 For instnco, lllUIDC dull lime apmm is Mll,,,.t to be hi8b la 1be AAC, 

11 however, amiasicm aDowace prices drop dnmadclllly. Radler tba nm tbe 

12 compliance equipmmt, the moat economlcal clrdslon II 1D puralmie 1he .Won 

13 allowances. The .AAC rate will not c .... until die followlD& Jar llld 1be 

14 customs will continue to pay biper lllimated com. Tho Rider PPP, bowewr, is 

J5 

16 Thia reauJatory 1imlna mill!Woh cnates a tituati«m wbele mettna the GOlllCt 

17 economic dDcisioD with ftllpect to envbonmatal campliaace ha die potential to 

t 8 hurt CCJDIUllllD, 

19 Q. IS THB JUDD IPP A MARKET-llASD PRICB., 

20 A. Yes, it is a marbt-bwd price. To the extent dlld tbe five componem of tbe 

21 Rider FPP pdai fluctuate wardiDa to the various mmket conditions affectlaa 

22 com for fuel IW:h • coal, emission allowances, and aMlmmeata1 reapnts, so 

23 will the Rider fPP pice. 
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Yes, the Rider PPP is 10096 bypaable. Since. the Rider PPP is a mecbanim for 

the recovery of aped& 1Dllket costa auocilded whh co.tB•a pzovlllan of 

compedliw retail eleculc aervic:e, the Rid• FPP is an fl'lm81 obarp aad • IUGh. 

only charpd to 1bose w11o pmcbase that energy tivm CG&B. Tho Rider PPP la 

not cbarpd to all DOJHe8idrmtial consumers in COO's terdtnry. IA other WOids. 

._llOIH'8lidallia comumas who switch to CRES pmviclDn, aJao tc6a«l 1D 

as "shopplna credit CDl&Dlnal,"' do DOl pay the 'Rider PPP. 

WHAT JS MARXl'l'·BASD DISPATCBT 

Market buecl cfispatcb is 1he mecban;am of decidtna whether to dispatch 

.,...adu& mdts Into tbe compaddve market after 1lkina into consldllldon the 

the llCb1ll paendion of e1cctricity. The ~ iDpm .,, priced wcnliDa to 

cummt market conditians. When the amket price of eaerv ~ COU's 

15 geucalllon oost, tbo pnemtina units are displll:bld into the marbL Wlm lllllbl 

16 price of mmay is below coe·s aenmlioa com. the pmnt1na units .. e1thlr 

J 8 GbaraclmUdcs of the aenmllinl umtl IUllb IS ramp nll88 and .minimum up and 

' J 9 down times. 

20 Q. WHY IS CGAE USING A MARKIT BASED DISPATCH IN8UAD 01' A 

21 COST BASED DISPATCH? 

22 A. M.mt bad di..,.srh povidea a lower cost llld mom ecoamnial soludon for 

23 .,,.,,...1\Jel aad purcbaed power COltL 
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BOW HAVE MARDT BASID DISPATCH AND MISO ArncTID TBB 

J'J'PT 

W'dh tbe inlmclllGtialL of a mmket.-blled dispatcb ad the .s.eat ofMISO, 00.tB 

is able 10 reeet to mazbt chaqes and mako better economic dedsionl. For 

lNti•Ne, if the COit for pnbasina power cm 1he mmbt ii 1Dt111111y .,.._ .. it 

is for CO&E to bum COi) for its own native load .....-, COU ii able to 

pmdme this power in lieu of bumiDs 1he coal. cou Is dm flee to sell 1hia 

coal oa 1he apen Jmlkct. To the axtart that 1hae is rnenue tom die sale of tbia 

puraluadna the caa1 initially. Thia Js cloae tblvuab the PC cian~ of 1be PPP. 

Under MISO, C0U otfen up aD of its am-aticm and thma zeceives a portion of 

thlt paaradcm 1-t co aarve ill native load. To the exllmt co.tB's 8ICCell 

tlm ciedi1ed beet to the COllSlllllen dnouah tbe PC compmem of tbe FPP. 

cou 1811 good udlity practice to mab optimal 1'IDlJlce deciaiom. 

