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‘. GENERAL ORDERS
GENERAL ORDERS - TELECOMMUNICATIONS

Docket No. P-100, Sub 110

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of
Telecommunications Relay Service, ) ORDER APPROVING A DECREASE IN
North Carolina ) THE SURCHARGE, AUTHORIZING

) BILL MESSAGE/INSERT .
) NOTIFICATION, AND APPROVING A
) REVISION TO THE SURCHARGE

} REMITTANCE FORM

BY THE COMMISSION: On October 12, 2007, the Commission received a petition from
the Public Staff seeking, inter alia, to revise the monthly surcharge imposed on all qualified
residential and business local exchange facilities (access lines)' in North Carolina to fund the
Telecommunications Relay Service (TRS) and equipment distribution program for the deaf and hard
of hearing. Under G.S, 62-157(b), the Commission requires local service providers to impose a
monthly surcharge on qualified access lines to fund a relay service and an equipment distribution
program.” The relay service and the cquipment distribution program comprise Telecommunications
Access North Carolina (TANC). The Commission, after giving notice and an opportunity to be
heard to interested parties, sets the amount of the monthly surcharge based on the amount of funding
necessary to implement and operate TANC, including a reasonable margin for reserve (reserve
margin). The present monthly surcharge of $0.11 per access line went into effect in January 2002.2

In response to the Public Staff’s petition, the Commission issued an Order Seeking
Comments on the Surcharge, Approving a Reserve Margin, and Authorizing Review of Reserve
Margin and Surcharge Biennially on October 30, 2007. In that order, the Commission approved a
$9.6 million reserve margin and the regular biennial review of the reserve margin and the surcharge
amount, starting in October 2009. It further requested inferested parties to this docket to file
comments regarding the proposed decrease in the surcharge no later than November 9, 2007.

! Participants in the Subscriber Line Charge Waiver Program and the Link-up Carolina Program are exempt
from imposition of the surcharge under G.S. 62-157(b).

2 Under G.8. 62-157(a1)(5), a “local service provider” means a local exchange company, a competing local
provider, or a telephone membership corporation.

‘Inibe Matter of Telecommumications Relay Service, Relay North Carolina, Order Authorizing Increase in
Surcharge, Docket No. P-100, Sub 110 (Nov, 13, 2001),
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BACKGROUND

In 2004, Session Law 2003-341 amerided G.S. 62-157 to require that a similar surcharge be
imposed on wireless connections in North Carolina to provide additional finds for an expansion of
TANC's services and to prepare for a potential increase in costs if the Federal Communications
Commission (FCC) required the states’ TRS funds to pay for intrastate video relay services (VRS)
and intemnet protocol relay services (IP Relay). For these reasons, a wireless provider now collects
the same monthly suscharge on wireless connections that is imposed on access lines and remits it to
the Wircless 911 Board. The Wireless 911 Board then remits the surcharges to the appropriate
Department of Health and Human Services (DHHS) fund. The “access line” fund and the “wireless
connection” fund are separate, but both operate to fund TANCs services. The $0.11 monthly
surcharge has been imposed on wireless connections in North Carolina since 2004.

PUBLIC STAFF’S PETITION

Inits petition, the Public Staff also requested that the reserve margin be adjusted to reflect the
increase in TANC's services and the potential increase in TANC’s costs ifthe FCC required states to
assume funding for VRS and IP Relay. The Public Staff proposed 2 $9.6 million reserve margin,
which reflects $3 million to cover TANC’s six months of operating costs, plus $1.8 million for
TANC’s relay contract expenses for six months and $4.8 million for six months of IP Relay and
VRS costs, -

According to the Public Staff, however, even with the increase in the reserve margin amount,
incoming revenue continues to outpace TANC’s expenses significantly. For that reason, the Public
Staffproposed to reduce the monthly surcharge from $0.11 per access line to $0.09 per access line.
If the Commission approves this teduction; it will result in the monthly wireless surcharge being
similarly reduced from $0.11 per wireless connection to $0.09 per wireless connection. Based on the
Public Staff’s calculations, this reduction would bring the resefve margin t6 the approved $9.6 -

-million in approximately 50 months, accounting for a ten percent increase in TANC’s employee and
service expenses. The Public Staff further recommended that the Commission begin a regular
biennial review of the reserve margin and surcharge amount in October 2009.

COMMENTS

The Commission received timely filed comments from AT&T North Carolina and AT&T
Mobility, jointly, and from the North Carolina Telecommunications' Industry Association, Inc.
(NCTIA). All comments supported the proposed decrease in‘the surcharge. Additionally, NCTIA
indicated that it did not object to the decrease becoming effective immediately.

PUBLIC STAFF’S MOTION
In response to the comments in support of the proposed decrease, the Public Staff filed a
Motion For An Order Approving A Decrease in the Surcharge, Authorizing Bill Message/Insert

Notification, and Approving a Revision in the Surcharge Remittance Form and proposed order on
November 28, 2007, In that motion, the Public Staff requested that the Cominission approve the

2



GENERAL ORDERS - TELECOMMUNICATIONS

requested decreasc in the monthly TRS surcharge effective January 1,2008, which should allow the
local service providers adequate time to reflect the decrease in their customers bills, Asit has done
in past revisions to the surcharge amount, the Public Staff also requested the Commission to require
that local service providers notify their customers of the surcharge decrease by a bill message/insert
in their January bills as set forth in Appendix A.

The Public Staff additionally noted that confusion appears to exist regarding the portion of
the monthly surcharge that the Commission has previously allowed local service providers to retain
for collection, inquiry, and administrative expenses. Pursuant to the Commission’s February 5, 1991
Order Setting Surcharge and Procedures for Implementation of System and November 13, 2001
Order Authorfzing Increase of Surcharge, local service providers are allowed to retain $0.01 per
access line of each monthly access ling surcharge to cover their collection, inquiry and administrative
expenses. The confusion arises, however, because Session Law 2003-341 amended G.S. 62-157to
allow wireless providers to retain only one percent (1%} of the total amount of surcharge collected
each month to cover administrative costs.' Therefore, the amount retained for administrative costs
differs between local service providers and wireless providers,

Moreover, the Public Staff reported that local service providers frequently rely upon billing
companies to collect and remit the TRS surcharge. Some of these companies are [ocated out of state
and may not be as familiar with differences between the Commission’s orders and the wireless
connection provision of G.S. 62-157, Additionally, certain providers have underestimated the
amount that they may retain each month for billing and collection expenses by multiplying the $0.01
times the surcharge amount, as opposed to the approved method of multiplying $0.01 times the
number of acegss lines, Finally, at the time of the previous change in the surcharge, some companies
revised their surcharge amount belatedly. Therefore, the Public Staff attached to its motion a revised
remittance form for local service providers, or their billing companies, to use when collecting and
remitting the monthly surcharge. The new remittance form clearly shows that local service providers
should collect the $0.09 TRS surcharge per access ling, per month, but remit onty $0.08 per access
ling, per month, to the DHHS to fund TANC. They should retain $0,01 per access ling, per month,
for administrative costs.

Finally, the Public Staffalso requested in its motion that the Commission approve the use of
this remittance form and require the North Carolina Division of Services for the Deaf and Hard of
Hearing to post it on its TANC website at http://dsdhh dhhs.state.nc.us/division/tanc/tanc.html so
that it can be downloaded by those companies that require its use. ‘The Public Staff requested that
the Commission direct local service providers to rely upon this remittance form only when remitting
their TRS surcharges to DHHS, because all other forms for remitting the TRS access line surcharge
are obsolete with this change in the surcharge. The Public Staffnoted that the TRS remittance form
for wireless providers, which differs from the TRS remittance form for local service providers, may
be downloaded from the Wireless 911 Board’s website.

WHEREUPON, the Commission reaches the following

'G.S, 62-157().
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CONCLUSIONS

After careful consideration, the Commlssmn concludes that it is appropriate to grant Public
Staff’s Motion.

Specifically, the Commission approves the reduction in the TRS surcharge from $.11 per
- access line per month to $.09 per access line per month, effective January 1, 2008, Also, the
Commission approves the use of the revised remittance form attached hereto as Appendix B and
requires the North Carolina Division of Services for the Deaf and Hard of Hearing to post it on its
TANC website at htp:/dsdhh.dhhs state.nc.us/division/tanc/tane. html so that it can be downloaded
by those companies that require its use! Furthermore, as recommended by the Public Staff, the
Commission directs local service providers to rely upon this remittance form only when remitting
their TRS surcharges to DHHS, because all other forms for remitting the TRS access line surcharge
are ohsolete with this change in the surcharge. The Public Staff noted that the TRS remittance form
for wireless providers, which differs from the TRS remittance form for local service providers, may
be downloaded from the Wireless 911 Board’s website.

IT IS, THEREFORE, ORDERED as follows:

1. Thatthe monthly TRS surcharge be decreased from $0.11 per access lme to $0:09 per
access line effective on January 1, 2008. The decrease should be reflected in customers” bills issued
on or after J anuary 1, 2008.

2. Thatthe blll message/insert as set forth in Appendix A shall appear in customers’
January bills, issued on or afier January 1, 2008,

3. Thatlocal service providers be authorized to continue to retain 30.01 per access line,
per month, of the TRS access li_ne surcharge for collection, inquiry, and administrative cxpenses.

4. Thatthe TRS surcharge remittance form attached hereto as Appendix B is approved
for use by local service providers to remit their TRS access line surcharges to DHHS. With this.
change in the surcharge, all other TRS remittance forms are obsolete. Therefore, local service
providers should rely exclusively upon this form in remitting their TRS access line surcharges o
DHHS.

5. That the Division of Sendées for the Deaf and Hard of Hearing shall post the revised
TRS surcharge remittance form, attached hereto as Appendix B, on the TANC website so as tomake
it available for downloading,

ISSUED BY ORDER OF THE COMMISSION

This the_13" day of _Decemmber , 2007.

NORTH CAROLINA UTILITIES COMMISSION
(ail L. Mount, Deputy Clerk

Khi21307.01 |
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APPENDIX A

NOTICE OF TELECOMMUNICATIONS RELAY SERVICE (TRS) SURCHARGE
DECREASE

Effective with telephone bills issued on or after January 1, 2008, the Telecommunications
Relay Service (TRS) surcharge is $0.09 per access line, per month. OnDecember |, 2007, the
North Carolina Utilities Commission authorized a decrease in the monthly TRS surcharge amount
from $0.11 to $0.09 to maintain adequate funding for Telecommunications Access North Carolina
(TANC). TANC is a program within the North Caroiina Department of Health and Human Services
that enables persons with hearing, speech, and vision impairments to communicate with others by
telephone.

" APPENDIX B
NC DEPARTMENT OF HEALTH AND HUMAN SERVICES

DIVISION OF SERVICES FOR THE DEAF AND HARD OF HEARING
DHiS-RELAY NORTH CAROLINA

[TELECOMMUNICATIONS RELAY SERVICE (TRS) SURCHARGE MONTHLY REPORT|

SURCHARGES ARE TOBE COLLECTED IN ACCORDANCE WITHN.C.G.S. § 62-157 AND NORTH CAROLINA
UTILITIES COMMISSION ORDERS IN DOCKET P-100, SUB 110, AND ARE TO BE REMITTED MONTHLY,
ACCOMPANYING THIS REPORT, NO LATER THAN THE TWENTIETH (20™) OF THE FOLLOWING MONTH.
CHECKS SHOULD BE MADE PAYABLE TO: DHHS -RELAY NORTH CAROLINA AND SHOULD BE
MAILED AS FOLLOWS:

. DHHS - Controller’s Office AR

2025 MAIL SERVICE CENTER
RALEIGH, NC 27699-2025

LEC/CLP/TMC:

Surcharges Collected/Billed for Calendar Month Fading:

Month / Day / Year

Number of Qualified Access Lines Billed During Calendar Month;

Number of Qualified Access Lines Collected During Calendar Month:

Surcharge Billed (3.09 per qualified access lins):

Less:  Billing and Collection Charge ($ .01 per 2ccess line collected):

Less:  Uncollectibles/Adjustments for Prior Periods
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Net Amount Remitted to DHHS:

Remitted by (COMPANY, if different from sbove)

(Please Ptinf)
Authorized by

. (Pleass print):
Authorized Signatute:

Date:

DOCKET NO. P - 100, SUB 110

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION
In the Matter of

Telecommunications Relay Service, North Carolina )  ERRATA ORDER

BY THE CHAIRMAN: On December 13, 2007, the Commission issued its Order Approving 4
Decrease In The Surcharge, Authorizing Bill Message/Tnsert Notification, and Approving A Revision
To The Surcharge Remitiance Form, which included Appendix A - Notice of Telecommunications
Relay Service (TRS) Surcharge Decrease which reflected a blank date forthei issuance of the Order.
This was an error. The second sentence of the notice set forth i Appendlx A should read “On
December 13, 2007, the North Carolina Utilities Comrmission authorized a decrease in the monthly
TRS surcharge amount from $0.11 to $0.09 to maintain adequate fundmg for Telecommunications

Access North Carolina (T. ANC) .
IT 1S, THEREFORE, SO ORDERED.

ISSUED BY ORDER OF THE COMMISSION.
This the 14" day of December, 2007,

* NORTH CAROLINA UTILITIES COMMISSION

Gail L. Mount, Deputy Clerk

¥h121407.01
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DOCKET NO. P - 100, SUB 133f

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

- _ Inthe Matter of . ORDER CONCERNING TASK
Lifeline and Link-up Service Pursuant to Section )  FORCEREPORT AND
ication Act of 1996 :
254 of the Telecommunication )  AUTHORIZING PILOT
) PROGRAM

BY THE COMMISSION: On July 16, 2007, the Lifeline/Linkup Task Force submitted
its semi-annal report to the Commission, as requested in the Commission’s Order Requesting
Further Study To Adopt Lifeline/Link-Up Program Expansion, dated August 4, 2005.

The Task Force reported that, as of June 30, 2007, there were 121,228 households
receiving Lifeline benefits. During the period January 1, 2007 through June 30, 2007, there were
3,022 households that received Link-Up discounts for the cost of connecting telephone service.
In comparison, the December 31, 2006 reports filed by local providers reflected 126,408 Lifeline
recipients. The Task Force also reported that the December 2006 reports showed that, from
July1, 2006 to December 31, 2006, there were 3,133 households that received Link-Up
discounts. However, not all local telephone providers have filed their Lifeline/Link-Up statistics
for the January 1, 2007 to June 30, 2007 period, so total numbers are tentative.

The Commission, in ifs previous Order, also instructed the Task Force to continue
studying methods to streamline the application and eligibility processing for the Lifeline/Link-
Up benefits. The Task Force has studied several ways to expand program participation since that
time.

As a first step to increase Lifeline/Link-Up participation, the Task Force recommended
streamlining the enrollment process for Lifeline recipients who receive Food Stamps. Under the
current system, once a person is found eligible to receive Food and Nuirition Services (Food
Stamps), Medicaid, Work First, Supplemental Security Income (SSI), Low Income Energy
Assistance Program (LIHEAP) or Section 8 housing (hereafter collectively referred to as
“qualifying benefit programs’}, that person is automatically eligible 10 receive Lifeline/Link-Up
benefits, However, before an individual can receive such benefits, county Department of Social
Services (DSS) offices must receive the applications and verify eligibility for all of the
qualifying benefits programs except Section 8 housing and SSI.

The Task Force recommended that the North Carolina Department of Health and Human
Services (DHHS) data system, which maintains eligibility information on all recipients of Food
Stamps, Medicaid, SSI, Work First and LIHEAP, be used to streamline the enrollment process.
The Task Force has been working with DHHS to create a data file of individuals who have met
the Food Stamps criteria. This file, once created, would be provided to the telephone companies
monthly. :

In the streamlined enrollment process, DHHS would scan the records of eligible Food
Stamp recipients monthly to identify the telephone company providing local telephone service to
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each Food Stamp recipient.. An electronic file would be created for each telephone company
containing the names and telephone numbets of Food Stamp recipients receiving basic telephone
service from that local exchange telephone company. The file would be mailed or sent by
intemet to the Lifeline/Link-Up coordinator of each local exchange telephone company. Each
company would then match the DHHS eligibility file with its customer account records and
identify persons eligible for the discount. who are not receiving it. The telephone company
would automaticaily grant the Lifeline discount to those persons starting with the next billing
cycle.

Since the above procedure would eliminate steps one and two that presently are required
to enroll Food Stamp recipients in Lifeline and certify their eligibility to their local telephone
company, it should help to increase enroliment in the program.

The Task Force also noted that the Food Stamp application form has been revised to
include information about Lifeline/Link-Up, obtain all necessary information about the
applicant’s local telephone company, and .obtain a waiver to allow the benefits eligibility
information to be shared with the applicant’s telephone company. The major remaining step in
implementing the new enrollment procedure s to add the Lifeline information to the Food Stamp
computer data base. DHHS and the Task Force continue working towards that goal and remain
optimistic that it can be met in 2007.

The Task Force also analyzed the Medicaid application process to determine if similar
changes could be made to increase Lifeline enrollment. Here the outlook is more disappointing.
The Task Force found that the Medicaid computer data base does not have the fields available
for recording needed information. The Task Force concluded that it does not appear that similar
changes allowing for the enrollment of Medicaid recipients will be possible in the near future.

With regard to Link-Up benefits for Food Stamp recipients, the enrollment procedure
would remain similar to the present system, The reason is that those persons who do not have
telephone service at the time of their Food Stamp.application will have no telephone company to
whom DHHS can send their Lifeline/Link-Up-eligibility information. Therefore, those persons
woiild be given a form stating their- eligibility for Lifeline/Link-Up, and it would then be
incumbent upon them to contact the local telephone company of their choice to establish sefvice
and become enrolled for Lifeline/Link-Up benefits.

The Task Force belicved that the above described modifications in the Lifeline
enrollment procedures for Food Stamp recipients will make the application and verification
processes more efficient and increase participation in the program. "

As.a second step to increase Lifeline/Tink-Up geirficipation, the Task Force studied the

possibility of using a self-certification procedure for enrolling applicants in Lifeline/LinkUp and
recommended that self-certification be tested in North Carolina.

The Task Force noted that the present steps requmng the social services worker and
applicant to complete a separate verification form and requiring the social services worker to
send the completed form to the applicant’s local telephone company reduce the efficiency of the
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eligibility process, while self-certification may be an avenue to improve its efficiency. Once
fully implemented, self-certification would eliminate those two steps and, instead, the consumer
could cbtain a self-certification form from any number of sources, including the telephone
company, DSS and other human service agencies. In order to reduce the possibility of fraud, the
Task Force recommended that the self-certification form include a section in which the consumer
would certify, under penalty of perjury, that he/she is a recipient of one or more qualifying
benefits.

Verizon, Embarg, the smaller independent telephone companies and the felephone
membership corporations have concerns about the additional administrative costs that self-
certification could require, as well as the potential for fraud and the necessity for conducting
eligthility reviews. However, the Task Force noted that AT&T uses self-certification in all of the
other southemn states it serves and that AT&T favors adopting such a system in North Carolina.
AT&T is willing to try self-cerlification for a period of time to see how it works, Therefore, the
Task Force recommended that the Commission approve a self-certification pilot program by
AT&T for at least one year.

The Task Force also addressed the feasibility of adding two additional eligibility criteria,
the National School Lunch Program (NSL) and an income test, to expand Lifeline/Link-Up
participation, as earlier requested by the Commission.

