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The General Assembly of North Carolina, Session 2001, passed Session
Law 2002-4, also known as Senate Bill 1078. This legislation is titled “An Act to Improve
Air Quality in the State by Imposing Limits on the Emission of Certain Pollutants from
Certain Facilities that Burn Coal to Generate Electricity and to Provide for Recovery by
Electric Utilities of the Costs of Achieving Compliance with Those Limits" (“the Clean
Smokestacks Act” or “the Act”). The Clean Smokestacks Act, in Section 14, requires
the Department of Environment and Natural Resources (DENR) and the
Utilities Commission (Commission) to report annually, i.e., by June 1 of each year, on
the implementation of the Act to the Environmental Review Commission and the
Joint Legislative Utility Review Committee.

The Act, in Section 9, requires Duke Energy Carolinas, LLC (Duke Energy), and
Progress Energy Carolinas, Inc. (Progress Energy), to submit annual reports to DENR
and the Commission containing certain specified information. Duke Energy and
Progress Energy filed reports, with DENR and the Commission, by cover letters dated
March 27 and 31, 2008, respectively. Specifically, such reports were submitted in
compliance with the requirements of G.S. 62-133.6(i). Duke Energy’s and Progress
Energy’s reports are attached, and made part of this report, as Attachments A and B,
respectively.

Additionally, by letter dated May 14, 2008, the Secretary of DENR wrote to the
Commission stating that, pursuant to G.S. 62-133.6(j)), DENR has reviewed the
information provided and has determined that the submittals comply with the Act. The
Secretary further stated that the plans and schedules of the Companies appear
adequate to achieve the emission limitations set out in G.S. 143-215.107D.

Significantly, 2007 marked the first step of the emission reductions required by
the Clean Smokestacks Act. Specifically, Duke Energy is limited to 35,000 tons of
oxides of nitrogen (NOXx) in any calendar year beginning 1 January 2007, and Progress
Energy is limited to 25,000 tons of NOx. Both utilities reported to have met their
respective limits as recorded through continuous emission monitoring (CEM) data.
Additionally, the raw CEM data is verified by the utilities and reported to the United
States Environmental Protection Agency (EPA). The next milestone in reductions
occurs in 2009, when Duke Energy must further reduce its NOx to 31,000 tons, and
both utilities must reduce their sulfur dioxide (SO;) emissions, Duke Energy to
150,000 tons and Progress Energy to 100,000 tons.



This report is presented to meet the reporting requirement of the Act pertaining
to DENR and the Commission, as discussed above, and is submitted jointly by DENR
and the Commission. The report is structured to address the various actions that have
occurred pursuant to the provisions of Sections 9, 10, 11, 12, and 13 of the Act.
Reports of actions under these Sections describe the extent of implementation of the
Act to this date.

l. Section 9(c) of the Act, Codified as Section 62-133.6(c) of the North
Carolina General Statutes

G.S. 62-133.6(c) provides: The investor-owned public utilities shall file their
compliance plans, including initial cost estimates, with the Commission and the
Department of Environment and Natural Resources not later than 10 days after the date
on which this section becomes effective. The Commission shall consult with the
Secretary of Environment and Natural Resources and shall consider the advice of the
Secretary as to whether an investor-owned public utility's proposed compliance plan is
adequate to achieve the emissions limitations set out in G.S. 143-215.107D.

Status: North Carolina’s investor-owned electric utilities, Progress Energy and
Duke Energy, filed their initial compliance plans as required in June and July of 2002,
respectively, in accordance with G.S. 62-133.6(c), Section 9(c) of Session Laws 2002-4,
the Clean Smokestacks Act. DENR reviewed this information and determined that the
submittals comply with the Act and, as proposed, appear adequate to achieve the
emission limitations set out in G.S. 143-215.107D.