DOU TRIS CONCLlJDE YOUR TIBl'IMONn 

Yes,ltdoea. 

DOUGLAS I'. ESAMANNDIRICT 
·IO· 
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COLUMBUS, OH 43215 

ILL~ 
Paul A. Colbert ras82) 
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REQUEST: 

Duke Energy Kentucky 
Case No. 2014-00078 

Staff's Second Set of Data Requests 
Date Received: May 23, 2014 

STAFF-DR-02-002 

Refer to the response to Item 2 of Staff's First Request wherein it states that ''the 

customer will benefit when a loss is shared with the Company and the Company will 

benefit if a gain is shared with the customer." 

a. State whether any of Duke Kentucky's affiliates have ever recorded a gain on the 

sale of natural gas which was purchased to meet forecasted generation needs and 

subsequently sold in the spot market. 

b. If the answer to Item 2.a. is affirmative, identify and explain the circumstances in 

which the natural gas was sold at a gain. 

RESPONSE: 

a. Yes, Duke Kentucky's affiliates have recorded a gain on the sale of natural gas 

which was purchased to meet forecasted generation needs and subsequently sold 

in the spot market. 

b. Gas was sold at a higher price in the spot market than what it was purchased. 

PERSON RESPONSIBLE: Joseph McCallister 



REQUEST: 

Duke Energy Kentucky 
Case No. 2014-00078 

Staff's Second Set of Data Requests 
Date Received: May 23, 2014 

ST AFF-DR-02-003 

Refer to the response to Item 3 of Staff's First Request and page 3 of the Direct 

Testimony of John D. Swez wherein Mr. Swez states that the Woodsdale Generating 

Station ("Woodsdale") has black start capability. 

a. State whether Duke Kentucky receives any compensation from PJM 

Interconnection, LLC ("P JM") for the black start capability at Woodsdale. 

b. If the response to Item 3.a. is affirmative, explain the procedure for determining 

the compensation for the black start capability and provide any amounts received 

since 2006. 

c. Explain what impact, if any, the black start capability at Woodsdale has in how 

the units are dispatched. 

d. Explain how lost opportunity payments identified in the response to Item 3.a. of 

Staff's First Request are handled for Duke Kentucky's other affiliates in PJM. 

Explain any differences. 

RESPONSE: 

a. Yes, Duke Energy Kentucky does receive compensation from P JM for the black 

start capability at Woodsdale. Per Case No. 2008-00489, these revenues are 

shared through rider PSM as part of the Ancillary Service Market. 



b. The P JM System Restoration Manual defines the minimum amount of black start 

capability by transmission zone. In addition, P JM is responsible for selecting 

Black Start resources for a system restoration plan. Determination of 

compensation to black start resources can be calculated from a variety of 

methods, including a bilateral contract, a FERC approved rate, or multiple 

methods defmed under Schedule 6A of the PJM OATT. Woodsdale started 

receiving compensation for its black start capability when it moved to PJM from 

MISO in 2012. Woodsdale did not receive compensation for black start service 

while operating in MISO. See the table below for amounts received since 2006. 

Note that amounts received from January 2012 through July 2013 represent a 

single black start unit receiving compensation using a tariff rate. Beginning in 

August 2013, a second black start unit began receiving compensation under 

recovery of additional investments made at Woodsdale station. 

2006-2011 2012 2013 2014 
Jan $0 $9,546 $16,006 $88,990 
Feb $0 $9,546 $16,006 $88,990 

Mar $0 $9,546 $16,006 $88,990 
Apr $0 $9,546 $16,006 $88,990 
May $0 $9,546 $16,006 
Jun $0 $16,006 $17,812 

Jul $0 $16,006 $17,812 
Aug $0 $16,006 $89,120 

Sep $0 $16,006 $88,990 

Oct $0 $16,006 $88,990 

Nov $0 $16,006 $88,990 
Dec $0 $16,006 $88,990 

c. Under normal, non-system restoration conditions, the fact that the Woodsdale 

units provide black start capability has no impact on how the units are committed 

2 



or dispatched. Of course, during an actual system restoration event, the fact that 

the units provide black start capability would mean that they could be utilized for 

system restoration, whereas a unit without black start capability could not be 

utilized until electric service has been restored to that particular site. 

d. The only Duke Energy Kentucky affiliate that is currently considered a 

"generation owner" in PJM and receives lost opportunity credits is its unregulated 

merchant generating affiliate, Duke Energy Commercial Asset Management, Inc. 