NSL is administered jointly by the Department of Agriculture (USDA) and the North
Carolina Department of Public Instruction (DPI). By federal law, a student’s eligibility for free
or reduced school meals is confidential information. DPI is authorized to share such information
with other state agencies, such as Medicaid and the North Carolina Children’s Health Insurance
Program, for a few limited purposes. However, there is no authority for NSL data sharing
between DPI, or the USDA, and DHHS.

The Task Force observed that, in some states, the state agency that manages the
Lifeline/Link-Up data is also the agency that administers NSL, such as the Department of Social
Services. Furthermore, other states have built the necessary information links by having a third-
party administrator manage the Lifeline/Link-Up program and by giving the administrator the
legal authority to receive all necessary information from the agencies that administer the
qualifying benefit programs, North Carolina would need to make several significant changes in
order to implement either of those models.

The Task Force pointed out that, to qualify for NSL, the applicant’s household must be at
or below 130% of the federal poverty guidelines. Furthermore, children in households that
receive Food Stamps or Work First are automatically eligible for free school meals. The Task
Force concluded that many of the households that would be added by including NSL as a
Lifeline/Link-Up criteria are already covered under Food Stamps and Work First.

The Task Force has not conducted an exhaustive study, but there seem to be no definitive
statistics showing that NSL eligibility criteria results in a substantial increase in Lifeline/Link-Up
participation. The Task Force recommended not adopting the NSL program as an automatic
eligibility criterion at this time.
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The Task Force also studied the possibility of adding household income as an eligibility
criterion. The Task Force stated that, in contradistinction to certification based on a person’s
eligibility for Foods Stamps, Medicaid and other qualifying benefits, separate income
verification would be necessary if such a criterion were to be adopted. Furthermore, the FCC has
recommended that this income verification function be the respensibility of the local telephone
companies. However, the telephone companies do not have local offices in most areas, and the
administrative costs of reviewing and verifying applications based on income eligibility could be
substantial. The Task Force also believed it would not be practical to place this additional
burden on the Food Stamp, Medicaid, Work First or SSI eligibility workers.

The. Task Force also explored establishing an information link between DHHS and the
North Carolina Department of Revenue (DOR) to enable DHHS to verify a Lifeline/Link-Up
applicant’s income and certify hisfher eligibility to the telephone: company. The Task Force
stated that, similar to NSL information, the. authority for sharing DOR individual taxpayer
information with other agencies is very limited, The Task Force argued that these barriers and
the cost of administering a Lifeline/Link<Up income criterion render that option infeasible at this
fime. - -

Lastly, the Task Force stated that it has béen working with the North Carolina Families
Accessing Services Through Technology (NC FAST) to ensure that Lifeline/Link-Up is among
the public benefit programs offered under NC FAST, The Task Force stated that the target date
for implementing NC FAST has been pushed back indefinitely because of funding and design
considerations. :

In concluding its report to the .Commission; the Task Force reported that 200,000
Lifeline/Link-Up brochures were initiaily- printed-and that all but approximately 5,000 have been
distributed to numerous agencies, telephone companies and organizations for distribution to
residents. Also, 2 PDF version of the Lifeline/Link-Up brochure is available on the
Commission’s web site and on the DHHS wed site. Lastly, to ensure further outreach, AT&T
has agreed to pay for 100 posters to be printed for placement-in each of the DSS offices
throughout the state.

WHEREUPON, the Commission reaches the following
CONCLUSIONS

After careful consideration, the. Commission concludes that the following actions sheuld
be taken to expand the availability of Lifeline/Link-Up benefits to qualified individuals: (1)
authorize the. streamlining of the Lifeline/Link-Up enrollment procedures for Food Stamps as
recommended by the Task Force to efficiently inform recipients of Food Stamps of their
eligibility for Lifeline and to certify their eligibility to their telephone company; (2) approve a
pilot program by AT&T to allow self-certification of AT&T’s customets for Lifeline/Link-Up;
and (3) decline to adopt the NSL and household income cligibility. criteria at this time for the
reasons as generally stated by the Task Force.
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The Commission commends the Task Force for its work thus far and believes that the
Task Force should continue to work with the relevant human services agencies and local
exchange telephone companies to further streamline the process of emrolling program
participants. Based on the Task Force’s report that the NC FAST project will be deferred
indefinitely, the Commission continues to encourage the human services agencies and the Jocal
exchange telephone companies to discuss and analyze alternatives to expand the enrollment of
Lifeline/Link-Up benefits to qualified recipients. In addition, the efficiency gains in the area of
application processing should be beneficial to the agencies and telephone companies for the
statistical reporting of Lifeline/Link-Up recipients.

The Commission is also supportive of the pilot study proposed by AT&T relating to self-
certification to receive Lifeline/Link-Up benefits for qualifying recipients. We note the
opposition expressed to this approach by Verizon, Embarq, the smaller independent telephone
companies, and the telephone membership corporations to this approach, but we conclude that
there is sufficient merit to the approach that AT&T should be allowed to conduet a twelve-month
pilot study to gain information to evaluate whether. the self-certification for Lifeline/Link-Up
benefits approach should be expanded to include other local exchange telephone companies.

However, the Commission has one concem about the form AT&T wants fo use.
* Certainly, prevention of fraud in a self-certification context is an important consideration, and
the Commmission appreciates the motivation behind the Task Force’s recommendation that the
self-certification form include a section requiring the consumer to certify, under penalty of
perjury, that he/she is the recipient of one or more of the qualifying benefits. However, the
Commission is unaware of any state statutory authority allowmg itto subject a Lifeline recipient
to prosecntion for perjury for making a false, but unswom statement in order to secure this
benefit. State law does provide that if an applicant for benefits knowingly makes false
statements to secure benefits to which he or she otherwise would not be entitled may subject the
applicant to criminal prosecution. G.S. 14-100. Thus, the Commission believes that the self-
certification form should be modified as follows:

I certify that I'am a current recipient of the above program(s) and that [ am aware
that knowingly providing false information to receive or to continue to receive the
Lifeline/LinkUp benefit may subject me to criminal penalties, Further, I certify
that I will notify AT&T North Carolina when I am no longer participating in at
least one of the above designated programs)...

- Lastly, it appears that the NSL and household income criteria should not be adopted to
expand automatic enrollment for Lifeline/Link-Up benefits. The Task Force explained that the
lack of cohesion between NSL and household income with the other social benefits programs
would prove too cumbersome to implement. Also, the use of these two additional eriteria raised
concerns as to degree of confidentiality for the applicants® data that would be required to reccive
Lifeline/Link-Up benefits, It also appears that there would be a significant degree of overlap of

! Under North Carolina law, perjury is a defined as o false statement under oath, knowingly, willfully and

designedly made, in a proceeding in a court of competent jurisdiétion or concerning 2 matter where the affiant is

required by law to be sworm as to some mattef material to the issue or point in questmn. (.S, 4-209; State v Smith,
230 N.C. 198, 52 SE2d 348 (1949).
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houstholds that currently qualify for Lifeline/Link-Up benefits based on the present group social .

services programs if the NSL and household income cntcna were added to quahfy for
Lifeline/Link-Up beneﬁts

IT I8, THEREFORE, ORDERED as follows:

1. That the streamlining of Lifeline enrollment procedures as recommended by the Task
Force be authorized. The Task Force shall contifwe to study and report to the Commission

regarding any modification that ensures further operational efficienciés in the enrollment
procedure for Lifeline/Link-Up benefits,

2. That AT&T be allowed to implement a twelve-month pilot program for self-
certification by qualified recipients to receive Lifeline/Link-Up benefits, provided that the self-
certification form is modified as set forth above. AT&T is ditected to submit to the Commission
30 days after the completion of the twelve-month pilot program its findings to include, but not be
limited to the following information:

2. The raw number and percentage of appllcants subscribing to
Lifeline/L:inkUp benefits through self-certification.

b. The raw number and percentage of applicants provided LlfelmefLmkUp
benefits through self-certification and’ who later were determined to have
knowirigly provided false information in their application.

c. The identifiable additional cost incurred by AT&T associated with the
administration and tracking of applicants receiving Lifeline/LinkUp benefits
through self-certification and the methodology used to identify such costs.

d.  AT&T’s recommendation as to the continuation of self-certification.

3. That NSL and household income not be established as criterion to ensure automatic
enrollment for Lifeline/Link-Up benefits at this time.

ISSUED BY ORDER OF THE COMMISSION.
This the _5" day of _September , 2007,

-
NORTH CAROLINA UTILITIES COMMISSION
Gail L. Mount, Deputy Clerk

609040702
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DOCKET NO. E-2, SUB 503
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of
Application by Carolina Power & Light Company, d'b/a )  ORDER APPROVING
Progress Energy Carolinas, Inc. for Authority to Adjust )  FUEL CHARGE
Its Electric Rates Pursuant to G.S. 62-133.2 and NCUC )} ADJUSTMENT
Rule R8-55 )

HEARD: Tuesday, August 7, 2007, at 9:00 am.,, in the Commission Hearing Room, Dobbs
Building, 430 North Salisbury Street, Raleigh, North Carolina

BEFORE:  Chairman Edward S. Finley, Jr., Presiding and Commissioners Sam 1. Ervin, IV,
. Lorinzo L. Joyner, and William T. Culpepper, III

APPEARANCES:
For the Applicant:

Len S. Anthony, Deputy General Counsel — Regulatory Affairs, Progress Energy
Service Company, Post Office Box 1551, Raleigh, North Carolina 27602-1551

Dwight Allen, Smith, Anderson, Blount, Dorsett, Mitchell & Jernigan LLP, Post
Offiice Box 2611, Raleigh, North Carolina 27602-2611

For the Public Staff—North Carolina Utilities Commission:
Antoinette R. Wike, Chief Counsel, and Tab Hunter, Staff Attorney, Public Staff--
North Carolina Utilities Commission, 4326 Mail Service Center, Raleigh, North
Carolina 27699-4326

For the Attorney General:

Len G. Green, Assistant Attorney General, North Carolina Department of Justice,
Post Office Box 629, Raleigh, North Carolina 27602-0629

For the Carolina Utility Customers Association, Inc.:

James P. West, West Law Offices, P.C., Suite 2325, Two Hannover Square,
434 Fayettevilie Street, Raleigh, North Carolina 27601

For the Carolina Industrial Group for Fair Utility Rates II:

Ralph McDonald, Bailey & Dixen, L.L.P.,, Post Office Box 1351, Raleigh, North
Carolina 27602-1351
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BY THE COMMISSION: Pursuant to G.S. 62-133.2 and Commission Rule R8- 55(e),
Carolina Power & Light Company, d/b/a Progress Energy Carolinas, Inc. (PEC or Company), is
required to file, at least 60 days prior to the first Tuesday in August of each-year, an Application
for a change in rates based solely on changes. in the cost of fuel and the fuel component of
purchased power. On June 8, 2007, PEC filed its Application, along with the testimony and
exhibits of Company witnesses Dewey S. Roberts and Bruce P. Barkley. Pursuant to Ordering
Paragraph No. 3 in the Commission’s Order in Docket No. E-2, Sub 889, the Company requested
an increment of 1.011¢/kWh (1.045¢/kWh including gross receipts tax) to the base fuel factor of
1.276¢/kWh approved in PEC’s last general rate case, Docket No. E-2, Sub537, and a
recommended total base fuel factor of 2.287¢/kWh.. The Company also requested an increment
of 0.388¢/kWh (0.401¢/kWh including gross receipts tax) for the Experience Modification
Factor (EMF) rider to collect 3144.4 million of under-recovered fuel expense The Company
proposed that the EMF rider be in effect for a fixed 12-month period.

On Jime 11, 2007, the Carolina Industrial Group for Fair Utility Rates 11 (CIGFUR 1)
- filed a petition to intervene, which the Commission granted on June 14, 2007.

On June 22, 2007, the Carolina Utility Customers Association, Inc. (CUCA) filed a
petition {o intervene, which the:Commission granted on June 27, 2097.. -

O July 18, 2007, the Attorney General filed a notice -of intervention pursuant ‘to
G.S. 62-20.

Thé intervention of the Public Staff is noted pursuant to G. S 62-15(d) and Commission
Rule R1-19(e). .

On June 25, 2007, the Commission issued its Order Schcduling Hearing Datss, .
Establishing Filing Dates. and: Discovery ‘Guidelines, and Requiring Public Notice. The
- Commission scheduled the hearing for August 7, 2007, and requifed that intervenor testimony
and exhibits; as well as petitions fo intervene, be filed by July 25, 2007.

On July 25, 2007, the Public Staff filed the testimony of Michael C. Maness and the
affidavits of Randy T. Edwards and Thomas S. Lam.

On August 1, 2007 PEC filed the rebuttal testimony of Brucé P. Barkley.

On August*6, 2007, PEC filed the affidavits of publication showing that public notice had
been given as required by Rule R8-55(f) and the Commission’s June 25, 2007 Ordet.

The docket came on for hearing; as ordered, on August 7, 2007. PEC presented the
testimony of Dewey S. Roberts and Bruce P. Barkley. The Public Staff presented the testimony
of Michael C: Maness. -No other party presented a witness; however, with agreement from the
parties, the Commission admitted the affidavits filed by Randy T. Edwards and Thomas S. Lam.
The Commission requested the filing of proposed orders or briefs.by September 4, 2007,
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On September 4, 2007, PEC filed a proposed order. The Public Staff filed certain
proposed findings of fact, evidence and conclusions, and ordering paragraphs. CUCA filed a
brief and motion for reconsideration pursuant to G.S. 62-80 in this Docket and Docket No. E-2,
Sub 889, On September 6, 2007, PEC filed a response in opposition to CUCA’s motion, for
reconsideration.

Based upon the Company’s verified Application, the testimony and exhibits received into
evidence at the hearing, and the record as a whole, the Commission now makes the following:

FINDINGS OF FACT

1. Carolina Power & Light Company, db/a Progress Energy Carolinas, Inc., is duly
organized as a public utility company under the laws of the State of North Carclina and is subject
to the jurisdiction of the North Carolina Utilities Commission. PEC is engaged in the business of
generating, transmitting, and selling electric power to the publicin North Carolina. PEC is
lawfully before this Commission based upon its Application filed pursuant to G.S. 62-133.2 and
Commission Rule R8-55.,

2. The test period for purposes of this proceeding is the 12-month period ended
March 31, 2007. .

3. PEC’s fuel procurement and power purchasing practices were reasonable and
prudent during the test period.

4, The performance of PEC’s base load plants during the test period was reasonable
and prudent.

5. The test period North Carolina tetail fue! expense underrecovery in this
proceedmg 1s $135,971,836. It is appropriate to increase this fuel éxpense underrecovery by
$8,217,000 to reflect interest through March 31, 2007, related to the Settlement Agreements
“approved in Docket No. E-2, Subs 868 and 889, '

6. Tt is reasonable to apply a 58% fuel ratio to the-energy cost of purchases from
power marketers and other sellers that are unable or unwilling to provide PEC with actual fuel
costs.

7. The ‘propcr base fuel factor for PEC calculated pursuant to G.S. 62-133.2 is
2.288¢/kWh (2.364¢/kWh including gross receipts tax), which is an increment of 1.012¢/kWh
(1.046¢/kWh' including gross receipts tax) above the base fiel factor established in Docket No.
E-2, Sub 537.

8.  The appropriate EMF increment to use in this procesding is 0.387#kWh
(0.400¢/kWh including gross receipts tax) based on a fotal fuel cost underrecovery of
$144,188,836..

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 1
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This finding of fact.is essentially informational, procedural and jurisdictional in nature
and is not controversial. ,

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 2

G.S. 62-133.2 sets out the verified, annualized information that each electric utility is
required to furnish to the Commission in an annual fuel charge adjustment proceeding for a
historical 12-month period. Commission Rule R§- 55(b) prescribes the twelve months ending
March 31 as the test period for PEC. All pre-filed exhibits and direct testimony submitted by the
Company in support of its Application utilized the twelve months ended March 31, 2007, as the
test year for purposes of this proceeding, The Company made the standard adjustments to the test
period data fo reflect normalizations for weather, customer growth, generation mix, and
Southeastem Power Administration (SEPA) and North Carolina Eastern Municipal Power
Agency (NCEMPA) transactions.

The test peried proposed by the Company was not challenged by any party, and the
Cominission coricludes that the test period appropriate for use in this proceeding is the twelve
months ended March 31, 2007.

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 3 & 4

The evidence for these findings can be found in the Company’s Application and the
monthly fuel reports on file' with the. Commission, as well as the testimony of Company
witnesses Barkley and Roberts.and the affidavits of Public Staff wn:nesses Edwards and Lam.

Commission Rule R8- 52(b) Tequires cach utility to file a Fuel Procurement Practice
Report at least once every ten years, as well as each time the utility's fuel procurement practices
change. In its Application, the Company indicated that the procedures relevant to the
Company’s test period fuel procurement. practices were filed in the Fuel Procurement Practices
Report, which was updated in.June 2005. In.addition, the Compaiy files monthly reports of its
fuel costs pursuant to Rule R8-52(a). These reports were filed in Docket No. E-2, Sub 888 for
calendar year 2006 and Docket No. E-2, Sub 898 for caléndar year 2007.

Company witness Barkiey described in detail the Company’s coal and gas.procurement
practices. The Company relies on short-term and long-term simulation models to estimate the
coal and gas requirements for the PEC generating plants. Using this information in conjunction
with plant inventory levels and supply risks, a determination is made of the coal requirements at
that time: Once this determination is made, coal suppliers are contacted and asked to submit bids
to meet the coal requirements. Coal contracts are awarded based on an economic evaluation,
supplier credit. review, past performance, and coal specifications. Gas contracts are awarded
using a similar process. During the test period, PEC purchased coal at an average price of
$71.35 per ton and gas at $8.41/mmbtu, excluding fixed costs. -

Witness Barkley further testified. that PEC continuously evaluates the term and spot
markets for fuel and purchased power in order to determine the appropriate portfolio of long
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term and spot purchases that ensures a reliable supply of electricity to customers at the lowest
réasonable prices. Such evaluations include daily, weekly, and monthly solicitations and
subscriptions to fuel pricing services and trade publications. Witness Barkley concluded that
PEC prudently operated its generation resources and purchased power during the period under
review in order to minimize its costs.

Witness Roberts testified that PEC mitigates the impact of increasing fuel costs by using
a diverse mix of generating plant resources. The Company’s efficient use of nuclear, fossil-
fueled, and hydroelectric plants helps lessen the impacts of volatility in the price or supply of any
one fuel source, This is illustrated by the fact that over 45% of PEC’s generation during the test
period was provided by nuclear plants at an average fuel cost of $4.50/MWH—less than 20% of
the cost of coal generation and less than 5% of the cost of natural gas generation,

Regarding power plant performance, witness Robents testified that PEC uses two
different measures to evaluate the performance of its penerating facilities--the equivalent
availability factor and the capacity factor. The equivalent availability factor is the percentage of
a given period time that a facility is available to operate at full power if needed. It describes how
well a facility was operated, even in cases where the unit was used in a load following
application, Capacity factor measures the peneration a facility actually produces against the
amount of generation that theoretically could be produced in a given time period, based on the
facility’s maximum dependable capacity.

Regarding the operation of PEC’s natura] gas and coal fired plants, witness Roberts
explained that PEC’s combustion turbines averaged a 94.58% equivalent availability and a
3.77% capacity factor for the twelve-month period ending March 31, 2007. He testified that
these performance indicators are consistent with combustion turbine generation’s intended
purpose. PEC’s combustion turbine generation was almost always available for use, but
operated minimally. PEC’s intermediate Richmond County combined cycle unit had a 90.18%
equivalent availability and a 2821% capacity factor for the twelve-month period ending
March 31, 2007. The Company’s intermediate coal fired units had an average equivalent
availability factor of 88.79% and a capacity factor of 59.37% for the twelve-month period ending
March 31, 2007. Witness Roberts concluded that these performance indicators for the
Company’s'intetmediate units are indicative of good performance and management. Witness
Roberts testified that PEC’s fossil base load units had an average equivalent availability of
90.04% and a capacity factor of 69.53% for the twelve-month period ending March 31, 2007,
Thus, he concluded that the fossil base lead units were also well managed and operated.

With regard to the operation of PEC’s nuclear generation plants, witness Roberts
explained that, for the twelve-month period ending March 31, 2007, the Company’s nuclear
generation system achieved a net capacity factor of 91.84%. This- capacity factor includes
nuclear plant refueling outages. In contrast, the North Ametican Electric Reliability Council’s
(NERC) five-year average capacity factor for 2001-2003, appropriately weighted for the size and
type of each plant in PEC’s nuclear system, was 87.51%. The Company's nuclear system
incurred a 3.2% forced outage rate during the twelve-month period ending March 31, 2007,
compared to the industry average of 4.49% for similar size nuclear generators, Witness Roberts
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concluded:that these performance indicators reflect good nuclear perfonnance and management
for the review period.

Witness Roberts explained that Commission Rule R8-55 provides that a utility shall
enjoy a rebuttable presumption of prudent operation of its nuclear facilities if it achieves a
system average nuclear capacity factor during the test period that is (a) at least equal to the
national average capacity factor for nuclear production facilities based on the most recent 5-year
period available as reflected in the latest NERC Equipment Availability Report, appropriately
weighted for size and type of plant, or (b) an averagesystemwide nuclear capacity factor, based
upon a two-year simple average of the systemwide capacity factors actually experienced in thé
test year and the preceding year, that is at least equal to the national average capacity factor for
nuclear production facilities based on the most recent 5-year period available as reflected in the
most récent NERC Equipment Availabilily Report, appropriately weighted for size and type of
plant. Wilness Roberts testified that the Company met the standard for prudent operation as set
forth in Commission Rule R8-55(1). Public Staff witness Lam verified the Company’s test year
average capacity factor calculation.

Regarding power purchases to displace Company owned géneration, witness Roberts
testified that the. Company is constantly reviewing power matkets for purchase opportunities. He
explained that PEC purchases power when there is reliable power available that is less expensive
than the marginal cost of the Company’s available resources. This-review of the power markets
is done on an hourly, daily, weekly, and monthly basis. Also, with regard to long term resource
planning, PEC always evaluates purchased power opportunities against self-build options.

No other party offered any evidence regarding PEC’s fuel procurement, power purchases,
or base load pérformance during the test period. Thus, the Commission finds and concludes that
PEC’s fuel procurement procedures and power purchasing practicés and the operation of the
Company’s base load plants were reasonable and prudent during the test period.

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 5-8

The evidence supporting these findings can be found in the testimony and exhibits of
Company witnesses Barkley and Roberts, the affidavits of Public Staff witnesses Edwards and
Lam and the testimony of Public Staff withess Maness. : !

In Barkley Exhibit No. 5, the Company calculated a fuel facior of 2.339¢/kWh based on
normalized capacity factors for its nuclear units in .accordance with Commission
Rule R8-55(¢)(1), by using the five-year NERC Equipment Availability Report 2001-2005
average for boiling water reactors (BWRs) and pressurized water reactors (PWRs). The
workpapers included in Barkley Exhibit No. 9 show kWh normalization for customer growth and
weather at both meter and generation levels performed in a manner consistent with that used in
past cases. Normalization adjustments were also made for SEPA deliveries and hydro
generation. The unit prices used for coal, nuclear, internal combustion turbines, purchases, and
sales were also calculated in a manner consistent with that used in past cases, The NERC five-
year capacity factors for Brunswick Unit Nos. 1 and 2, both BWRs, were normalized at 86.07%,
and the capacity factors of the Robinson and Harris Units, both PWRs, were normalized at
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89.18%. The Cornpany s NERC normalized calculations resulted in a system nuclear capaclty
factor of 87.51% using this data.

In Barkley Exhibit No. 5A, the Company calculated a fuel factor of 2.358¢/kWh based on
forecasted nuclear generation performance, kWh sales, and fuel cost. After reviewing the
Company’s Application, Public Staff witness Lam concluded that this factor was reasonable.
The computation of the 2.358¢/kWh fuel factor is summarized below:

t

Generation Type MWhs Fuel Cost
Nuclear - 28,664,829 $136,517,255
Purchases - Cogeneration 653,451 25,048,499
Purchases - AEP Rockport 2,015,402 37,921,107
Purchases - Broad River - v 546,978 : 59,638,816
Purchases - SEPA 182,228 0
Purchases - Other - 208,963 8,207,774
Hydro 638,699 0
Coal 32,391,138 993,046,230
IC&CC : 1,975,708 221,765,388
Sales (2,062,350) - (60,079,732)
Total Adjusted -65,215,046. . $1,422,065,837
Less NCEMPA: :

PA Nuclear 3,856,189 19,247,300
PA Buy-Back & Surplus “{109,776) (1,364,300)
PA Coal 1,359471 43,292,400
System Projected Fuel Expense : 1,360,890,437
Projected kWh meter sales 57,703,629,000
Projected Fuel Factor (¢/kWh) 2.358

No other party presented any evidence regarding PEC's forecasted fuel cost during the
period the rate set in this proceeding would be in effect, nor did any other party challenge PEC's
forecasted fuel costs or firel factor. Therefore, the Commission concludes that, in the absence of
the Settlement Agteement approved in Docket No. E-2, Sub 889, PEC would be entitled to a fuel
factor of 2.358¢/kWh (2.394¢/kWh mcludmg gross receipts tax) pursuant to the provisions of
G.S. 62-133.2. ’

However, witness Barkley did not recommend the adoption of a factor of 2.339¢/kWh or
2.358¢/kWh: Instead, he recommended the establishment of a fiiel factor of 2.287¢/kWh based
on the Settlement Agreement approved by the Commission in PEC’s 2006 futel case proceeding,
Docket No. E-2, Sub 889. Witness Barkley explained that Ordering Paragraph No. 3 of the
Commission’s September 25, 2006 Order issued in Docket No. E-2, Sub 889 provides:
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That effective for service rendered on and after Qctober 1, 2007, an EMF shall
be derived based upon PEC’s fuel cost under-recovery for the test year ending
March 31, 2007, including any approved interest, and the prospective component
of the fuel factor will be equal to 2.675¢/kWh less the derived EMF.

Witness Barkley calculated and requested approval of an EMF of 0.388¢/kWh. Therefore, the
base fuel factor to be established in this proceeding pursuant to the Settlement Agreement, as
recommended by PEC, is 2.287¢/kWh,

Public Staff witness Lam also supported the derivation of a base fuel factor to be
established in this proceeding based upon the Scitlement Agreement approved by the
Commission in Docket No, E-2, Sub 889. Since the EMF recommended by the Public Staff
equaled .387¢/kWh, witness Lam recommended a corresponding base-fuel factor of 2.288¢/kWh.

As noted above, PEC witriess Barkley also calculated and recommended that the
Commission approve and establish an EMF increment equal to 0.388¢/kWh in this proceeding in
order to allow PEC to collect $144,378,411 of under-recovered fuel expense. Witness Barkley
testified that the total under-recovered fuel expense of $144,378,411 consisted of three
components. The first component was the test period under-recovery of $135,824,352 using the
base fuel factors approved by the Commission in Docket No. E-2, Sub 868, PEC’s 2005 fuel
proceeding, and Docket No. E-2, Sub 889, PEC's 2006 fuel proceeding, which were'in effect for
billing purposes during the test year in this proceeding. The test period under-recovery amount
of $135,824,352 also included the use of a 50% fuel to energy cost ratio to determine the fiel
cost of certain power purchases made by PEC from power marketers and other sellers who did
not provide PEC with the actual fuel costs of such purchases. The second component consisted
of an adjustment of $147,484 added to the test pertod under-recovered fuel expense as a result of
increasing the 50% furel to energy cost ratio for certain power purchases to a 58% ratio for the
reasens described below. The third component was $8,406,575 of interest calculated by witness
Barkley consistent with his interpretation of the Settlement Agreements and the Commission
Orders in Docket No. E-2, Sub 868 and Docket No. E-2, Sub 889, which authorized the accrual
of interest on certain under-recovered fuel costs. Witness Barkley calculated the requested EMF
increment of 0.388¢&kWh (0.401¢/kWh) by dividing the total under-recovered fuel cost of
$144,378,411 by the projected North Carolina retail sales of 37,240,057,920 kWhs.

Public Staff witness Edwards reviewed the EMF increment rate rider requested by PEC
and made only one adjustment. Based upon the recommendation of Publi¢ Staff witness Maness
that the amount of interest included by PEC in its total under-recovered fuel costs should be
reduced by $190,000, witness Edwards testified that PEC's EMF increment rider should be
based upon a total fuel cost under-recovery of $144,188,411 divided by the projected North
Carolina retail sales of 37,240,057,920 kWhs. Therefore, witness Edwards recommended an
EMF increment rider equal to 0.387¢/kWh. This adjustment was cpposed by PEC and is
addressed elsewhere in this Order. )

Concerning the 58% fuel to energy cost ratio; Public Staff Edwards explained that, during
the test year utilized for purposes of this proceeding, PEC purchased power from a number of
power marketers, as well as from other suppliers who did not provide PEC with the actual fuel
costs associated with those purchases. In order to determine the percentage of these power
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purchase costs properly categorized as fuel costs, the Public Staff recommended the adoption of
the approach for addressing this issue used in prior cases,

For purposes of calcalating a percentage to be applied in fuel proceedings held in 2007,
the Public- Staff performed a revigw of the aggregate fuel component of off-system sales for
Duke Energy Carolinas, LLC (Duke) and PEC for the twelve months ended December 31, 2006.
These sales are set forth in each of the utilities' Monthly Fuel Reports. Unlike in past years, the
off-system sales for Virginia BElectric and Power Company, d/b/a Dominion North Carolina
Power (DNCP), were not utilized in this review for purposes of calculating the fuel-fo-energy
percentage. The rationale for excluding DNCP from this analysis was two-fold. First,
evaluation of the data indicated that there were only two DNCP off-system sale transactions that
were eligible for inclusion in determining the appropriate fuel-to-energy percentage. One of
those two transactions appeared fo utilize a "proxy percentage” to determine the fuel component
of total energy costs, rather than actual fuel costs. The other transaction had an immaterial
impact on the analysis. Second, neither of the transactions recorded megawatt hours for the
associated off-system sales, Thus, the inclusion of neither of these transactions would provide
meaningful data for use in the.analysis. Therefore, the Public Staff considered it reasonable to
exclude these transactions.from the determination of the fuel-to-energy percentage for purposes
of this proceeding,

Witness Edwards explained that despite the removal of DNCP transactions, overall, this
analysis was similar to that performed by the Public Staff for the 1997 Stipulation addressing this
issue (which was applicable to the utilities' 1997 and 1998 fuel proceedings), and the similar
1999 Stipulation filed in Docket No. E-2, Sub 748 (applicable to the 1999, 2000, and 2001 firel
cost proceedings). Similar analyses were performed for the fuel proceedings held in 2002, 2003,
2004, 2005, and again in 2006. The methodology used for each of the abovementioned
Stipulations and subsequent fuel proceedings has been aceepted by the Commission as
reasonable in each fuel case since the beginning of 1997

G.S. 62-133.2 requires that purchased power-related costs recovered through fuel
proceedings consist of only the fuel cost component of those purchases. However, in its Order in
Duke's 1996 fuel proceeding, the Commission stated that whether a proxy for actual fitel costs
associated with these types of purchases would be acceptable in a future fuel proceeding would
depend on "whether the proof can be accepted under the statute, whether the proffered
information seems reasonably reliable, and whether or not altemative information is reasonably
available." Public Staff witness Edwards stated that the Public Staff continues to consider it
reasonable fo use the utilities’ off-system sales as a basis for determining the proxy fuel cost as
described above. Because the sales made by marketers and other suppliers utilize the same types
of generation resources that the utilities use to make their sales, the Public Staff believes that it is
- reasonable to assume for purposes of this proceeding that the fuel-to-energy percentage inherent
in the purchases made by the utilities is similar to the percentage exhibited by the utilities' sales.
Additionaly, the information used by the Public Staff to determine the off-system sales fuel
percentage was derived from the Monthly Fuel Reports filed with the Commission and, in the
opinion of the Public Staff, that information is reasonably reliable. Finally, the Public Staff
stated it is unaware of any altemative information conceming the fuel cost component of
marketers' sales made to ufilities that is .currently available for use by the Commission.
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Therefore, the Public Staff believes that the methodology used in past Stipulations and in the
analysis proposed for use in this proceeding mects the criteria set forth in the 1996 Duke Order.

As part of its current review, the Public Staff analyzed the relevant off-system sales
information in several different ways. The Public Staff’s analyses resuited in fuel percentages
ranging from 56.61% to 60.53%, as set forth on Edwards Exhibit I Afier evaluating all of the
data and calculations, the Public Staff concludes that the off-system sales fuel ratio should be
58%. No other party chalienged this recommendation or offered any alternative proposal.

The Commission notes that the fuel cost associated with marketer purchases is an
important part of the Company’s overall fuel cost. The use of a ratio to determine marketer fuel
cost evolved with the emergence of an active wholesale bulk power matket in 1996, which
prompted this Commission 1o address the issuc in the 1996 Duke Power Company fuel case. In
its Order in that proceeding, the Comtmission stated, “When faced.with a utility’s reliance upon
some such form of proof [i.c., a reasonable and reliable proxy] in a future fuel adjustment
proceeding, the considerations will be whether the proof can be accepted under the statute,
whether the proffered information seems reasonably reliable, and whether or not altemative
information is reasonably available.” Recognizing that an active wholesale bulk power market
continues to evolve and applying this standard to the evidence presented herein, the Commission
concludes, as it has in past proceedings, that the methodology recommended and used by the
Public Staff to determine the fuel cost component of purchases from power marketers and other
suppliers (1) satisfies the requirements set forth in the 1996 Duke fuel .case order and (2) is
reasonable and will be accepted for purposes of this proceeding. The Commission approved the
use of the 58% ratio in the most recent Duke Power fuel proceeding, Docket No. E-7, Sub 823.
The Commission also concludes that the use of a 58% ratio in this proceeding as recommended
by Public Staff witness Edwards is reasonable and should be adopted for purposes of the
proceeding.

As noted above, the only contested issue among the witnesses was the proper
methodology for calculating the appropriate amount of interest on the under-recovery of PEC’s
fuel costs that occurred as a result of a Seftlement Agreement approved by the Commission in
Docket No. E-2, Sub 868, PEC’s 2005 fuel charge adjustment proceeding. PEC witness Barkley
and Public Staff witness Maness agreed that it was appropriate to include interest in the
determination of the EMF to be approved for PEC in this proceeding to enable PEC to begin
collecting the accrued interest. However, PEC witness Barkley concluded that the appropriate
amount of interest was approximately $8,407,000, while Public Staff witness Maness determined
that the appropriate amount of interest was equal to $8,217,000.

In his testimony, Public Staff witness Maness pointed.out that the Commission approved
a Settlement Agreement in Docket No. E-2, Sub 868 (the Sub 868 Settlement Agreement) that
provided for a lower base fuel factor than the base fuel justified by the evidence in that case.
This lower fuel factor was placed into effect and was billed by PEC for service rendered between
Qctober 1, 2005, and September 30, 2006. The Sub 868 Agreement also included the following
provision:
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PEC shall be allowed to charge and collect intcrest at the rate of 6%,
compounded annually, on under-recovery of firel costs that occurs during
the time period October 1, 2005, through September 30, 2006, as a result of
having adjusted the base fuel factor by 0.499 cents per kWh instead of
0.380 cents per kWh excluding gross receipts tax, as proposed in its
Application, until all such costs have been recovered.

Witness Maness noted that the Commission approved the Sub 868 Seftlement Agreement and
concluded that PEC would be allowed to collect the interest accrued pursuant to this Agresment
as part of fts EMF in futurg fuel proceedings, as actual amounts became known,

In Docket No. E-2, Sub 889, PEC’s next fuel proceeding in 2006, witness Maness stated
that the Commission approved another Seftlement Agrecment (the Sub 889 Settlement
Agreement) which provided for a total fuel factor (including the EMF) for the period
October 1, 2006, through September 30, 2007, which was lower than the total fuel factor
justified by the evidence in that proceeding. The Sub 889 Agreement included the following
provision:

PEC shall be atlowed to charge and collect 6% interest on an amount equal
to the under-recovery resulting from PEC agreeing to a total fuel factor of
2.55 cents per kWh in the 2006 case rather than a total fuel factor of
2.856 cents per kWh (exclusive of gross receipts tax) until ail such costs
have been recovered.

Witness Maness testified that PEC had included interest accrued from October 1, 2005;
through March 31, 2007, related to the Sub 868 and Sub §89 Settlement Agreements, in the EMF
which PEC proposes to put into effect on October 1, 2007. Witness Maness agreed that PEC
should begin collecting the interest which had already accrued through March 31, 2007, in the
EMF approved in this proceeding; however, he testified that he had calculated a different amount
on which interest should be computed than PEC.

PEC witness Barkley explained in his rebuttal testimony that PEC will collect the under-
collections and interest associated with the Sub 868 Settlement Agreement over two annual
billing periods. He testified that one portion will be recovered over the billing period beginning
October 1, 2006, and the remainder will be collected during the period that will begin
October 1,2007. He also explained that the disagreement over the appropriate amount of
interest pertains strictly to the timing of the repayment of the intetest associated with the Sub 868
Settlement Agreement, which began on October 1, 2006, since the collection of the shortfall
associated with the Sub 889 Seftlement Agreement will not begin until Qctober 1, 2007.

PEC witness Barkley and Public Staff witness Maness each used a different methodology
to calculate their recommended interest amounts, The methodology used by Public Staff witness
Maness s set forth in Maness Exhibit I, Schedule 2. ‘The methodology used by PEC witness
Barkley is set forth in Barkley Rebuttal Exhibit 2.
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Public Staff witness Maness testified that his method of calculating interest consisted of
comparing two serics of cash flows: (1) the incurrence and recovery of fuel costs pursuant to the
"Sub 868 and Sub 889 Settlement- Agreements and (2) the incurrence and recovery of fuel costs
that would have occurred in the absence of the Settlement Agreements. He stated that, by basing
the interest calculation on the difference between cash flows experienced pursuant to the
Agresments and those- that would have been experienced had the Settlement Agreements not

been approved, he had captured the impact of the Settlement Agreements on the Company’s cash
flows.