(DECAM). If by handling, the Commission Staff is asking how any such lost 

opportunity credits that DECAM receives are treated, this is not relevant since 

DECAM is a merchant generator. Duke Energy Kentucky does not have access to 

DECAM's revenues in PJM. 

PERSON RESPONSIBLE: John Swez!Lisa Steinkuhl 

3 



REQUEST: 

Duke Energy Kentucky 
Case No. 2014-00078 

Staff's Second Set of Data Requests 
Date Received: May 23, 2014 

ST AFF-DR-02-004 

Refer to the response to Item l.b of the Attorney General's First Data Request ("AG's 

First Request") and footnote 5 on page 10 of Attachment 2 of the response regarding the 

Federal Energy Regulatory Com.mission's ("FERC") Order 787. Identify and explain the 

changes that Duke Kentucky is aware of in PJM's governing documents regarding Order 

787 since the January 6-8, 2014 polar vortex. 

RESPONSE: 

On March 12, 2014 PJM filed rev1s1ons to its Amended and Restated Operating 

Agreement to amend PJM's confidentiality rules to allow PJM to share non-public, 

operational information with natural gas pipeline operators, consistent with the 

regulations adopted by Order No. 787. FERC conditionally approved the revisions (See 

Staff-DR-02-004 Attachment A). In summary, Duke Energy Kentucky's understanding is 

the revisions are aimed at improving communication and coordination among PJM and 

operating personnel of the interstate natural gas pipeline companies in the P JM region to 

ensure that PJM and interstate natural gas pipeline control room operators have better 

information on which to base operating decisions. The communications are aimed at 

helping both types of operators understand what gas-fired generation units may be called 

on and whether they may have access to fuel supplies. 

PERSON RESPONSIBLE: Legal 

1 
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FEDERAL ENERGY REGULATORY COMMISSION 
WASIIlNGTON, D.C. 20426 

PJM Interconnection, L.L.C. 
Attn: Robert V. Eckenrod 

Senior Counsel 
2750 Monroe Blvd. 
Audubon, Pennsylvania 19403-2496 

Dear Mr. Eckenrod: 

May 9, 2014 

In Reply Refer To: 
PJM Interconnection, L.L.C. 
Docket No. ER14-1469-000 

1. On March 12, 2014, PJM Interconnection, L.L.C. (PJM) filed a revised tariff 
record1 under the Amended and Restated Operating Agreement of PJM Interconnection, 
L.L.C. (Operating Agreement) to modify the confidentiality rules to allow PJM to share 
non-public, operational information with natural gas pipeline operators, consistent with 
the Commission's regulations adopted in Order No. 787.2 As discussed below, we accept 
the revised tariff record, subject to conditions, effective March 13, 2014, as requested. 

2. In Order No. 787, the Commission revised its regulations to provide explicit 
authority to interstate natural gas pipelines and public utilities that own, operate, or 
control facilities used for the transmission of electric energy in interstate commerce to 
share non-public, operational information with each other for the purpose of promoting 
reliable service or operational planning on either the public utilities' or pipelines' 
systems. Order No. 787 also prohibited such recipients of non-public, operational 
information from subsequently disclosing that information to third parties or marketing 

1 PJM Interconnection, L.L.C., Intra-PJM Tariffs, 18.17, OA 18.17 
Confidentiality, 5.0.0. 

2 Communication of Operational Information Between Natural Gas Pipelines and 
Electric Transmission Operators, Order No. 787, 78 Fed. Reg. 70,163 (Nov. 22, 2013), 
FERC Stats. & Regs.~ 31,350 (2013) (cross-referenced at 145 FERC ~ 61,134 (2013)). 
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function employees as defined in section 358.3(d) of the Commission's regulations. 
However, the Commission stated that Order No. 787 does not supersede any existing 
tariff provisions. With respect to communications between transmission operators and 
local distribution companies (LDCs ), the Commission stated that the rule does not affect 
the ability of an electric transmission operator to share its own information with an LDC, 
if otherwise permitted under its tariff. In addition, the rule does not prohibit electric 
transmission operators from sharing non-public, operational information received from a 
pipeline pursuant to this rule with LDCs, if otherwise provided for in tariff provisions 
approved by the Commission. 3 Thus, to the extent a transmission operator wants to take 
advantage of the explicit authority provided under Order No. 787, and that transmission 
operator has tariff provisions prohibiting the communications, it must first make a 
section 205 filing with the Commission to revise the relevant tariff provisions to permit 
such sharing of information. 4 

3. PJM states that section 18.17.l of its Operating Agreement establishes PJM's 
rules relating to the receipt and release of confidential information. PJM states that, as 
drafted, section 18.17 prohibits PJM from disclosing, without prior authorization, to its 
members or third parties, any confidential, or market sensitive, documents, data or other 
information of a member. PJM states that this prohibition limits PJM's ability to review 
with pipeline operators the unit specific information and relevant pipeline conditions that 
could enhance PJM's ability to manage operational information. PJM states that, in early 
January 2014, after the issuance of Order No. 787, but before PJM could initiate its 
stakeholder process, PJM sought, and received, waiver of section 18.17 .1. The waiver 
permitted PJM to utilize, during the extreme weather conditions present at the time of 
filing, and through the winter heating months, the additional communication tools 
provided for in Order No. 787.5 

4. PJM states that since the approval of the waiver requests, PJM has broadly utilized 
the enhanced communications provisions to share operational information with gas 
pipeline operators, including generator specific reviews, which have helped to ensure 
transmission system reliability, especially in light of the extreme weather conditions that 
have beset the PJM Region in January and February. 

3 Order No. 787, 145 FERC ~ 61,134 at P 16 n.27, P 56. 

4 Order No. 787, 145 FERC ~ 61,134 at P 135. 

5 PJM Filing at 2 (citing PJM Interconnection, L.L.C., 146 FERC ~ 61,003 (2014); 
PJM Interconnection, L.L.C., 146 FERC ~ 61,033 (2014)). 



20140509-3016 FERC PDF (Unofficial) 05/09/2014 

Docket No. ER14-1469-000 

KyPSC 2014-00078 
STAFF-DR-02-004 Attachment A 

Page3of6 

-3-

5. PJM states that, with the collaboration of its stakeholders, it has developed the 
broader, permanent changes to PJM's confidentiality rules which are offered for filing 
here. PJM states that it and its stakeholders have determined that because much of its 
member generation may be connected at the LDC or intrastate pipeline level, there is 
significant value to P JM and its members to extend the same information sharing 
protocols with those entities to ensure the highest level of cooperation and coordination 
to ensure the reliable operation of the transmission system. Specifically, PJM states that 
it is proposing the addition of a new subsection to section 18.17 .1 of the Operating 
Agreement to explicitly permit PJM to share non-public, operational information with 
interstate natural gas pipeline operators for the purpose of promoting reliable service and 
operational planning as permitted by the Commission's regulations adopted in Order 
No. 787. In addition, PJM states that the proposed revisions allow non-public operational 
information to be shared with Local Distribution Companies (LDCs) and intrastate 
natural gas pipeline operators, provided that such party or parties have acknowledged, in 
writing, that they are prohibited from disclosing, or using anyone as a conduit for 
disclosure of, non-public, operational information received from PJM to a third party or 
to its "marketing function employees" (as that term is defined by section 358.3(d) of the 
Commission regulations). In turn, any non-public, operational information received by 
PJM from a LDC or intrastate natural gas pipeline operator will be subject to the 
confidentiality provisions set forth in section 18.17 of the P JM Operating Agreement. 

6. Notice of PJM's filing was published in the Federal Register, 79 Fed. Reg. 15,328 
(2014), with interventions and protests due on or before April 2, 2014. Pursuant to 
Rule 214 of the Commission's Rules of Practice and Procedure,6 the timely, unopposed 
motions to intervene serve to make the entities that filed them parties to this proceeding. 
No protests or adverse comments were filed. 