According to witness Maness, both he and the Company increased the principal amount
on which interest is based from zero to approximately $60 million for the first six months
covered by the Sub 868 Settlement Agreement (October 2005 through March 2006), which
reflected the difference between the net cash flow that actually occuired during that penod asa
result of the Settlement Agreement arid the net cash flow that would have occurred in the
absence of the Settlement Agreement, However, for the first six mofiths of the period during
which the under-recovery resulting from the Sub 268 Settlement Agreement began to be
collected through the EMF approved in Sub 889 (October 2006 through March 2007), he
reduced the principal amount by approximately $27 millioni (about six months’ worth of the
initial principal buildup of $60 million) for purposes of the initerest calculation, while the
Company reduced the - principal amount by approximately $12 million. Witness Maness
explained that he used the same approach in calculating the buildup of the principal during the
collection petiod-as he did in calculating the reduction of the principal during the true-up period,
i.c., a comparison of cash flows with and without the Agreement. On the other hand, witness
Maness testified that the Company départed from this approach in the second part of its
caléulation and, instead -of comparing cash flows with and without the Settlement Agreement,

reduced the $60 million principal by only‘a pro rata portion of the cash flows that occurred with
the Settlement Agreement.

Witness Maness stated that his method is preferable to that used by the Company for
several reasons, including the fact that his recommended calculation was based on a consistent,
direct examination of the two altemnative series of cash flows, and it captured the actual
differences in those cash flows for purposes of the calculation of interest, while the Company’s
method essentially switched fiom using the differences in the cash flows under each scenario to
using the cash flows related only to the with-Settlement Agreement scenario, He stated that the
Company’s approach departed from measurement of the actual timing of cash flows that have
occurred due to the Agreements, and could not provide an accurate calculation of interest.

PEC.witness Batkley testified in rebuttal that under-recoveries and interest are recovered
through EMFs established by Commission Rule R8-55(c)(2). He further testified that the Public
Staff’s attempt to “link the monthly collection of amounts through an EMF to'the time period in
which the under-recovery arose is not sipported by Rule R8-55 or the Commission’s normai
operating procedures for electric utility fuel reviews,” According to witness Barkley, witness
Maness-assumed that the EMF approved in Sub 889 would résult in PEC recovering $60 million.
of the $140 million difference between the revenues that would have been collected under the
2.156¢/KWh firel .factor and the revenues that were actually collected under the 1.775¢/kWh
factor, witness Maness’ “theory” being that the difference between the fuel factors applied to
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sales from October 1, 2005, through March 31, 2006, is $60 million. Witness Barkley stated that
this is mot correct because actual under-recoveries fluctuate monthly and the portion of the
Sub 889 EMF associated with the Sub 868 under-recoveries does not-require a “hypothetical”
calculation. Rather, witness Barkley believed that the amount of the Sub 868 under-recovery
collected through the Sub 889 EMF should be taken directly from Barkley Rebuttal Exhibit
No. 1 (which is itself derived from Barkley Exhibit No. 6 in Sub 889), which shows an under-
recovery of fuel costs related to Sub 868 during the period October 1, 2005, through
March 31, 2006, of approximately 526 million. Witness Barkley stated that Barkley Exhibit [
makes it clear that “only $26 million of the $178 million being recovered in the Sub 889 EMF
pertains to Sub 868.”

Witness Barkley also presented a table to compare the positions of PEC and the Public
Staff regarding the amount of the Sub 889 EMF associated with the Sub 868 under-recovery to
illustrate why, in his view, PEC has comectly calculated interest. According to witness Barkley,
this table shows that the difference between the PEC and Public Staff positions ($34 million) is
the result of subtracting the $26 million supported by Barkley Rebuttal Exhibit No. 1 from the
$60 million calculated by witness Maness. Witness Barkley stated that, since the $178 million
undercollection approved by the Commission for the EMF approved in Sub 889 remains the
same under the two positions, it is logical to assurne that the $34 million undercollection added
to the Sub 868 amount by witness Maness would be deducted from the Sub 851 amount, and
maintained that it is inappropriate to adjust that $13% million amount downward since it was
approved in Sub 889 as shown on Barkley Rebuttal Exhibit 1. Witness Barkley then stated that
witness Maness’ adjustment, which he called a “hypothetical reconfiguration of the EMF,” has
the effect of accelerating the repayment of PEC’s under-recovery in Sub 868 and represents the
transfer of $34 million collected in a non-interest bearing docket (Sub 851) to reduce -an
obligation owed to PEC in an interest bearing docket (Sub 868).

In considering this isswe, the Commission notes at the outset that the Seéttlement
Agreements were entered and submitted for approval by both PEC and the Public Staff in Docket
Nos. E-2, Sub 868 and Sub 889, Having entered and submitted Settlement Agreements, these
parties now disagree as to how the interest provisions of those Settlement Agreements should be
implemented. The Commission is now placed in the position of deciding this issue, which
ultimately depends upon the appropriate construction to be placed upon the relevant language in
the Sub 868 Settlement Agreement as approved by the Commission. Although the Commission
very much appreciates PEC’s decision to mitigate the impact of recent increases in fuel costs
upon customers through the mechanisms incorporated into these Settlement Agreements, the
issue which the Commission must confront in this proceeding is the manner in which the
relevant provisions of the Sub 868 Settlement Agreement should be construed.

The Commission has carefiilly considered the testimony and exhibit of Public Staff
witness Maness and the rebuttal testimony and exhibits of Company witness Barkley in its
evaluation of this complex issue. After carefully examining the testimony of the two witnesses,
it is clear that their calculations attempt to make two different determinations. On the one hand,
the calculation presenfed by Company witness Barkley attempts to measure the difference
between fuel-related revenues and fuel expenses during the relevant recovery period. On the
other hand, the calculation presented by Public Staff witness Maness attempts to determine the
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difference in fuel-related revenues that would have been recouped had the Commission adjusted
the base fuel factor by 0.499¢/kWh instead of by the 0.880¢/kWh figure that the record would
have supported in the absence of the Sub 868 Settlement Agreement. In other words, the
Commission concludes that both the calculation sponsored by PEC witness Barkley and Public
Staff witness Maness simply attempt to measure different things. As a result, the ultimate issue
before the Commission in this proceeding is whether, under the Sub 868 Settlement Agreement
as approved in the Commission’s Order in that proceeding, interest should be calculated based
on a principal amount consisting of the-total fuel cost under-recovery that resulted from the
Commission’s decision in that proceeding or the difference between the fuel adjustment that

would have been approved in the absence of the Sub 868 Scitlement Agreement and the fael
* factor adjustment that resulted from approval of that Settlement Agreement.

The:appropriate manner in which to resolve this issue requires a determination of which
proposed interest calculation methodology is more consistent with the language of the Sub 868
Settlemnent Agreement. Paragraph No. 3 of th1s Seftlement Agreement is the pertinent provision.
It reads as follows:

PEC shall be-allowed to charge and collect interest at the rate of 6%, compounded
annually, on under recovery .of fuel costs that occurs during the time period
October 1, 2005, through Septermber 30, 2006, as a result of having adjusted the
base fuel factor by 0.499 cents per k'Wh instead of 0.880 cents'per kWh excluding

gross receipts tax, as proposed in its Application, until all such costs have been
recovered.

The appropriate reading of this provision is that the “under recovery of fiel costs” on which
interest is to be calculated is the under-recovery specifically caused by the 0.381¢/kWh
difference between (1) the base fuel factor increment that was agreed upon in the Settlement
Agreement and ultimately approved by the Commission (0.499¢kWh) and (2) the base fuel
factor increment that would have been approved by the Commission in the absence of the
Settlement Agreement {0.880¢/kWh). The Commission reaches this conclusion based on the
literal language of the relevant provision of the Sub 868 Settlement Agreement, which indicates
that the amount upon which the interest calculation should be based is the under-recovery that
“results” from the decisjon to adjust PEC’s base fuel factor “by 0:499 cents per kWh instead of
0.880 cents-per KWh . ... .” In other words, the under-recovery that the relevant Setflement
Agreement provision addresses is caused by a difference in fuel revenues, i.e., the difference
between revenues resulting from charging one fuiel factor (the one approved pursuant to the
Settlement) instead of another (the one that would have been approved absent the Settlement). Tt
is not the same under-recovery as that measured by the difference between fuel revermes and fuel
costs for the purpose of calculating the EMF pursuant to Commission Rule R8-55(c)(2).
Adoption of a reading that treats the relevant under-recovery as that measured by the difference
between firel-related revenues and fuel costs would also make the reference to-a 0.880¢/kWh fuel
adjustment  contained in the relevant provision of the Sub 868 Seftlement Agreement
superfluous, since that fignre would have no impact on the interest calculation in the event that
the Commission were to determine that the interest calculation should be based on the difference
between fuel-related revenues and fuel costs.
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The Commission’s interpretation of the interest provisions of the Sub 868 Seftlement
Agreement is also consistent with the provisions of the Commission’s decision in Docket No.
E-2, Sub 889. In that proceeding, the Settlement Agreement approved by the Commission
provided, in pertinent part, that:

PEC shall be allowed to charge and collect 6% interest on an amount
equal to the under-recovery resulting from PEC agreeing to a total fuel
factor of 2.550 cents per KkWh in the 2006 case rather than a total factor of
2.856 cents per kWh (exclusive of gross receipts tax) until all such costs
have been recovered.

In its Order approving the Sub 889 Settlement Agreement, the Commission stated that this
language allowed PEC “to accrue 6% interest on an amount equal to the difference between
2,550¢/kWh and 2.856 ¢/kWh applied to service rendered between October 1, 2006 and
September 30, 2007 . .. . As a result, the Commission’s language with respect to the interest
issue in its Qrder in Docket No. E-2, Sub 889 focuses on the difference between the fuel-related
revenues that PEC actually received and the fuel-related revenues that PEC would have received
had the Commission established a fuel factor at the level supported by the record evidence
instead of approving the Settlement Agreement. It is unlikely that the Commission would have
intended to approve different methods for calculating allowable interest under the Sub 868 and
Sub 889 Settlement Agreements, Thus, the construction of the Sub 889 Settiement Agreement
adopted in the Commission’s Order in Docket No. E-2, Sub 889, while not conclusive, provides
strong support for our conclusion that the approach on which the Public Staff's caleulation of the
appropriate interest amount is allegedly based is more consistent with the Sub 868 Seftlement
Agreement than that proposed by PEC.

Furthermore, the construction of the Sub 868 Settlement Agreement adopted by the
Commission in this proceeding is fully consistent with the underlying justification for allowing
the accumulation of interest on a part of the Sub 868 under-recovery. The Commission’s Order
in Docket No. E-2, Sub 868 approved the accrual of interest “because PEC is foregoing revenues
that it is otherwise entitled to collect in rates during the upcoming year” and because taking that
action “is necessary . ., in order to make PEC whole.” In other words, the interest provisions of
the Sub 868 Settlement Agreement were intended to put PEC in the same position that it would

have occupied had the fuel adjustment approved in that proceeding been established in
accordance with the record evidence.

According to Commission Rule R8-55, interest is not generally allowed to be
accumulated on fuel cost under-recoveries. As a result, had the fue! adjustment approved for
PEC in Docket No. E-2, Sub 868 been set at 0.880¢/kWh rather than 0.499 ¢/kWh, the Company
would not have been allowed to accumulate interest on the amount of any resulting under-
recovery. In this instance, however, PEC agreed to a smaller fuel adjustment than was supported
by the record evidence, a result which would inevitably produce a larger under-recovery than
would have existed had the Company’s level of fuel expense been set at the higher level.
Allowing interest on the amount of the additional or incremental under-recovery resulting from
the use of a 0.499¢/kWh fuel adjustment as compared to a 0.880¢/kWh fuel adjustment places
PEC in the same position it would have occupied had the firel component of its rates been
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established at a level consistent with that supported by the record evidence (assuming that the
stipulated interest rate is appropriate, an issue about which there was no apparent disagreement
among the parties), Computing interest on the basis of the difference between the amount of
fuel-related revenues and fuel costs resulting from the firel adjustment ultimately approved by
the Commission does ngt produce a similarly consistent result. Thus, construing the Sub 868
Settlement Agreement in the manner determined to be appropriate by the Commission is
consistent with the entire reason that PEC was allowed to recover interest under that agreement.

As a result, because the calculation of the principal amount upon which the interest
resulting from the Sub 868 Settlement Agreement is appropriately based on differences in fiel
revenues caused by the differences in base fuel factors resulting from the Settlement Agreement,
the Commission concludes that it is necessary to compare the fuel revenues generated by the fuel
adjustment that was actually approved in Docket No, E-2, Sub 868 and the fuel factor that would
have been approved if the Settlement had not occurred. Put another way, under the appropriate
construction of the Sub 868 Settlement Agreement, it is the difference between the use of these
two factors that determines the impact of the Settlement on the interest calculation. As a result,
the Commission must now tumn to the calculations proposed by the Company and the Public
Staff to determine which one, if either, is consistent with the method that the Commission has
determined to be appropriate. In view of the fact that the caleulation proposed by the Company
is not based on the construction.of the Settlement Agreement that the Commission has found to'
be appropriate, the Commission cannot base its decision with respect to the interest calculation
issue on the approach recommended by PEC witness Barkley, On the other hand, after careful
review, the Commission concludes that the calculation recommended by Public Staff witness
Maness follows the appropriate path. This can be determined not only through a review of
witness Maness’ testimony, but also through a close review of his calcufation, which is set forth
on Maness Exhibit I, Schedule 2.

An exaniination of Maness Exhibit I, Schedule 2, reveals that it is divided into three
sections, The first section, page 1, is entitled *“With Settlement.” Through examination of the
line and row headings, as well as the footnotes to the Schedule, it is clear that this section
calculates the net cash flow related to base fuel factor revenues, fuel costs, and the EMF for the
period October 2005 through March 2007, The second section, page 2, is entitled “Without
Settlement.” This section calculates the net cash flow assuming that the Sub 868 and 8389 base
fuel factors, as well as the EMF, were set at the amounts that would have been approved by the
Commission absent the Settlement Agreements in both those cases. The third section, page 3,
entitled “Interest Calculation,” takes the differences between the monthly cash flows calculated
in sections one and two and calculates interest on them. The Commission notes that the only
external input that differs between sections one and two is the fuel revenue factor; thus, the
difference between the cash flow results in each of the two sections is drven entirely by
differences in fuel revenue, not fuel cost. The Commission also notes that the base fuel revenue
factors used in each section are, respectively, the factors that were approved as a result of the
Settlement Agreements and those that would have been approved absent the Settlements.

The Commission has carefully followed how witness Maness calculated the EMFs used

in his Exhibit I, Schedule 2 ~ the EMF assuming the existence of the Sub 868 Seftlement, set
forth on page 1, column (g), and the EMF assuming no Sub 868 Settlement, set forth on page 2,
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column (o). Footnate 6 on page,1 and footnote 11 on page 2 indicate that in both cases the EMF
was determined by dividing the undercollection in each section as of March 2008, the end of the
Sub 889 test year, by estimated North Carolina retail MWh sales, just as was done in the Sub 889
proceeding, Thus, it fs clear that the EMFs were calculated using a net fuel cost undercollection
that was determined in accordance with the assumption underlying the respective sections, i.e.,
with and without the Settlement. Moreover, as described previously, the only factor driving the
differences in the Sub 868-related undercollections in each section, and thus the calculated
EMFs, was the difference in the fuel revenue factor caused by the Sub 868 Scttlement. Finally,
as witness Maness testified, and as a matter of mathematics, the Seitlement-related under-
recovery built up during the initial collection period will be exacily offset by the Seftlement-
‘related true-up measured by the difference between the alternative EMFs (subject to differences
in the amount of kWh sales billed during the period each rate is in effect). Thus, by the date the
Rule R8-55(c)(2) fuel cost undercollection is trued-up through twelve months of billing of an
approved EMF, the Settiement-related under-recovery will also be trued-up. In the case of the
Sub 868 Settlement-related under-recovery, that date will be September 30, 2007. Thus, under
the approach advocated by Public Staff witness Maness, the entire Settlement-related under-
recovery will be recouped from ratepayers over the relevant collection period.

The interest caleulation set forth on Maness Exhibit I, Schedule 2, thus fulfills the two
interrelated requirements that the Commission has concluded must be met for the interest
caleulation to appropriately measure the impact of the Settlements. First, it calculates interest on
the basis of the difference between the cash flows that occurred due to the Settlements and those
that would have occurred absent the Settlements. Second, the Settiement-related under-recovery
is determined solely by the differences in fuel revenue occurring due to the Settlements. In fact,
the mathematics of witness Maness’ schedule show that if the fuel cost (expense) factors were to
be removed frorh the schedule entirely, the resulfing interest amount of $8,217,000 would not
change. For these reasons, the Commission concludes that the methodology used by witness
Maness is consistent with the Commission’s construction of the Sub 868 Settlement Agreement

and that his recommended interest amount of $8,217,000 is appropriate for use in this
proceeding.

Witness Barkley's assertion that witness Maness” method takes a portion of the Sub 889
EMF calcelation related to Docket No. E-2, Sub 851 and reassigns it to the Sub 868-related
pertion of that calculation does not persuade the Commission to adopt the Company’s
recommended approach to determining the appropriate amount of interest to include under the
Sub 868 Setilement Agreement. As witness Maness testified, .and as Maness Exhibit 1,
Schedule 2, page 2, indicates, what witness Maness did was to recalculate the Sub 889 EMF as if
the Sub 868 Settlement Agreement had not taken place. The result of such a calculation is that
the Sub 868-related portion of the overall Sub 889 EMF caleulation would have changed from an
under-recovery of $26 million to an over-recovery of $34 million, a net change of $60 million.
The Commission concludes that there was no “taking” from Sub 851, As witness Maness stated,
his caleulation did not “involve the Sub 851 numbers at all.”

In summary, based on the evidence presented in this case, and the records in Subs 868
and 889, the Commission finds that the Public Staff's methodology for calculating interest
reflects an appropriate reading of the Sub 868 Settlement Agrecment, uses actual data to
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determine PEC’s net cash flows and captures the differences in timing of fuel cost recovery with

and without .the Settlement Apreement, and is applied consistently throughout the period

October 2005 through March 2007, The Public Staff’s methodology also accomplishes exactly

the purpose for which these types of interest accruals are designed:. it puts the Company in the
same firancial position that it would have been ih had the Seftlement Agreement not been

proposed and approved. The Commission, therefore, finds and concludes that it is appropriate to

increase this fuel expense under-recovery by $8217,000 to reflect ifterest thromgh

March 31, 2007, related to the Settlement Agreements approved in Docket No. E-2, Subs 868

and 889.

Thus, the. Commission finds and concludes’ that PEC's under-recovery of prudently
incurred fuel costs appropriate for recovery in this proceeding is $144,188,836, and the
corresponding EMF to which PEC is entitled is 0:387 ¢/kWh, exclusive of gross receipts tax..
Pursuant to Ordering Paragraph No. 3 of the Commission’s September 25, 2006 Order in Docket
No. E-2, Sub 889, the Commission therefore finds that- the base fuel factor should be
2.288¢/kWh,

At this point herein, thf; Commission notes that CUCA filed a brief and motion for
reconsideration pursuant to G.S. 62-80, in both Docket No. E-2, Sub 889 and in this Docket, on
Scptember 4, 2007. PEC filed a response to CUCA’s motion on September 6, 2007.

The Commission has issued a separate order in Docket No. E-2, Sub 889 addressing
CUCA’s motion for reconsideration ¢f the Commission Order dated September 25, 2006, in
Daocket No. E-2, Sub 889. However, in ifs filing, CUCA also mcludes the followmg -altemative
requests.for relief: .
Even if the Commission declines to reconsider the 2006 Order, the
Comihission should either; (i) clarify the terms of the Settlement Agreement
to specify that PEC shall not accrue interest upon the difference between the
fuel factor computed in accordance with Setflement Agreement to go into
effect Qctober 1, 2007, 2:287 cents per kWh, and the fuel factor that PEC
computed in accordance with its past procedures dnd set forth in Barkley
Exhibit 5A, 2.358 cents per kWh; or (ii) conclude that the 2.287-cents per
kWh is the reasonable fuel factor independent of the Scttlement Agreement -
and in contravention of Barkley Exhibit 5A, which would prevent the
accrual of interest even if such accrual is permitted by the Settlement
Agreement because there would be no differential between the reasonable |
ratc and the rate to be implemented in accordance with the Settlement
Agreement,

In its response, PEC states that CUCA did not present any witness to. address the issues
raised in its brief, bt rather simply asked a few questions on cross-examination related to these
matters. PEC argues that simply asking a witness a question on cross-examination does not

properly raise an issue for resolution by the Commission and that the arguments in CUCA's brief
are not tipe for consideration.
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The Commission rejects CUCA’s alternative requests. The request by CUCA to clarify
the interest provision of the Settlement Agreement is not ripe for decision, but not for the reason
argued by PEC. This request is premature because PEC is not attempling to recover in rates any
interest on the difference between the 2:287¢/kWh factor and the 2.358¢/kWh factor at this time,
Such a request may be an issue in PEC’s next fuel case, but no such request is before the
Commission now. The request by CUCA to approve the 2.287¢/kWh base fuel factor as the
reasonable fuel factor, independent of the Settlement Agreement, is contrary to the evidence in
this case that PEC would be entitled to a base fuel factor equal fo 2.358¢/kWh, sbsent the
Settlement Agreement. ' -

IT IS, THEREFORE, ORDERED.as follows:

1. That, effective for service rendered on and after October 1, 2007, PEC shall adjust
the base fuel component in its North Carolina retail rates by an increment of 1.012¢/kWh
(1.046¢/kWh including gross receipts tax) above the base firel component approved in Docket
No. E-2, Sub 537, and said increment shall remain in effect until changed by a subsequent order
of the Commission in a general rate case or fuel case;

2. That PEC shall establish an EMF Rider as described herein to reflect an increment
of 0.387¢/kWh (0.400¢/kWh including gross receipts tax) for retail rate schedules and applicable
riders, and this Rider is to remain in effect for a 12-month period beginning October 1, 2007, and
expiring ori September 30, 2008;

3. That PEC shall file appropriate rate schedules and riders with the Commission in
order to implement the fuel charge adjustment approved herein not later than seven (7) working
days from the date of this Order; and -

4, That PEC shall notify its North Carolina retail customers of the fuel charge
adjustments approved herein by including the customer notice attached as Appendix A as a bill
message to be included on bills rendered during the Company’s next normal billing cycle
following the effective date of this Order.

ISSUED BY ORDER OF THE COMMISSION,
This the _25° day of September 2007.

NCRTH CAROLINA UTILITIES COMMISSION
Gail L. Mount, Deputy Clerk

Ah052507.05

Chairman Edward S. Finley, Jr. concurs in part and dissents in part.
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_ APPENDIX A
PEC BILL MESSAGE

The North Carolina Utilities Commission- issued .an Order on September 24, 2007, after public
hearings and review, approving a fuel charge increase of approximately $48 million in the rates
and charges paid by North Carolina retail custorners of Progress Energy Carolinas, Inc. Therate .
increase will be effective for service rendered on and afier October 1, 2007, and will result in a
monthly rate increase of $1.30 for a typical customer using 1,000 kWh per month.

DOCKET NO. E-2, SUB 903
CHAIRMAN EDWARD S. FINLEY, JR., dissenting in patt:

In its September 26, 2005 Order in Docket No. E-2, Sub 868, the Commission approved a
base fuel factor-of 1.775 cents/kWh for PEC for recovery of fuel costs during the upconiing
twelve-month period, October 1, 2005 through September 30, 2006. The undisputed evidence
before the Commission was that PEC would have been justified in charging a base fuel factor of
2.156 cents’kWh as authorized by G. 8. 62-133.2 and NCUC Rule R8-55. PEC, however, had
entered into a settlement agreement with intervenors in the case under which PEC agreed
voluntarily to forego the revenues fo “which it otherwise would have been entitled had it
employed the 2.156 cents’kWh. The effect of the Settlement Agreement and the Commission’s
approval of it was that PEC forewent millions of dollars in recovery of fuel costs within the
upcoming twelve months and that its ratepayers enj joyed a deferral of their responsibility fully to
reimburse PEC for those costs until as late as-September 30, 2008. The purpose of the settlement
was to spare ratepayers the financial burden of a rathier precipitous incicase in their rates. “[The
settlement agreement] significantly mitigates the near term impact to PEC’s customers of
increasing cost of coal, natural gas; and 1ail transportation, and the Commission believes
adopting the Agreement is in the public interest.”

The Commission, in recognition of PEC"s willingness to forego recavery of the fuiel costs
within the upconiing twelve month period, in the September 26, 2005 Order, authorized FEC to
receive interest on the fuel cost underrecovery.

- As the Commission stated:

In recognition of the fact that a base fuel factor of 1.775 cents/kWh will, in all
probability, cause PEC to significantly underrecover its fuel costs during the time
period that the rates will be in effect, the Agreement provides that PEC shall be
allowed to charge and collect interest at a rate of 6%, compounded annually on
any underrecovery of fuel costs that occurs during the time period
Qctober 1, 2005, through September 30, 2006, that results from increasing the
base fuel factor by 0.499 cents per kWh instead-of 0.880 cents per kWh excluding
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gross recei]ptsi tax, as proposed in its Application, unfil all such costs have been
recovered.

PEC, in accordance with the Commission’s Order, charged only the 1.775 cents’kWh
each month on retail MWh sales for the twelve-month period October 2005 through
September 2006,

In PEC’s 2006 fuel docket, E-2, Sub 889, the Commission approved an EMF of 0.490
cents’kWh. The EMF is a mechanism through which PEC collects the firel cost undemrecoveries
experienced in the historical test year.  G. S. 62-133.2(d) requires the Commission fo
incorporate in its fuel cost determination “the experienced over-recovery or undef-recovery of
reasonable fuel expenses prudently incurred during the test peried. . . . and the over-recovery or
under-recovery portion of the increment or decrement shall be reflected in rates for 12 months. . .
» NCUC Rule R8-55(c)(2) provides that the “EMF rider will reflect the difference between
reasonable and prudently incurred fuel cost and fuel related revenues that were actually realized
during the test period under the fuel cost component of rates then in effect.” Thus, the Sub 889
EMF was established to allow reimbursement resulting from PEC’s assessing a 1.775 cents’kWh
base fuel factor instead of 2.156 cents’kWh for the twelve month period ended
September 30, 2006, as well as other test year underrecovered fuel costs. The 0.490 centskWh
EMF approved in Sub 889 went into effect October 1, 2006. " The historical test pericd upon
which the Sub 889 rates were based was the twelve-month period April 1, 2005 through
‘March 31, 2006. Consequently, PEC assessed the 1.775 cent/kKWh only during the six month
period Qctober 2005 through March 2006 of the Sub 889 test period. The undisputed evidence
in this docket is that PEC’s actual firel expense during the October 2005 through March 2006 six
months period exceeded PEC's actual revenues arising from its assessing the 1.775 cents’kWh
by $26 million. This underrecovery was set forth in the evidence in Sub 889 in Barkley Ex. No.
6 lines 8-13. This was the evidence the Commission had before it in Sub 889 when it established
the 0.490 cents’kWh EMF to enable PEC to recover past unrecovered fuel expense in the
upcoming twelve-month period, October 2006 through September 2007.

The question before the Commission in this docket for purposes of determining interest is
how much of the October 2005 throngh March 2006 fuel cost underrecovery arising because
. PEC assessed 1.775 cents/kWh instead of 2,156 cents’kWh was reimbursed between
October 1, 2006 through September 30, 2007 through PEC’s assessment of the Sub 389 0.490
cents/kWh EMF. PEC argues that PEC’s fuel expense during the six months exceeded PEC’s
fuel recovery reveres by $26 million, so the 0.490 EMF cents/kWh effectively only reduced the
underrecovery by 326 million. The Public Staff argues that this $26 million reimbursed through
the Sub 889 EMF should be increased by $34 millton (to $60 million) to recognize the difference
in cash flows during the six month period from those PEC actually experienced by assessing the
1.775 cents/kWh and those PEC would have experienced if no settlement had been reached and
PEC had assessed the 2.156 cents/kWh. The Public Staff’s method reduced the undemrecovery
more, thus resulting in $190,000 less in interest expense in this case, The Public Staff’s method
will result in PEC’s receiving millions of dollars less in interest expense in succeeding cases.
Under the Public Staff approach PEC had not only an actual $26 million undemrecovery of fuel

! The base fuel factor the Commission approved for PEC in PEC’s 2004 fuel docket, E-2, Sub 784, was
1276 centskWh. Increasing 1.276 centykWh by 0.499 centskWh equals 1.775 centykWh, Had the
1.276 cents’kWh been increased by 0.880 cents/kWh, the factor would have been 2.156 cents’AWh.
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costs, but also had a $34 million loss of foregone revenues during the six months because PEC
charged 1.775 cents/kWh instead of 2.156 cents/kWh.

"No Settlement Agreement provision or provisions in any Commission order expressly
addresses the formula that PEC should use to calculate the appropriate interest. Nevertheless, the
Commission’s September 26, 2005 Order authorizes interest on “underrecovery of fuel costs.”
The Order makes no reference to foregone revenue cash flows. In addition, G. S. 62-133.2(d)
dictates that the EMF should true up “experienced underrecovery” of fuel expense “incurred
during the test period.” Rule R8-55(c)(2) defines the EME as the difference between fuel cost
and fuel related revenues actually realized during the test period. In spite of this, the proposal for
calculating interest advocated by the Public Staff adds to the actual October 2005 through March
2006 underrecovery between fuel revenues received and fuel expenses incurred reimbursed
through the EMF “cash flows” that PEC “would have” received “if” PEC had charged
2.156/kWh. In my view this flies in the face of the letter and the intent of the Settlement
Agreement authorizing interest, the Commisston’s Order approving it, and the express terms of
G. 8. 62-133.2(d) and NCUC Rule R8-55(c)(2). As I read the Settlement Agreement and the
Commission’s order, PEC is to receive interest on its underrecovery of fuel costs during the
period the 1.775 cents/kWh factor was in effect. The effect of the seftlement was that PEC
forewent revenues for the recovery of fue! costs during this period that the evidence justified, so
that ratepayers would have lower rates. In recognition of this concession, PEC was to receive
interest on the “fuel cost underrecovery” experienced while the 1.775 cents/kWh was in effect. [
find mo suggestion in the Settlement Agreement or any Commission order that the interest
calculated during the fuel cost underrecovery period is to be offset by any hypothetical foregone -
revenue cash flows.! Indeed, my reading of the Order suggests just the opposite. This is

especially so because the statute and rule are written in terms of “underrecovery of firel expense”
" and the “difference between incurred fuel costs and fuel related revenues actually realized during
the test period.” '

Calculating interest in the manner advocated by the Public Staff and adopted by the
majority two years after the fact through reliance on hypothetical foregone revenue cash flows
inequitably déprives PEC, the party to the setilement that Telinguished its rights, in faver of
ratepayers, the party that benefitéd by the scttlement’s fundamental terms. What the
Commission authorized in the September 26, 2005. Order by approving interest on unrecovered
fuel costs until “all such costs have been recovered,” the Commission is significantly taking back
by attributing to PEC fuel cost recovery that the 0.490 cents’kWh EMF simply did not
reimburse. I interest was to be calculated by attributing to PEC foregone revenue cash flows
instead of actual fuel cost recovery in contradiction of what the statue and rule require, this
should have been spelled out two years ago. PEC obviously has been.deprived of the bargain it
legitimately felt it had reached, and will not receive interest on the actual fuel costs

' Q. T may have misunderstood both of you which is why 1 am looking. for some help. Why do you feel
that Mr. Barkley’s description of your calculation involved a misapprehension of some nature?
A. (Public Staff witness Maness) First of all, he speaks several times to my calculation-as being a hypolhehcal
calcalation. I agree that one of the simations 1 used, the series of cash flows that would have occurred if the
setilement kad not been in effect isa hypothcucal situation, but there is nothing hypothetical about the caleulation. .

'I'rp 95.
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underrecovery it experienced while the 1.775 cents/kWh factor was in effect. This is not the typs
of evenhanded regulatory treatment parties regulated by the Commission should receive.

The Public Staff, and the majority, which adopts the Public Staff position, places great
reliance on the phrase “as a result of having adjusted the base firel factor by 0.499 centskWh
instead of 0.880 cents/kWh.” This reliance is misplaced and unpersuasive. The phrase helps
address the “what” and the “why” questions but not the “how™ question, which is the question at
issue. The phrase addresses the fact that interest will be paid on the under-recovery of fisel costs
{the what) because the Commission approves a base fuel facior of 1.775 cents/kWh instead of
2.156 cents/kWh (the why), but says nothing about the formula to be used in calculating the
amount of interest (the how),

The. operative language from the September 26, 2005 order, after all, comes without
significant modification from a joint proposed order submitted by PEC and the Public Staff on
September 6, 2005. PEC and the Public Staff, the authots. of the language, have come to no
agreement on its intended meaning. For the majority to conclude two years later that the
Commission, that authored nothing, intended for this language to mean that interest should be
calculated through reliance on hypothetical cash flows simply defies credibility.

More importantly, the best indication of intent is the interpretation the parties and the
Commission followed in Docket No. E-2, Sub 889 in 2006. When the parties agreed upon and
the Commission authorized the 0.490 cents/kWh EMF in that docket, the EMF was established
through reliance on the undisputed evidence in that case, Barkley Ex. No. 6, lines 8-13, to permit
reimbursement of only $26 million of the undetrecovery from assessing the 1.775 cents’kWh
during the Sub 889 test year, not $60 million. The 0.490 cents’kWh has as its essential
component, for putposes of the dispute in this case, a factor to reimburse only $26 million. Not
only is it unfair and in contradiction of the ruling made in Sub 889 to in today’s order modify
that factor, to do so violates G. 8. 62-133.2 requirements that the EMF reimburse only
experienced underrecovery during the historical test year.

G. 8. 62-133.2 is structured so that the EMF only zllows PEC to obtain reimbursement
for fuel cost underrecovery experienced in the historical twelve-month test period. The statute
prohibits PEC from increasing the EMF to permit reimbursement of fuel cost underrecovery PEC
experiences before the beginning or after the close of the historical test period. Yet the method
for caleulation of interest advanced by the Public Staff does just that—the method attributes to
PEC fuel costs reimbursement that actually occurred before April 1, 2005, or afier
March 31, 2006.

The justification the Public Staff advances in support of iis calculation is that it is
theoretically superior to PEC’s. The Public Staff asserts that “the Company’s method essentially
switches from using the differences in cash flows under cach scenario to using the cash flow
related to the with-agreement scenario. Second, it is clear that due to the overall operation of the
fuel clause, specifically the frue up provision, the $60 million lower cash flow during the initial
Sub 868 collection period must be offset by an equally higher cash flow over the course of the
Sub 868 true-up period”. In particular Public Staff witness Maness asserts, “Contrastingly, the
Company’s approach reduced the Sub 868-related principal balance during the same period by
only approximately $12 miliion (about six months’ worth of its $26 million). Thus, the
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Company reduced the principal balance for that period by an amount that is disproportionately
lower than the amount indicated by the relevant cash flows.”

This_ecriticism is invalid and erroneous. PEC determines the Sub 889 test year
undermrecovery from assessing the 1.775 cents/kWh to be $26 million. PEC determines that the
0.490 Sub 889 EMF reimbuirsed PEC $12 miilion or six months of the $26 million underrecovery
during the first six months the Sub 889 rates were in effect. The reason for this is obvious. The
1.775 cents’kWh was in effect for only six months of the Sub 889 test year. However, the
0.490 cents/kWh was in effect for the entire-twelve months that the Sub 889 rates were in effect,
The percentage of the 0.490 cents’kWh used to reimburse PEC for the underrecovery arising
from employment of the 1.775 cents/kWh remains uniform each month of the penod the Sub 889
rates are in effect. Therefore only six months of the $26 million, or $12 million, is reimbursed in
the first six months, The remainder will be reimbursed in months seven through twelve.

The Public Staff’s calculations are subject to the same Public Staff criticism. The Public
Staff maintairis that Sub 889 test year undertecovery is $60 million. Yet the Public Staff asserts
that $27 million was reimbursed through the first six months of the period rates approved in
Sub 889 were in effect. This is approximately the same percentage of reimbursement to
underrecovery as the percentage PEC’s numbers produce.

\s\ Edward S. Finley, Jr.
-Chairman Edward S. Finley, Jr.

DOCKET NO. E-2, SUB 903
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of )
Application of Carolina Power & Light Company d/bfa )
Progress Energy Carolinas, Inc. for Authority to Adjust ) ERRATA ORDER
its Electric Rates Pursuant to G.S. 62-133.2 and NCUC )
Rule R8-55 )

BY THE CHAIRMAN: On September 25, 2007, the Commission issued an Order
Approving Fuel Charge Adjustment in this proceeding. Appendix A attached to the Order
contains a typographical error in referring to the date of the Order as September 24, 2007.

Therefore, the Chairman finds good cause to require that the date in the first sentence of
Appendix A be changed from September 24, 2007 to September 25, 2007.

IT 1S, THEREFORE, SO ORDERED.

ISSUED BY ORDER QF THE COMMISSION.
This the _26" day of September, 2007.

NORTH CAROLINA UTILITIES COMMISSION

Gail L. Mount, Deputy Clerk
AR092607.04 i

36



ELECTRIC - ADJUSTMENT OF RATES/CHARGES

DOCKET NO. E-22, SUB 444 -

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of
Application of Dominien North Carolina Power for } ORDER APPROVING
Authority to Adjust its Eleciric Rates Pursuant to } FUEL CHARGE

(.8. 62-133.2 and NCUC rule R8-55 ) ADJUSTMENT

HEARD: Thursday, November 8, 2007, beginning at 9:00 am. in the Commission Hearing
Room, Dobbs Building, 430 North Salisbury Street, Raleigh, North Carolina
27603

BEFORE:  Chainnan Edward S. Finley, Jr., Presiding, and Commissioners Robert V. Owens,
Jz., and Sam J. Ervin, IV .

APPEARANCES:
For Dominion North Carolina Power:

Robert W. Kaylor, 225 Hillshorough Place, Suite 160, Raleigh, North Carolina
27603

For the Carolina Industrial Group for Fair Utility Rates I:

Ralph McDonald, Bailey and Dixon, LLF, Post Office Box 1351, Raleigh, North
Carolina 27602-1351

For Nucor Steel-Hertford, a division of Nucor Corporation:

Joseph W. Eason, Nelson, Mullins, Riley & Scarborough, LLP, 4140 ParkLake
Avenue, Suite 200, Post Office Box 30519, Raleigh, North Carolina 27622-0519

For the Using and Consuming Public:

Gisele L. Rankin, Staff Attorney, Public Staff-North Carolina Utilities
Commission, 4326 Mail Service Center, Raleigh, North Carolina
27699-4326

Leonard G. Green, Assistant Attorney General, North Carolina Department of
Justice, Post Office Box 629, Raleigh, North Carolina
27602-0629

BY THE COMMISSION: . G.S. 62-133.2 requires the North Carolina Utilities

Commission to hold a hearing for each electric utility engaged in the generation and production
of electric power by fossil or nuclear fuel for the purpose of determining whether an increment or
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decrement rider is required to reflect actual changes in the cost of fuel and the fuel component of
purchased power over or under the base fiel component established in the utility’s last general
rate case. In addition, the Commission is required to incorporate in its fuel cost determination
the experienced over-recovery or under-recovery of reasonable fuel expenses prudently incurred
during the test year. The last general rate case Order for Virginia Electric and Power Company,
dfbfa Dominion North Carolina Power (Dominion NC Power or the Company), was issued by
the Commission on March 18, 2003, in Docket No. E-22, Sub 412. The last Order approving a

fire] charge adjustment for thé Company was issued on December 22, 2006 in Docket No. E-22,
Sub 436.