7. As discussed below, the Commission accepts the proposed tariff record, effective 
March 13, 2014, as requested, subject to conditions and PJM filing a revised tariff record 
within 15 days of the date of this order. We find that the first sentence that PJM proposes 
to add to section 18 .17 .1 ( f) of the Operating Agreement, which explicitly permits P JM to 
share non-public, operational information with interstate natural gas pipeline operators 
for the purpose of promoting reliable service and operational planning, is consistent with 
Order No. 787. We note that the proposed revision will improve communication and 
coordination among P JM and operating personnel of the interstate natural gas pipeline 
companies in the PJM region to ensure that PJM and interstate natural gas pipeline 
control room operators have better information on which to base operating decisions. 
We further note that, with this revision, P JM will no longer need to seek expedited 

6 18 C.F.R. § 385.214 (2013). 
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waiver of section 18.17 .1 in the event of extreme weather conditions, such as the 
conditions that occurred earlier this year. 

8. We now address the remainder of PJM's proposed revisions, which permit the 
sharing of non-public, operational information with LDCs and intrastate natural gas 
pipeline operators. In Order No. 787, the Commission stated that the rule does not affect 
the ability of an electric transmission operator to share its own information with an LDC, 
if otherwise permitted under its tariff. The Commission, however, recognized that LDCs 
and other parties have a significant role to play in maintaining the reliability of both the 
interstate natural gas pipeline system and the electric transmission system, particularly 
since many electric generators take service from LDCs, rather than directly from 
interstate pipelines. Accordingly, the Commission preferred to proceed on a case-by-case 
basis with respect to electric transmission operators sharing non-public, operational 
information received from a pipeline pursuant to the rule with these entities. Electric 
transmission operators that saw the need for such communication were encouraged to 
offer tariff provisions that establish acceptable procedures for the handling and protection 
from inappropriate disclosure or use of such information. 7 

9. We find that PJM's proposal to extend the information sharing provisions to LDCs 
and intrastate natural gas pipeline operators will ensure the highest level of cooperation 
and coordination, thus contributing to the reliable operation of the transmission system. 
However, with respect to PJM's proposal that parties who receive such information must 
acknowledge, in writing, that they are prohibited from disclosing non-public, operational 
information to a third party or ''to its marketing function employees as that term is 
defined by FERC regulations at 18 CFR 358.3 (d)," it is unclear what PJM's reference to 
the term marketing function employee means. The definition of marketing function 
employee in the Standards of Conduct is narrow and linked to the relationship between 
the transmission provider and its marketing function employee or to an interstate pipeline 
and its marketing function employees.8 PJM's tarifftherefore is not entirely clear as to 
how it will apply, particularly to LDCs without marketing function employees as defined 
by the Standards of Conduct. The potential sharing of non-public, operational 
information creates an opportunity that the information can be used in an unduly 
discriminatory or preferential manner by the recipient or to the detriment of the market. 
We fmd that PJM's proposed revisions are ambiguous as to how it will prevent such 
results. Therefore, PJM's filing is accepted subject to the condition that PJM file a 
revised tariff record within 15 days from the date of this order to clarify section 8.17.l(f) 

7 Order No. 787, 145 FERC ~ 61,134 at PP 56-57. 

8 18 C.F.R. § 358.3(d) (2013). 
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of the Operating Agreement, specifying which local distribution or intrastate pipeline 
employees will be prohibited from receiving non-public, operational information. 

By direction of the Commission. 

Kimberly D. Bose, 
Secretary. 
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REQUEST: 

Duke Energy Kentucky 
Case No. 2014-00078 

Staff's Second Set of Data Requests 
Date Received: May 23, 2014 

ST AFF-DR-02-005 

Refer to the response to Item 2.c. of the AG's First Request. The FERC's Notice of 

Proposed Rulemaking ("NOPR") in Docket No. RM14-2-000 seeks to address 

coordination challenges between the natural gas and electric industries with regard to the 

timing of the gas day, timing of nominations on interstate pipelines, and the number of 

nomination cycles available. State whether the changes contemplated by the NOPR 

would have enabled Duke Kentucky to avoid some of the excess cost of the gas 

purchased but unburned and subsequently sold. 