On September 14, 2007, Dominion NC Power filed the direct testimony and exhibits of
Wesley S. Gregory, Anne M. Tracy, Jack E. Streightiff and Alan L. Meekins pursuant to G.S. §
62-133.2 and Commission Rule R8-55 relating to fuel charge adjustments for electric utilities.
The Company also filed the information and work papers required by Commission Rule
R8-55(d). .

On September 18, 2007,.the Commission issued an Order Scheduling Hearing and
Requiring Public Notice. Nucor Steel-Hertford (Nucor), a division of Nucor Corporation, filed a
petition to intervene on September 21, 2007, and the Carolina Group for Fair Utility Rates
(CIGFUR 1) filed a petition to infervene on September 24, 2007, both of which were allowed by
Commission Order issued September 26, 2007.

On October 8, 2007, Dominion NC Power filed revised direct testimony and exhibit of
Alan L. Meekins. On October 19, 2007, Dominion NC Power filed Notice of Affidavits for all
four of its witnesses and the Public Staff of the North Carolina Utilities Commission (Public
Staff) filed a motion for extension of time, requesting a dus date of October 26, 2007, for
Nucor’s direct testimony; a due date of Cctober 29, 2007, for the Public Staff’s testimony; and a
due date of November 5, 2007, for Dominion NC-Power's rebuttal testimony. By Order dated
October 24, 2007, the Commission granted the Public Staff's motion for an extension of time,

Roy Cooper, Attorney General filed Notice of Intervention on October 22, 2007, 'i'he
intervention of the Attorney General is recognized pursuant to G.S. 62-20. The intervention of
the Public Staff is recognized pursuant to G.S. 62-15(d) and Commission Rule R-19(3).

On October 26, 2007, Nucor filed the confidential al-ld redacted testimony and exhibits of
Dr. Mathew J, Morey. The Public Staff filed a notice of affidavits; the affidavit and exhibits of
Randy T, Edwards, Staff Accountant; and the affidavit of Thomas S. Lam, Electric Engineer, cn

October 29, 2007. On November 5, 2007, the Public Staff filed the revised affidavits of
Mr, Edwards and Mr. Lam.

On Qctober 29, 2007, the Company filed its Affidavits of Publication, and on
November 5, 2007, it filed the rebuttal testimony of Alan L. Meekins.

At the hearing, the préfiled direct testimony and rebuttal testimony of the Company’s
witnesses, the revised affidavits and exhibits of the Public Staff’s witnesses, and the testimony
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and exhibits of Nucor's witnesses were admilted into evidence. No public witnesses appeared at
the hearing,

Cn December 7, 2007, the Public Staff filed a motion requesting that the due date for the
PIM integration study portion of the proposed orders and/or briefs be extended until Tuesday,
December 18, 2007. No changg in the due date for the remainder of the proposed orders and/or
briefs was requested. The Commission granted the motion by Order dated December 10, 2007.

Based upon the verified Application, the evidence adduced at the hearing, and the entire
record in this matter, the Commission makes the following

FINDINGS OF FACT

1. Dominion NC Power is duly organized as a public utility operating under the laws
of the State of North Carolina and is subject to the jurisdiction of the North Carolina Utilities
Commission. The Company is engaged in the business of developing, generating, transmitting,
distributing, and selling electric power to the public in northeastern North Carolina. Dominion
NC Power is lawfully before this Commission based on its Application filed pursuant to
G.S. 62-133.2.

2. The test period for purposes of this proceeding is the twelve months ended
June 30, 2007.

3 The Company’s fuel procurement and purchasing practices during the test period
were reasonable and prudent.

4, The test period per book systein sales are 81,760,358 MWh.

5. The test period per book system generation is 85, 628 797 MWh, which includes
various types of generation as follows:

Generation Type MWh
Coal 31,662,472
Combined Cycle and
Combustion Turbine 4.321,056
Heavy Qil ' 1,358,993
Nuclear 26,432,006
Hydro 3,175,089
Pumped Storage (Pumping) (3,246,902)
Power Transactions
NUG 9,816,570
Cther 13,011,521
Sales for Resale (902,098)

6. The nuclear capacity factor appropriate for use in this proceeding is 93.60%,
which is the estimated nuclear capacity factor for the year ending December 31, 2008.

an



ELECTRIC ~ ADJUSTMENT OF RATES/CHARGES

7 The appropriate adjusted test period system sales for use in this proceeding are
82,809,227 MWh.

8. The appropriate adjusted test period system generation for use in this proceeding
is 86,752,397 MWh, which is categorized as follows:

Generation Type MWh "
Coal ; 32,273,641
Combined Cycle and :
Combustion Turbine 4,404,436
Heavy 0il 1,385,245
Nuclear 26,394,233
Hydro 3,175,089
Pumped Storage (Pumping) (3,246,902)
Power Transactions '
NUG : 10,006,073
Other 13,262,680
Sales for Resale {502,098)
9. The appropriate fuel prices for use in this proceeding are as follows:
A, $22.80MMWh for coal;
B.  $4.03/MWh for nuciear;
C.  $81.51/MWh for heavy oil;
D.  §74.77/MWh for combined cycIe and combustion turbine fuel
E.  $30.12MWh for the fuel price of power transactions; and,
F. A zero fuel price for hydro and pumped storage.

10.  The adjusted test period system fuel expense appropriate for use in this
proceeding is $1,719,504,873,

11.  The appropriate fuel factor for purposes of this proceeding is 2076¢kah
excluding gross receipts tax, or 2.144¢/kWh, including gross receipts tax.

12 The Commission will issue: a subsequent order, if necessary, to address
unresolved issues concerning the parameters of and methodology for the study by Dominion NC
Power relating to the impact of the Company's integration into PIM on the Company's fuel
expenses.

12.  Setting the fuel costs associated with purchases from power marketers and certain
other sellers at a level equal to 58% of the energy porticn of the purchase price is reasonable for
use in this proceeding. s

14.  The -appropdate North Carclina test period jurisdictional fuel expense
undercollection is $3,150,194. The adjusted North Carolina Junsdlctmnal test year sales are
4,238,954 MWh.
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15. The appropriate Experience Modification Factor (EMF) for purposes of this
proceeding is an increment of 0.074¢/kWh, excluding gross receipts tax, or 0.077¢/kWh,
- including gross receipts tax.

16.  The final net fuel factor to be billed to Dominion NC Power’s North Carolina
retail customers during the 2007 billing period is 2.150¢/kWh, excluding gross receipts tax,
consisting of the prospective fuel factor of 2.076¢/kWh, and the EMF increment of 0.074¢/kWh,
or 2.221¢/kWh, including gross receipts tax, consisting of (e prospective fuel factor of
2.144¢/xWh and the EMF increment of 0.077¢/kWh.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 1

This finding of fact is essentially informational, jurisdictional, and procedural in nature
and is not controverted.

EVIDENCE AND CONCLUSIONS FOR. FINDING OF FACT NO. 2

G. 8. 62-133.2(c) sets out the verified, annualized information that each electric utility is
required to furnish the Commission in an annual fuel charge adjustment proceeding for an
historical 12-month test period. Commission Rule R8-55(b) prescribes the 12 months ending
Tune 30 as the test period for NC Power. The Company’s filing was based on the 12 months
ended June 30, 2007.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 3

Commission Rule R8-52(b) requires each electric utility to file a Fuel Procurement
Practices Report at least once every ten years and each time the uility's fuel procurement
practices change. The Company's current fuel procurement practices were filed with the
Commission in Docket No. E-100, Sub 47A, on December 30, 2003. In addifion, the Company
files monthly reports of its fuel costs pursuant to Rule R8-52(a).

No party elicited evidence contesting the reasonableness of the Company's fuel
procurement and power purchasing practices. Based on the fuel procurement practices report
and in the absence of evidence to the contrary, the Commission concludes that these practices
were reasonable and prudent during the test period.

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 4-6

The evidence for these findings of fact is contained in the testimony of Company
witnesses Tracy and Streightiff and the revised affidavit of Public Staff witness Lam.

Witness Streightiff testified that the test period per book system sales were 81,760,358
MWh and witness Tracy testified that the test period per book system generation was 85,628,797
MWh. Thetest period per book system generation is categorized as follows:

L
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Generation Type MWh
Coal 31,662,472 .
Combined Cyele and
Combustion Turbine 4,321,056
Heavy Oil 1,358,993
Nuclear 26,432,096
Hydro 3,175,089
Pumped Storage (Pumping) (3,246,902)
Power Transactions
NUG 9,816,570
Other . 13,011,521
Sales for Resale (902,098)

Commission Rule R8-55{¢)(1) provides that capacily factors for nuclear production
facilities will be normalized based generally on the national average for nuclear production
facilities as reflected in the most recent North American Reliability Council's (NERC)
Equipment Availability Report, adjusted to reflect the unique, inherent characteristics of the
utility’s nuclear generating facilities and any unusuzi events.

Company witness Tracy testified that, for the July 1, 2006, to June 30, 2007, test period, '
North Anna Unit 1 performed at a net capacity factor of 98.41%, North Anna Unit 2 performed
at a net capacity factor of 88.48%, Surry Unit 1 performed at a factor of 99.41% and Surry Unit 2
performed at a factor of 88.70%. She testified that all four of the Company’s nuclear units
exceeded the NERC 2001-2005 five-year industry average net capacity factor of 87.68% for
units of similar size. She firther testified that, for the 12 months ending December 31, 2008,
North Anna Unit 1 and Surry Unit 1 are projected to operate at net capacity factors of 97.3%, and
North Anna Unit 2 and Surry Unit 2 are projected to operate at 89.86%:

Public Staff witness Lam testified that the Company’s proposed fuel factor is based on a
93.60% system nuclear capacity factor, which is what the Company anticipates for the 12 months
beginning January 1, 2008, the period the new rates will be in effect. The actual system nuclear
capacity factor for the test year was 93.75%. In comparison, the latest NERC five-year (2001-
2005) weighted average nuclear capacity factor for pressurized water reactors is 87.68%.
Witness Lam testified that he believed the proposed 93.60% nuclear capacity facter to be more
representative of the factor the Company can reasonably be expected to achieve during the
period that the fuel factor is'in effect than a capacity factor based on the NERC five-year
average. No other party offered or elicited testimony conceming the issue of the appropriate
normalized nuclear capacity factor for use in this proceeding.

The Commission concludes that the July 1, 2006, to June 30, 2007, test period levels of
sales and generation are reasonable and appropriate for use in this proceeding, as is the proposed
93.60% normalized system nuclear capacity factor.
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EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 7

The evidence supporting this finding-of fact is found in the testimony and exhibits of
Company witness Streightiff.

Witness Steightiff testified that the Company’s system sales for the twelve months ended
June 30, 2007, were adjusted for weather normalization, customer growth and increased usage in
accordance with Commission Rule R8-55(d)(2). Witness Streightiff adjusted total Company
sales by 1,048,869 MWh, This adjustment is the sum of adjustments for customer growth,
increased usage, and weather normalization of 504,023 MWH, 290,029 MWh and 255,779 MWh,
respectively, and an adjustment of (962) MWh from the restatement of non-jurisdictional ODEC
sales from production level to sales level. The Public Staff reviewed and accepted these
adjustments. '

Based on the foregoing evidence, the Commission concludes that these adjustments are
reasonable and appropriate adjustments for use in this proceeding, Therefore, the Company’s
" adjusted system sales for the twelve months ended June 30, 2007, were 82,809,227 MWh.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 8

_ The evidence for this finding of fact is contained in the testimony of Company witness
Tracy and the revised affidavit of Public Staff witness Lam.

Company witness Tracy presented an adjustment to per book MWh generation for the
12-month period ended June 30, 2007, due to weather normalization, customer growth, and
increased usage of 1,123,600 MWh to arrive at her adjusted generation level of 86,752,397
MWh, Public Staff witness Lam accepted witness Tracy’s adjusted generation level, which
includes various types of generation as follows:

Generation Type MWh
Coal 32,273,641
Combined Cycle and
Combustion Turbine 4,404,436
Heavy Qil 1,385,245
Nuclear - ' 26,394,233
Hydro ] 3,175,089
Pumped Storage (Pumping) (3,246,902)
Power Transactions
NUG 10,006,073
Other 13,262,680
Sales for Resale (902,098)

The Commission concludes that it is reasonable and appropriate to use 86,752,397 MWh
as the amount of adjusted test period system generation for purposes of this proceeding.

-
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EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NOS. 9-11

The evidence for this finding of fact is contained in the testimony of Company witnesses
Tracy and Streightiff and the revised affidavit of Public Staff witness Lam.

Company Witness Tracy testified that the Company’s proposed fuel factor is based on
June, 2007 fuel prices, with appropnate adjustments, as follows: (1) a coal price of
$22.80/MWH; (2) a nuclear fuel price of $4.03/MWh; (3) a heavy oil price of $81.51/MWh;
(4) a combined cycle and intemal combustion turbine price of $74. TIMWh; (5) a price for
power transactions $30.12/MWh; and (6) a zero price for hydro and pumped storage.

Public Staff witness Lam testified that he had reviewed the Company’s test year fuel
prices and determined that they were reasonable. No other party contested these fuel prices
Therefore, based upon the foregoing, the Commission concludes that the fiel prices
recommended by Company witness Tracy ‘and Public Staff witness Lam are reasonable and
appropnate for use in this proceeding,

Company witness Tracy testified that she calculated the level of normalized fuel expenses
by multiplying the nermalized generation amounts for the Company’s generating units by actual
June, 2007 fuel prices, with the following exceptions: (1) due to an accounting adjustment, coal
expense was based upon the 12-month average expense; (2) NUG expense was set equal to the
12 months ended June, 2007 expense; and (3} purchased power expense was based upon the
12 months ended June, 2007 average fuel expense. Witness Tracy further testified that fest year
normalized fuel cxpense was $1,719,504,873. Company witness Streightiff calculated the fuel
factor proposed for the 12 months ended December 31, 2008, by dividing the normalized fuel
expense of §1,719,504,873 by the adjusted level of test year system MWh sales (82,809,227
MWh). This calculation resulted in a proposed fuel factor of 2.076¢/kWh (excluding gross
receipts tax).and 2.144¢/kWh (including gross receipts tax). Public Staff witmess Lam
recommended approval of the proposed 2.076¢/kWh fuel factor. When this fuel factor is reduced

by 1.647¢/kWh (excluding gross receipts tax) and 1.701/kWh (including gross receipts tax), the
" base fuel component approved in the Company’s most recent general rate case, the resulting fuel
cost rider (Rider A) is 0.429¢/kWh (excluding gross receipts tax) and 0.443¢/kWh (including .
gross receipts tax).

. The Commission concludes that adjusted fuel test period expenses of $1,719,504,873 and .
a fuel cost rider (Rider A) of 0.429¢/kWh, excluding gross receipts tax, or 0.443¢/kWh,
including gross receipls tax, are reasonable and appropriate for use'in this proceeding.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 12

Company witness Meekins sponsored and testificd conceming a study submitted by
Dominion NC Power showing the impact of the Company's integration into PIM on its North
Carolina retail fuel expenses (the PJM study). The purpose of the PJM study is to demenstrate
compliance with certain provisions of the Commission Order dated April 19, 2005, in Docket
No. E-22, Sub 418, in which the Commission allowed Dominion NC Power to transfer control of
its transmission assets in North Carolina. The PIM study has also been addressed by the
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Commission in the Company’s two most recent annual fuel clause adjustment proceedings,
Docket No. E-22, Sub 428 and Docket No. E-22, Sub 436. Nucor witness Morey testified that
the PJM study submitted by the Company contained methodological problems that render it
unreliable for purposes of determining the extent to which Dominion NC Power’s fuel costs are
affected by its integration into PYM. Witness Morey recommended that the Commission order
the Company to apply the methods which he proposed in future fuel adjustment proceedings in
which the impact of the Company’s integration into PJM was at issue. Public Staff witness Lam
testified that the Public Staff needed additional time to review the methodological issues raised
by Nucor and that the Public Staff would take a position on the appropriate methodology at the
hearing or in its proposed order. Finally, Company witness Meekins testified in rebuttal to the
issues raised by Nucor witness Morey,

On December 7, 2007, the Public Staff filed a motion requesting an extension of time for
filing that portion of parties’ proposed orders and briefs addressing the PM study. According to
the motion, the Public Staff had initiated discussions among the parties about the appropriate
parameters of and methodology for the PIM study, including whether the parties could at least

- nagrow the disputed issues. Due to the complexity of the issues relating to the PIM study, the
Public Staff stated that additional time was needed for further discussions. On
December 10, 2007, the Commission issued an Order granting an extension of time to all parties
for the filing of that portion of parties” proposed orders and briefs relating to the PJM study.

Therefore, the Commission finds and concludes that it will issue a subsequent order, if
neccssary, to address unresolved issues concerning the parameters of and miethodology of the
PIM study after receiving and reviewing the parties’ briefs and proposed orders relating to this
subject.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 13

The evidence for this finding of fact is contained in the affidavit of Public Staff witness
Edwards, Witness Edwards stated that, during the test year, Dominion NC Power purchased
power from suppliers that did not provide Dominion NC Power with the actual fuel costs
associated with those purchases. He also stated that a similar situation has occurred in each of
the fuel proceedings for Duke Energy Carolinas, LLC (Duke), Progress Energy Carolinas, Inc.
(PEC), and Dominien NC Power since 1996,

Witness Edwards stated that, for purposes of determining Dominion NC Power’s
Experience Modification Factor (EMF) in this proceeding, the Public Staff recommended that
the Commission adopt a percentage of 58%, as proposed in Dominion NC Power's Application,
to be applied to purchases from power marketers and to purchases from other sellers that did not
provide Dominion NC Power with actual fuel costs. To determine this percentage, the Public
Staff performed a review of the fucl component of off-system sales made by Duke and PEC for
the twelve months ended December 31, 2006, These sales are set forth in each of the utilities'
Monthly Fuel Reports.

Witness Edwards explained that, unlike in past years, the off-system sales for Dominion
NC Power were not utilized for purposes of calculating the fuel-to-energy percentage. Witness
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Edwards stated a two-fold rationale for excluding Dominion NC Power from the Public Staff's
_ analysis. First, evaluation of the data indicated that there were only two Dominion NC Power
off-system sales transactions that were eligible for inclusion in the analysis used to determine the
appropriate fuel-to-cnergy percentage. One of those two transactions appeared to utilize a
"proxy percentage” to determine the fiuel component of total energy rather than actual fuel costs,
The other transaction had an immaterial impact on the analysis. Second, neither of the
transactions recorded megawatt hours for the associated off-system sales. Thus, neither of these
transactions provided méaningful data for purposes of the Public Staff's analysis. Therefore, the
Public Staff considered it reasonable to exclude these transactions from the determination of the
fuel-to-energy percentage for purposes of its analysis in this proceeding.

Witness Edwards indicated that, despite the removal of Dominion NC Power transactions
from this analysis, the analysis performed by the Public Staff is similar to that performed for the
1997 Stipulation addressing this matter (which was applicable to the utilities' 1997 and 1998 fuel
praceedings) and the similar 1999 Stipulatioi filed in Docket No. E-2, Sub 748 (applicable to the
1099, 2000, and 2001 fuel cost proceedings). Similar analyses were performed for the fuel
proceedings held in 2002 through 2006. Witness Edwards indicated that the methodology used
for each of the above-mentioned Stipulations and subsequent fuel adjustment proceedings had
been accepted by the Commission as reasonable in each fuel adjustment case since the beginning
of 1997.

Witness Edwards stated that, as part of its current review, the Public Staff analyzed the
off-system sales information in several different ways. The Public Staff’s analyses resulted in
fuel percentages ranging from 56.61% to 60.53%, as set forth in Edwards Exhibit L After
evaluating ali of the data and calculations, the Public Staff concluded that the off-system sales
fuel ratio should be 58%. '

G.S. 62-133.2 requires that purchased power-related costs recovered through fuel
proceedings consist of only the fuel cost component of those purchases. However, in its Order in
Duke's 1996 fuel proceeding, the Commission stated that whether a proxy for actual fuel costs
associated with these types of purchases would be acceptable in a future fuel proceeding would
depend on “whether the proof can be accepted under the statute, whether the proffered
information seems reasonably reliable, and whether or not alternative information is reasonably
available.”

Public Staff wiiness Edwards stated that the Public Staff continues to consider it
reasonable to use the utilities’ off-system sales as a basis for determining the proxy fuel cost as
described above. He further stated that, because the sales made by marketers and other suppliers
ntilize the same types of generation resources that the utilities use to make their own sales, the
Public Staff believes that it is reasonable to assume for purposes of these proceedings that the
fuel-to-energy percentage inherent in the purchases made by the utilities is similar to the
percentage exhibited by the utilities’ sales. Additionally, the information used by the Public
Staff to determine the off-system sales fuel percentage was derived from the Monthly Fuel
Reports filed with the Commission and, in the opinion of the Public Staff, is reasonably reliable.
Finally, witness Edwards stated that the Public Staff is unaware of any altemative information
currently available concerning the fuel cost component of sales made by marketers and similar
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suppliers to utilities. Therefore, according to witness Edwards, the Public Staff believes that the
methodology used in past Stipulations and in the analysis for this proceeding meets the criteria
set forth in the 1996 Duke Order. No other party offered or clicited evidence contrary to the
Public Staff’s position.

The Commission concludes, as it has in past dockets, that the methodology underlying
the 1997 and 1999 Marketer Stipulations, i.e., the use of the utilities” own off-system sales to
determine the proxy fuel cost for purchases from entities that do not provide actual firel costs, is
reasonable and satisfies the requirements set forth in the 1996 Duke fuel case order for purposes
of this proceeding. First, the results of applying the methodelogy are acceptable under
G.8.62-133.2. As Public Staff witness Fdwards stated, the sales made by marketers and other
relevant suppliers are sourced from the same types of generation resources that the utilities
regulated by this Commission use to make their own sales. The Commission, therefore, finds it
reasonable to assume for purposes of this proceeding that the fuel-to-energy percentage exhibited
by the utilities’ sales is similar to the percentage inherent in the sales made to Dominion NC
Power from the same types of generating resources, Second, the Commission concludes that the
information used by the partics to derive the fuel ratio is reasonably reliable. According to the
affidavit of witness Edwards, the data was derived from the Monthly Fuel Reports filed by the
utilities with the Commission. The Monthly Fuel Reports are public reports taken from the
utilities’ financial records and are subject to Commission review. Therefore, the Commission
concludes that the methodology underlying the 1997 and 1999 Marketer Stipulations, as used in
prior cases, meets the criteria set forth-in the 1996 Duke fuel case order and is a reasonable
method for determining the proxy fuel cost for purposes of this proceeding.

Given the fact that the Commission has concluded that the use of the methodology
underlying the 1997 and 1999 Marketer Stipulations is reasonable for purposes of this
proceeding, the question remains as to the appropriate-fuel percentage to be used in this case,

The Public Staff’s most recent analyses of off-system sales information resulted in fuel
percentages ranging from 56.61% to 60.53%. Based on these results, the Public Staff
recommended that 58% be used as an appropriate and reasonable fuel percentage for purposes of
this proceeding, No party presented or elicited evidence in opposition to the Public Staff’s
recommendation,

Based on the foregoing, the Commission concludes that it is reasonable, for purposes of
this proceeding, to use the 58% fuel ratio as the basis for determining the proxy fuel costs for
purchases from power marketers and other suppliers that do not provide actual fuel costs.

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 14 AND 15

The evidence supporting these findings of fact is contained in the testimony and exhibits

of Company witnesses Gregory and Streightiff and the revised .affidavits of Public Staff
witnesses Edwards and Lam.,

Company witness Gregory testified that Dominion NC Power under-coliected its fuel
expenses by 33,343,462 during the test year ending June 30, 2007. Company witness Streightiff
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testified that the appropriate adjusted North Carolina jurisdictional test year sales were 4,238,954
MWh and that the appropriate EMF was 0.082¢/kWh (including gross receipts tax).

Public Staff witness Edwards investigated the EMF to detérmine whether Dominion NC
Power properly determined its fuel costs during the test period. Witness Edward’s investigation
resulted in five adjustments. The first adjustment modified the fuel portion of off-system sales
revenue during the test period to reflect the sourcing of those sales from purchases affected by
the marketer percentage of 58%, and resuited in a reduction to Dominion NC Power's North
Carolina retail fuel expense in the amount of $90,565. The second adjustment Telated to the
removal of a purchased power amount applicable to a month preceding the test year and resulted
in a reduction to fiel expense in the amount of $88,033. The third adjustment involved the
correction of an error related to the estimate of July 2006 purchased power fuel costs and
resulted in a reduction to fuel expense in the amount of $14,872. The fourth adjustment related
to Dominion NC Power's calculation of purchased power fitel expense related to the 58%
marketer percentage and resulted in an increase in fiel expense in the amount of $11,678. The
fifth adjustment corrected the megawatt hours and revenue used in Dominion NC Power's
calculation of Financial Transmission Rights (FTR) revenue to be credited to purchased power
and resulted in a reduction to fiel expense in the amount of $11,476. The Public Staff's
adjustments, taken as a whole, reduced the total test year fuel underrecovery from $3,343,462 to
$3,150,194. No party presented or clicited evidence in dpposition to the Public Staff's
recommended adjustments and, upon examination, the Commission finds them to be reasonable
and appropriate for purposes of this proceeding.

G.S. 62-133.2(d) provides, in part, that the Commission “shall incorporate in its fuel cost
_determination under this subsection the experienced over-recovery or under-recovery of
reasonable fuel expenses prudently incurred during the test period...in fixing an increment or
decrement rider. The Commission shall use deferral accounting, and consecutive test periods, in
complying with this subsection, and the over-recovery or under-recovery portion of the
increment or decrement shall be reflected in rates for 12 months, notwithstanding any changes in
the base fuel cost in a general rate case.”

Company witness Strefghtiff indicated that the appropriatc and reasonable level of
adjusted North Carolina retail sales for the test year is 4,238,954 MWh. No party disagreed with
this sales level, and the Commission finds it reasonable. The $3,150,194 under-recovered fuel
expense can thus be divided by the adjusted North Carolina jurisdictional sales of 4,238,954
MWh to amive at an EMF increment of 0.074¢/kWh, excluding gross receipts tax, or
0.077¢/kWh, including gross receipts tax.

The Commission concludes that the EMF increments of 0.074¢/kWh, excluding gross

receipts tax, or 0.077¢/kWh, including gross receipts tax, are reasonable and appropriate for use
in this proceeding. :
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EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 16

The evidence supporting this finding of fact is cumulative and is contained in the
testimony and exhibits of Company witnesses Gregory and Streightiff and the revised affidavits
and exhibits of Public Staff witnesses Edwards and Lam.

Based'upo‘n the above findings, the Commission finds and concludes that the final net
fuel factor appropriate for purposes of this proceeding is 2.150¢/kWh, excluding gross receipts
tax, and 2.221¢/kwh, including gross receipts tax.

This final net fuel factor is determined as follows:

Normalized System Fuel Expense $1,719,504,873
System kWh Sales at Sales Level 82,809,227,557
Test Year North Carolina Retail

Fuel Underrecovery $3,150,194
North Carolina Retail kWh Sales

at Sales Level 4,238,954,265

Base Fuel Component Approved in

Docket No. E-22, Sub 412

{cents per kWh) 1.647
Gross Receipts Tax Factor 1.03327

Base Fuel Component including gross receipts tax = 1.701¢/kWh

Fuel Cost Rider A (excluding gross receipts tax) .
=(($1,719,504,873)/82,809,227,557 kWh] - 1.647¢/kWh = 0.429¢/kWh

Fuel Cost Rider A (including grbss receipts tax)
=0.429¢/kWh x 1.03327 = 0.443¢kWh

Fuel Cost Rider B (excluding gross receipts tax)
=[(3,150,194)/4,238,954,265 kWh = 0.074¢/kWh

Fue] Cost Rider B (including gross receipts tax)
=0.074¢/kWh x 1.03327 = 0.077¢/kWh

Effective 1/1/2008
(Including Gross Receipts Tax)
Base Fuel Factor 1.701
EMF/Rider B 0.077
Fuel Cost Rider A ' 0.443
. FINAL FUEL FACTOR 2221
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IT IS, THEREFORE, ORDERED s follows:

1. That effective beginning Wlth usage on and after January 1, 2008, Dominion NC
Power shall.adjust the base fuel component in its North Carolina retail rates approved in Docket
No. E-22, Sub 412, by an increment Rjder A of 0.429¢/kWh, excluding gmss receipts tax, or
0.443¢/kWh, including gross receipts tax; .

2. That an EMF Rider increment (Rider B) of 0. 074¢.v’kWh, excludmg pross receipts
tax, or 0.077¢/kWh, including gross receipts tax, shall be instituted and remain in effect for
usage from January 1, 2008, until December 31, 2008;

3, + That Dominion NC Power shall file appropriate rate schedutes and riders with the
Commission in order to implement the fuel charge adjustments approved herein not later than
five (5) working days from the date of receipt of this Order;

4. That Dominion NC-Power shall notify its North Carolina retail customers of the
rate adjustments approved in this proceeding by including the Notice to Customers of Rate
Increase attached to this Order as Appendix A as a bill insert with customer bills rendered during,
the next regularly scheduled billing cycle; and'

3 That Dominion NC Power shall file a PIM study in its next fuel adjustment
proceeding to-demonstrate compliance with the conditions set forth in the ordering paragraphs of
the Commission QOrder dated April 19, 2005, in Docket No. E-22, Sub 418.

ISSUED BY ORDER OF THE COMMISSION.
Thisthe 20" day of December 2007.

" NORTH CAROLINA UTILITIES COMMISSION
Gail L. Mount, Deputy Clerk

mrl21207.01

_ APPENDIX A
STATE OF NORTH CAROLINA
UTILITIES COMMISSION
RALEIGH

DOCKET NO. E-22, SUB 444
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of
Application of Dominion North Carolina
Power for' Authority to Adjust its Electric
Rates Porsuant to G.S. 62-133.2 and
NCUC Rule R8-35

NOTICE TO CUSTOMERS
OF RATE DECREASE
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NOTICE 1S HEREBY GIVEN that the North Carolina Utilities Commission entered an
Order in this docket on December 20, 2007, after public hearing, approving a $14,921,119
decrease in the annual rates and charges paid by custemers of Virginia Electric and Power
Company, d'b/a in North Carolina as Dominion North Carolina Power. The rate decrease will be
effective for usage on and after January 1, 2008. The rate decrease was approved by the
Commission after review of Dominion North Carolina Power’s fuel expenses during the
12-month test period ended June 30, 2007, and represents changes experienced by Dominion
North Carolina Power with respect to its reasonable costs of firel and the fuel component of
purchased power, .

The change in the approved fuel charge will result in a monthly net decrease of
approxitnately $3.52 for each 1,000 kWh of usage per month. v

ISSUED BY ORDER OF THE COMMISSION.
This the _20® day of December, 2007

NORTH CAROLINA UTILITIES COMMISSION .
Gail L. Mount, Deputy Clerk

or121267.0]
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DOCKET NO. E-7, SUB 790
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of
Application of Duke Energy Carolinas, LLC, ) ORDER GRANTING
For Approval for an Electric Generation ) CERTIFICATE OF
Certificate of Public Convenience and )~ PUBLIC CONVENIENCE
Necessity to Construet Two 800-MW State- ) AND NECESSITY
Of-the-Art Coal Units for Cliffside Project ) WITH CONDITIONS

HEARD IN: Charlotte-Mecklenburg Govemment Center, 606 E. Fourth Street, Charlotte,
North Carolina on August 30, 2006; Council Chambers, Shelby City Hall, 300 S.
Washington Street, Shelby, North Carolina on August 31, 2006; Commission .
Hearing Room, Dobbs Building, 430 N. Salisbury Street, Raleigh, North Carohna
on September 12-14, 2006; and
Public Library of Charlotte and Mecklenburg County, Francis Auditorium, 310-N.
Tryon Street, Charlotte, North Carolina on January 10, 2007; Council Chambers,
Shelby City Hall, 300 S. Washington Street, Shelby, North Carolina on
Tanuary 11, 2007; Commission Hearing Room, Dobbs Building, 430 N. Salisbury
Street, Raleigh, North Carolina on January 17-19, 2007

BEFORE:  Commissioner Sam J. Ervin, IV, Présiding, and Commissioners Robert V. Owens,
Jt., Lorinzo L. Joyner, James Y. Kem, II, Howard N. Lee, and William T.
Culpepper, I1I

APPEARANCES:
For Duke Energy Carolinas, LLC:

Lawrence B. Somers, Assistant General Counsel, Duke Energy Corporation, 526
8. Church Street, Charlotte, North Carolina 28202

Robert W. Kaylor, Law Office of Robert W. Kaylor, PA, 225 Hillshorough Street,
Suite 160, Raleigh, North Carolina 27603

Kevin C. Greene and Braﬁdon F. Marzo, Troutman Sanders, LLP, Bank of
America Plaza, 600 Peachtree Street, N.E, Su1te 5200, Atlanta, Georgia
30308-2216

For the Using and Consuming Public:
Antoinette R. Wike, Chief Counsel, Robert S. Gillam and Wilfiam E. Grantmyre,

Staff Attomeys, Public Staff - North Carolina Utilities Commission, 4326 Mail
Service Center, Raleigh, North Carolina 27699-4326
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Leonard G. Green, Assistant Attomey General, North Carelina Department of
Justice, Post Office Box 629, Raleigh, North Carolina 27602-0629

For Carolina Utility Customers Association, Inc.:

James P. West, West Law Offices, P.C., 434 Fayetteville Street Mall, Suite 1735,
Raleigh, North Carolina 27601

For Carolina Industrial Groups for Fair Utility Rates:

Ralph McDonald, Bailey & Dixon, L.L.P., Post Office Box 1351, Raleigh, North
Carolina 27602-1351

For Carolina Power & Light Co., d/b/a Progress Energy Carolinas, Inc.:

Len S. Anthony, Deputy General Counsel, Progress Energy 'Carolinas, 410 8.
Wilmington Street, Raleigh, North Carolina 27602 :

For North Carolina Waste Awareness and Reduction Network, Inc.:
John Runkle, Post Office Box 3793, Chapel Hill, North Carolina 27515
For Environmental Defense and Southern Environmental Law Center:

Marily Nixen and Gudrun Thompson, Southern Environmental Law Center, 200
W. Franklin Street, Suite 330, Chapel Hill, North Carolina 27516

For North Carolina Sustainable Energy Association:

T. LaFontine Odom, St., The Qdom Fimu, PLLC, 1109 Greenwood Cliff,
Charlotte, North Carolina 28204

For Southern Alliance for Clean Energy:

Gary A. Davis, Gary A. Davis & Associates, Post Office Box 649, Hot Springs,
North Carolina 28743

For Wells Eddleman:
Pro se

BY THE COMMISSION: On May 11, 2005, Duke Power, a division of Duke Energy

Corporation, filed with the North Carolina Utilities Commission (Coramission) preliminary
information pursuant to Commission Rule R8-61(a) concerning plans to seek a certificate of
public convenience and necessity authorizing the construction of two 800-megawatt (MW) coal-
fired electric-generating facilities to be located at the existing Cliffside Stcam Station, situated on
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the border of Cleveland and Rutherford Counties, North Carolina, together with certain related
transmission facilities.

On June 2, 2006, acting purseant to.G.S. 62-110.1¢a) and Commission Rule R8-61(b),
Duke Power Company LLC d/b/a Duke Energy Carolinas, LLC (Duke or the Company)1 filed an
application seeking the issnance of a certificate for construction of the proposed generation and
transmission facilities described in the May 11, 2005 informational filing. Duke’s application
was accompanied by the prefiled testimony and exhibits of James E. Rogers, President and Chief
Executive Officer of Duke Energy Corporation; Ellen T. Ruff, President of Duke Energy
Carolinas; Janice D. Hager, Vice President of Rates and Regulatory Affairs for Duke Energy
Carolinas; Mark R. Griffith, a Vice President of Global Energy Advisors, a business unit of
Global Energy Decisions; and William R. McCellum, Jr., Group Vlce President of Regulated
Fossil/Hydro Generation for Duke Energy Corporation.

On July 6, 2006, the Commission entered an order scheduling public hearings and an
evidentiary hearing, establishing deadlines for the filing of petitions to intervene and testimony,
and requiring appropriate public notice.

The following organizations filed petitions to intervene and were authorized to intervene:
Carolina Utility Customers Association, Inc. (CUCA); North Carolina Waste Awareness and
Reduction Network, Inc. (NCWARN); Carolina Industrial Groups for Fair Utility Rates
(CIGFUR IIT); Carolina Power & Light Company, d/b/a Progress Energy Carolinas, Inc.;
Southern Alliance for Clean Energy (SACE); Environmental Defense (ED); Southem
Environmental Law Center (SELC); North Carolina Municipal Power Agency Number 1; North
Carolina Eastern Municipal Power Agency, Inc; and North Carolina Sustainable Energy
Association, Inc. (NCSEA). The Attorney General filed notice of intervention under G.S. 62-20,

and the intervention of the Public Staff has been recognized under G.§. 62-15(d) and
Commission Rule R1-19(g).