RESPONSE: 

Assuming Duke Energy Kentucky faces a similar set of circumstances in the future, it is 

unlikely that the changes contemplated by the FERC NOPR would provide for the 

avoidance of excess cost of the gas purchased and unburned and subsequently sold. 

Although the FERC NOPR seeks to improve coordination between the natural gas and 

electric industries, it does not address the specific circumstances that Duke Energy 

Kentucky encountered this past winter. Duke Energy Kentucky does not know and 

cannot predict if the contemplated changes by the NOPR in similar events that were 

experienced this past winter will have any effect on the pipeline operating conditions and 

the number of operational flow orders that could be issued. These conditions are 



influenced by the actual operating conditions of the pipeline. In any event, given similar 

circumstances Duke Energy Kentucky would still procure gas to support the reliable 

operations of the Woodsdale facility in PJM. Although PJM rules permit gas purchases to 

be made in intra-day gas market, Duke Energy Kentucky did not consider such a strategy 

to be in the best interests of its customers. Due to the market conditions and the pipeline 

restrictions of which it was aware, Duke Energy Kentucky was concerned that waiting 

until the gas intra-day market to procure fuel for a possible real-time energy dispatch 

would expose the Company and its customers to additional risks of commodity 

availability and price that exceeded that which was available through the day-ahead gas 

market for purposes of offering into the Day-Ahead energy market. Accordingly, the 

Company determined that to manage these risks in a manner that was in the best interest 

of its customers, it had to procure gas in the day-ahead gas market. 

PERSON RESPONSIBLE: Joseph McCallister/John Swez 

2 



REQUEST: 

Duke Energy Kentucky 
Case No. 2014-00078 

Staff's Second Set of Data Requests 
Date Received: May 23, 2014 

ST AFF-DR-02-006 

State whether Duke Kentucky believes its Rider PSM tariff, which currently references 

only sharing of profits on off-system power sales and net margins on sales of emission 

allowances, should be revised to explicitly provide for the sharing of losses and for the 

sale of natural gas purchased for generation purposes but unburned and subsequently 

sold. 

RESPONSE: 

The Company does not believe the tariff needs to be changed to explicitly provide for the 

sharing of losses and for the sale of natural gas purchased for generation purposes but 

unburned and subsequently sold. The Company believes the gains and losses on the sale 

of gas should be considered as a component of calculating the net profits of off-system 

sales because of the nexus between receiving the revenues from day-ahead awards net of 

the energy buy-back in the real-time, and the lost opportunity credits. If the Commission 

believes a textual change is necessary, the Company does not oppose. 

PERSON RESPONSIBLE: Lisa Steinkuhl 



REQUEST: 

Duke Energy Kentucky 
Case No. 2014-00078 

Staff's Second Set of Data Requests 
Date Received: May 23, 2014 

STAFF-DR-02-007 

State whether Rider PSM has ever been used to share anything other than profits with 

customers. 

RESPONSE: 

The PSM has and could operate as a loss in any given month, but PSM has shared net 

profits from off-system sales on an annual basis. The monthly net profits and losses from 

off-system sales are netted together annually and only shared if it is a profit. The 

monthly net profits include costs attributable to generating the revenues such as hedging 

gains and losses, fuel expense and variable O&M. Certain revenues are included to offset 

the costs because of the nexus the revenues have to the costs such as balancing and day-

ahead operating reserve credit. In the present situation involving the sale of gas, the 

procurement of gas was a cost incurred to participate in the P JM energy markets to allow 

the opportunity for an off-system sale. The sale of gas was necessary as the pipeline 

would not allow the Company to add more volume to the imbalance. 

The PSM also shares profits from the Ancillary Service Market per Case No. 2008-

00489. When monthly revenues received for supplying ancillary services are more than 

the monthly costs for buying ancillary services, the monthly net profit is shared in the 

PSM. 

PERSON RESPONSIBLE: Lisa Steinkuhl 
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