On August 17, 2006, SACE filed a motion for an extension of time to file its testimony
and a postponement of the evidentiary hearing. On August 18, 2006, ED and SELC filed a joint
motion seeking similar relicf, and on August 22, 2006, NCWARN moved to postpone the
evidentiary hearing. On August 22, 2006, Duke filed a response opposing these motions. On
August 24, 2006, the Commission entered an order granting extensions of time for the filing of
intervenor testimony and rebuttal testimony but declining to postpone the evidentiary hearing,

Public hearings were held as scheduled on August 30, 2006, in Charlotte and .on -
August 31, 2006, in Shelby. The following public witnesses testified at the Charlotte hearing;
Dave Bamhardt, Bob Thomason, Beth Henry, Sally Thomas, Chatham Olive, Junic Blotnick,
Christal Wagner, Liz Veazey, Kathryn Kuppers, Bob Morgan, Elyse Hillegass, Angie Lawry,
Willie Dodson, Summer Rose, Robin Koch, Rita Heath, Nick Hendricks, Todd Glasier, Susan
Tompkins, Maarten Pennink, John Avery, Diana Movius, Tracey Crowe, Renee Reese, Katie

! In connection with the merger of Duke Encrgy Cofporation and Cinergy Corparation approved in Docket
No. E-7, Sub 795, Duke Energy Corporation was converted into a limited Tiability cornpany, Duke Power Company
LLC, d'bfa Duke Energy Carolinas, LLC. On October 4, 2006, the Company notified the Commission of its formal
name change to Duke Energy Carolinas, LLC.
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Qaies, Ivory Clabaugh, Tom Lannin, Tammy Bostick, Colin Hagan, Harry Taylor, and Faeiz
Hindi. The following public witnesses testified at the Shelby hearing. Walter Dalton, Harold
Stallcup, Bob England, Rick Roper, Tim Moore, Bill Hall, Jerry Self, Charles Hill, Robert
Hawkins, Mary Accor, Vic Samatt, Johnny Hutchins, Adelaide Craver, Stuart Gilbert, Louis
Zeller, Anne Fischer, Gwen Veazey, Bill Fisk, William Frykberg, Christian Burley, Jason Byrd,
Yancey Ellis, and Richard McDanie],

On September 6, 2006, NCWARN filed the testimony and exhibits of John Q. Blackburn,
Professor Emetitus of Economics at Duke University, and the testimony of William H.
Schlesinger, Dean of the Nicholas School of the Environment and Earth Sciences; SACE filed
the testimony and exhibits of Stephen A. Smith, Executive Director of SACE; and the Public
Staff filed the testimony of John R. Hinton, a Public Utilities Financial Analyst; Thomas S. Lam,
a Public Utilities Engineer; and Michael C. Maness, Superviser of the Electric Section of the
Public Staff Accounting Division. On September 7, 2006, SACE, ED, and SELC filed the joint
testimony and exhibits of David A. Schlissel, a Senior Consultant, and Anna Sommer, a
Research Associate, with Synapse Energy Economics, Inc. On September 11, 2006, Duke filed
the rebuttal testimony and exhibit of Janice D. Hager.

On September 6, 2006, Wells Eddleman (Eddleman) filed a late petition to intervene.
Duke filed an objection to Eddleman’s intervention the following day, and on
September 11, 2006, Eddleman filed a response to Duke’s objection. In a ruling from the bench
at the beginning of the evidentiary hearing in Raleigh, the Commission aliowed Eddleman to
intervene.

The evidentiary hearing in Raleigh began as scheduled on September 12, 2006, and
continued through September 14, 2006. Duke presented the testimony of witnesses Rogers,
Ruff, and McCollum and a panel consisting of witnesses Hager and Griffith. NCWARN
presented the testimony of witnesses Blackburn and Schlesinger. SACE, ED, and SELC
presented the joint testimony of witnesses Schiissel and Sommer, testifying as a panel. SACE
presented the testimony of witness Smith. The Public Staff presented the testimony of witnesses
Hinton, Lam, and Maness, testifying as a panel.

Following the hearing, briefs and proposed orders were filed by the parties on
Cectober, 13, 2006.

On October 25, 2006, Duke filed a Notice of Updated Cost Information in which the
Company indicated that the estimated cost of the proposed generating facilities had increased.
On November 1, 2006, the Presiding Commissioner held a conference of the pariies, and on
November 3, 2006, the Commission issued an order reopening the record and scheduling a
second hearing in Raleigh to receive evidence conceming the appropriateness of the updated cost
estimate and the cost effectiveness of the proposed facilities as compared to alternatives.

On November 9, 2006, NCWARN, SELC, ED, SACE, and NCSEA filed a motion agking for
the release of non-confidential cost information relating to the Cliffside project.  On
November 16, 2006, Duke filed'a response providing a non-confidential revised cost estimate of
approximately $3.0 billion.
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On November 29, 2006, Duke filed the supplemental testimony and exhibits of witnesses
Hager, McCollum, and Rogers, and the testimony and exhibits of Judah Rose, a Managing
Director of ICF Intemnational. On January 8, 2007, CUCA filed the testimony of Kevin W.
O’Donnell, President of Nova Energy Consultants, Inc.; ED, SACE, and SELC filed the
testimony and exhibits of Douglas H. Cartéz; an independent energy consultant, and the joint’
supplemental testimony and exhibits of witnesses Schlissel and Sommer; and the Public Staff
filed the supplemental testimony and exhibits of witnesses Hinton, Lam, and Maness. On
January 12, 2007, Duke filed rébuttal testimony of witnesses Hager and McCollum.

By order issued December 7, 2006, acting on motion of NCWARN, the Commission
scheduled additional hearings in Charlotte and Shelby for the purpose of receiving testimony
from the public concering the issues identified in .the November 3, 2006 order. This order
further provided that public witness test1mony would be heard at the begmnmg of the second
evidentiary hearing in Raleigh.

The following public witnesses testified at the second Charlotte hearing; Lloyd Scher;
Ronnie Bryant, Paul Woodson, Rick Roper, Veronica Waldthausen, Elizabeth Donovan, Bill
Glass, Sally Kneidel, Fred Allen, Kelly. Katterhagen, Mark Levine, Hamry Taylor, Bob

“Perkowitz, Anne Jackson, Rick Bolen, Dale Brentrup, Todd Glasier, Mickey Aberman, Robert
Coleman, Bemie Hargadon, Scoft Lurie, Andrew Zerkle, Ivy Zerkle, Bob Thomason, Chatham
Olive, Lisa Zerkle, June Lambla, Isabella Lacki, Tom Strini, Brian Staton, Tracey Crowe, Robert
Perkins, Scott Spivak, Gene Stewart, Clarie Harbold, Chris Buchanan, Mermick Teichman, Greg
Augspurger, and Gregg Jocoy. The following public witnesses testified at the second Shelby
hearing: Walter Dalton, Tim Moore, Brownie Plaster,- Chivous Bradley, Bill Frykberg, Stuart
Gilbert, Bill McCarter, Robert McGahey, Barbara Land, John Brotherton, John Jackson Hunt,
Victor Shaw Sarrat, Brett Keeter, Beth Henry; Junie Blotnick, Matt. Wasson, and Yancey Ellis.

In addition to the public witnesses who testified, the Commission allowed others to
submit written statements in liew of oral testimony,

The second hearing in Raleigh began as scheduled on January 17, 2007, and continued
through Janvary 19, 2007. At the béginning of the hearing, the following public witnesses
testified: Beth Kuchnert, Lanra Combs, Beverly D’Aquanni, Nancy Petty, Alice Loyd, Jim
Senter, David Welch, Jim Melnyk, Robert Cox, Lilian Royal, Audrey Schwankl, Andrea Vizoso,
John Haebig, Marywinne Sherwood, Katie Kenlen, Barbara Janeway, Lyle Adley-Warmick,
Henry Elkins, Lynice Williams, Cindy Moore, Aniko Gaal, Sally Buckner, Daniel Moris,
Thomas Henkel, Maria Kingery, Helen Tart, Susan Tideman, Alison Carpenter, Chatham Olive,
and Herman Jaffe.

Following the presentation of public witness testimony, Duke presented the testimony of
witnesses Hager, McCollum, Rogers, and Rose, and CUCA presented the. testimony of witness
O’Donnell. ED, SACE; and SELC présented the testimony of witness Cortez and the joint
testimony of witnesses Schlissel and Sommer. The Public Staff presented the testimony of
witnesses Hinton, Lam, and Maness, testifying as a panel.
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On January 26, 2007, the Presiding Commissioner issued a Notice of Receipt of
Communication giving all parties notice that a communication had been received by the
Commission that pertained to the testimony presented by Duke at the Januvary 17-19, 2007
hearing and that appeared on its face to have been sent by, a party to the docket. Duke made no -
filing in response to this notice, and the Commission finds that Duke-was not prejudiced by the
communication:

Following the hearing, further briefs and proposed orders were filed by the parties on
February 7 and 13, 2007

Tn addition to the testimony and statements of many public wilnesses, the Commission
has received an unprecedented number of letters and e-mails expresaing intense public interest in
this mater.

On February 28, 2007, the Comimission issued a Notice of Decision advising the parties
of its decision, to be set forth more fully in the present order.

On March 14, 2007, the Commission issued an order requesting that Duke consider
disclosing approximate cost information for construction of one unit, similar to Duke’s
November 16, 2006 leiter cited above. On March 14, 2007, Duke filed a letter authorizing the
Commission to use in its order the cost estimate given by Duke witness Hager during a
confidential portion of the January 19, 2007 hearing.

Based upon the foregoing, the verificd application, the evidence and exhibits presented at
the hearings, and the entire record in this matier, the Commission makes the following: .

FINDINGS OF FACT

1. Dukeis a public utility providing electric utility service to customers in its service
area in North Carolina subject to the jurisdiction of the Commission.

2. . The Commission has jurisdiction over this application. Pursuant to G.S. 62-110.1
and Commission Rule R8-61(b), a public utility must receive a certificate of public convenience
and necessity prior to constructing electric generating facilities in North Carolina.

3. GS.62-110.1 is intended to provide for the orderly expansion of electric generating
capacity in order to create a reliable and economical power supply and to avoid the costly
overbuilding of generation resources. The Commission must consider many factors, including the
present and future needs for power in the arez; the extent, size, mix, and location of the utility’s
existing plants; arangements for pooling or purchasing power; and the construction and fisel costs of
the project and of altenatives, before granting a certificate of pubhc convenience and necessity for a
new penerating facility,

4. Duke filed an application on June 2, 2006, seeking a certificate of public

convenience and necessity for the construction of two 800-MW supercritical pulverized coal
" (SCPCyunits, together with certain related transmission facilities, at the site of the existing Cliffstde
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Steam Station on the border of Cleveland and Rutherford Counties (the Cliffside project), to provide
baseload capacity, with the first unit to begin commercial operation by 2011. As part of the
project, Duke plans to retire existing Cliffside Units 1 through 4, which total 198 MW,

5. Duke tested various long-range resource portfolio options against a range of
sensitivities and scenarios in connection with its 2005 and 2006 Annual Plans and in an
updated analysis prompted by the increased costs indicated in the October 25, 2006 Notice of
Updated Cost Information. Duke concluded that the Balanced Cliffside portfolio, the portfolio upon
which the application is based, performed well under varying sensitivities and that the Cliffside
project is the Company’s best option at this time.

6. Duke’s 2605 and 2006' Annual Plans filed with the Commission in Docket Nos.
E-100, Sub 103 and Sub-109, show substantial load growth and the need for capacity additions over
the next 15 years. However, during the pendency of this proceeding, Duke's need for additional
generating capacity in the 2011-12 time frame, as reflected in its 2005 and 2006 Annual Plans,
decreased from 3400 MW to 2120 MW. The 2120 MW figure includes a need for 800 MW of coal-
fired baseload capacity.

7. At the second hearing in this proceeding, Duke revealed that it is considering the
sale of up to 800 MW of the proposed two-unit, 1600-MW Cliffside project.

-8. Duke has not carried its burden of proof to show that it needs 1600 MW of
baseload generating capacity in the 2011-12 time frame. Duke does need 800 MW of baseload
generating capacity beginning in 2011.

9. Duke has initiated a process 61‘ collaborative workshops with various stakeholders,
including customers and other interested persons, and these collaboratives are expected to
provide recommendations for new demand side management (DSM) programs by the middle of
2007, '

10,  Duke has commitied fo invest, on an annual basis, 1% of its annual retail revenues
from the sale of electricity in energy efficiency and demand side programs, subject to
completion of the ongoing collaborative workshops with stakeholders and subject to such
appropriate regulatory treatment for the costs associated with those programs as the Commission
may determine to be just and reasopable. Duke has further committed to retire older coal-fired
generating units (in addition to Cliffside Units 1 through 4) on a MW-for-MW basis, considering
the impact on the reliability of the entire system, to account for actual Joad reductions realized from
these new programs, up to the MW leve! added by the Cliffside project as certificated by the
Commission.

11.  Cost-effective DSM programs and reliance upon renewable energy resources are
both in order; however, Duke cannot rely upon DSM and renewables to eliminate or delay its
need for zdditional baseload generating capacity beginning in 2011.

12.  Duke cannot rely upon new nuclear generating facilities to supply its need for
additional baseload generating capacity beginning in 2011.
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13, Duke camnot rely upon integrated gasification combined cycle (IGCC)
technology, a new and emerging coal-fired generation technology, to supply its need for
additional baseload generating capacity beginning in 2011,

14, Natural gas-fired combined cycle (CC) generation is the only viable generation
alternative to SCPC generation for supplying Duke’s additional baseload generating capacity
needs beginning in 2011,

15, Itis unreasonable for Duke to rely upon natural gas-fired CC generation to supply
all of its additional baseload generating capacity needs beginning in 2011.

16.  The construction of one 800-MW SCPC unit at Cliffside and the retirement of
Cliffside Units 1 through 4 will make for a more diverse and secure' generation fleet and will
allow Duke 1o increase its baseload generating capacity without significantly increasing its
environmental footprint,

17.  Duke appropriately conducted a comprehensive siting process to select the
existing Cliffside Steam Station as the site for the additional baseload generation that it needs.

18.  Duke has estimated the construction cost of one 800-MW unit at Cliffside. The
Commission approves this estimate subject to the reporting requirements ordered herein.

-19. 'The public convenience and necessity require the construction of one 800-MW
SCPC generating unit, together with related transmission facilities, at the site of the existing Cliffside
Steam Station, conditioned upon the retirement of existing Cliffside Units 1 through 4 and
conditioned upon Duke’s commitment to invest 1% of annual retail electricity revenues in energy
efficiency and demand side programs and to retire older coal-fired generating units (in addition
toCliffside Units 1 through 4) on a MW-for-MW basis, considering the impact on reliability, for
actual load reductions realized from these new programs up to the MW level added by the
Cliffside unit. As 2 result, Duke is hereby granted a certificate of public convenience and
necessity pursuant to G.S. 62-110.1 authorizing construction of one 800-MW SCPC generating
unit subject to the conditions enumerated above. : ;

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 1 AND 2
The evidence in support of these findings of fact is found in the certificate application for
the Cliffside project, the testimony and exhibits in this docket, and the statutes and rules goveming
the authority and jurisdiction of the Commission. These findings are informational, procedural,
and furisdictional in nature,
EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 3
This finding of fact is based upon the statutes and case law of North Carolina.

The ED/NCSEA/NCWARN/SACE/SELC brief argues that the Commission must
consider the issues of need and cost, The Commission’s mandate in this proceeding is broader
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than that. G.S. 62-2(a)(3) and (3a) declare it policies of the Staté, among others, to promote
adequate, reliable, and economical utility service and to require energy planning “to result in the
least cost mix of generation and demand-reduction measures which is achievable...” The
Utilities Commission is given authority to regulate public utilitics in accordance with these
policies. G.S. 62-110.1(a) provides that no public utility shall begin the constniction of any electric
generating facility to be directly or indirectly used for furnishing public utility service without first
obtaining a certificate of public convenience and necessity from the Commission. G.S. 62-110.1(c)
requires the Commission to develop and keep current an analysis of the long-range needs for
expansion of electric generating facilities in the State and to “consider such analysis in acting upon
any petition by any utility for construction.”

G.S. 62-110.1 is intended to provide for the orderly expansion of electric generating capacity
in order to create a reliable and economical power supply and to avoid the costly overbuilding of
generation resources. State ex rel. Utilities Comm. v. Empire Power Co., 112 NCApp 265, 278
(1993), disc. rev. denied, 335 NC 564 (1994); State ex rel. Utilities Comm. v. High Rock Lake -
Ass'n, 37 NCApp 138, 141, disc. rev. denied, 295 NC 646 (1978). A public need for-a proposed
generating facility must be established before a certificate is isswed, Empire, 112 NCApp at 279-80;
High Rock Lake, 37 NCApp at 140. Beyond need, the Commission must also determine if the
public convenience and necessity are best served by the generation oftion being proposed. The
standard of public convenience and necessity is relative or elastic, rather than ahstract or absolute,
and the facts of each case must be considered. State ex rel. Utilities Comm. v. Casey, 245 NC
297,302 (1957). “[Chapter 780 of the 1975 Session Laws], codified as G.S. 62-110.1(c)-(£), directs
the Utilities Commission to consider the present and future needs for power in the area, the extent,
size, mix and location of the utility’s plants, arrangements for pooling or purchasing power, and the
construction costs of the project before granting a certificate of public convenience and necessity for
anew facility.” High Rock Lake, 37 NCApp at 140-1.

As hereinafter discussed in this order, the Commission has considered all of these factors
-- need, the size and mix of existing plants, pooling, purchases, DSM, alternative technologies
including renewables, fuel costs, and construction costs -- in determining whether the public
convenience and necessity are served by Duke’s proposal in this docket.

EVIDENCE AND CONCLUSIONS.FOR FINDINGS OF FACT NOS. 4 AND 5

The evidence supporting these findings of fact is contained in the testimony and exhibits
of Duke witnesses Rogers, Rose, McCollum, Griffith, and Hager and Public Staff witnesses
Maness and Hinton.

Duke offered considerable testimony as to the process used to determine that it is
appropriate to add baseload capacity in the 2011-12 time frame and that the-Cliffside project is
the best option. Witness Hager testified that the Company develops and files an annual resource
plan based upon a 15-year forecast and a target reserve margin of 17%. The decision to pursue
the Cliffside project was one component of the action plan resulting from the 2005 planning
process. In the 2005 Annual Plan, Duke identified potential supply-side resources and
performed an economic screening process. The technologies that passed all of the screens in
2005 were combustion turbine, coal, combined cycle, and nuclear. Renewable technologies were
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tested, but did not pass the screening. Using the initial screening results, Duke developed
resource portfolios that were tested under baseline assumptions and then subjected to analysis of
their sensitivity to factors such as changes in fuel costs, load growth, and climate change policy.
The results showed that a combination of new peaking, intermediate, and baseload generation, as
well as DSM resources, is needed over the next 15 years. The generation portfolios including
1600 MW of baseload coal capacity consistently outperformed ‘alternative portfolios during
Duke’s initial analysis. .

Duke wilmess Griffith offéred a more detailed explanation of the process at the
September 2006 hearing. He testified that the process consisted of two sub-processes, a
screening process and a more detailed portfolio analysis. The screening process examines the
economics of a wide range of resonrce alternatives, using such tools as a busbar screening curve,
The screening assists in developing specific portfolio strategies that can be analyzed further.
Witness Griffith testified that his firm, Global Energy, determined a series of portfolio strategies
that could then be analyzed in more detail in the portfolio analysis process. Global Energy used
its Capacity Expansion Model (CEM), which evaluates the economics of every possible
combination of resources available and identifies the lowest cost strategy given the future
envisioned- by the scenario or sensilivity case. The CEM produced ten alternative resource
portfolios. These portfolios were then analyzed using the Planning and Risk (PAR) simulation
model. The PAR model, which is more detailed than the CEM, analyzed all ten portfolios under
baseline assumptions. Six portfolios were th