Il Section 9(d) of the Act, Codified as Section 62-133.6(d) of the North
Carolina General Statutes

G.S. 62-133.6(d) provides: Subject to the provisions of subsection (f) of this
section, the Commission shall hold a hearing to review the environmental compliance
costs set out in subsection (b) of this section. The Commission may modify and revise
those costs as necessary to ensure that they are just, reasonable, and prudent based
on the most recent cost information available and determine the annual cost recovery
amounts that each investor-owned public utility shall be required to record and recover
during calendar years 2008 and 2009. In making its decisions pursuant to this
subsection, the Commission shall consult with the Secretary of Environment and
Natural Resources to receive advice as to whether the investor-owned public utility's
actual and proposed modifications and permitting and construction schedule are
adequate to achieve the emissions limitations set out in G.S. 143-215.107D. The
Commission shall issue an order pursuant to this subsection no later than
31 December 2007.

Pursuant to G.S. 62-133(b), Progress Energy and Duke Energy are allowed to
accelerate the cost recovery of their estimated environmental compliance costs over a
seven-year period beginning January 1, 2003 and ending December 31, 2009. During
that period, Progress Energy and Duke Energy, referred to collectively hereafter as the



investor-owned utilities (I0Us), are required to amortize $813 million and $1.5 billion,
respectively. Subsection (b) further provides that the IOUs shall amortize 70 percent of
said costs during the five-year period January 1, 2003 through December 31, 2007.
That requirement equates to $569.1 million for Progress Energy and $1.05 billion for
Duke Energy. According to information provided to the Commission by the IOUs, those
amounts had, in fact, been amortized at December 31, 2007, leaving original-estimate,
unamortized balances of $243.9 million® and $450 million? for Progress Energy and
Duke Energy, respectively, at December 31, 2007.

Progress Energy: On March 23, 2007, in Docket No. E-2, Sub 900, Progress Energy
filed a petition with the Commission seeking authorization (1) to amortize a total of
$243.9 million® of environmental compliance costs during calendar years 2008 and
2009; (2) to treat environmental compliance costs incurred by Progress Energy in
excess of $813 million as eligible for inclusion in Progress Energy’s rate base; (3) to
allow the accrual of allowance for funds used during construction (AFUDC) on all
environmental compliance costs in excess of $813 million; (4) to defer any
determination of the justness, reasonableness, and prudence of Progress Energy’s
environmental compliance costs in excess of $813 million, including associated AFUDC,
until Progress Energy’s next general rate case; (5) to find that Progress Energy’s
current estimate of its anticipated environmental compliance costs is the most accurate
available estimate of the cost that Progress Energy will incur to comply with the
emissions limitation provisions of the Act; and (6) to find that the matters raised by
Progress Energy’s petition should be resolved based on a record consisting of
comments and reply comments.

Progress Energy’s petition was scheduled for hearing and a number of parties
intervened, including the Public Staff — North Carolina Utilities Commission (Public
Staff) and the North Carolina Attorney General’s Office (Attorney General). Prior to the
hearing, Progress Energy filed a Stipulation Agreement (Settlement Agreement or
Stipulation) between the parties, except for the Attorney General.

A number of witnesses testified during the hearing, including Mike Abraczinskas,
an employee in the Division of Air Quality of DENR.* Witness Abraczinskas presented
testimony that Progress Energy’s actual and proposed Clean Smokestacks compliance
modifications and permitting and construction schedules are adequate to achieve the

! Progress Energy: $813 million less $569.1 million = $243.9 million.
% Duke Energy: $1.5 billion less $1.05 billion = $450 million.

% As noted above, this amount represents the unamortized balance of environmental compliance costs, as
originally estimated, at December 31, 2007.

* As indicated above, G.S. 62-133.6(d), in pertinent part, provides as follows: In making its decisions
pursuant to this subsection, the Commission shall consult with the Secretary of Environment and Natural
Resources to receive advice as to whether the investor-owned public utility's actual and proposed
modifications and permitting and construction schedule are adequate to achieve the emissions limitations
set out in G.S. 143-215.107D.



emissions limitations set out in G.S. 143-215.107D, indicating that Progress Energy is in
compliance with the Act.

Following the hearing and receipt and review of Progress Energy and the Public
Staff’'s Joint Proposed Order in support of all provisions of the Settlement Agreement,
the Attorney General's Brief,”> and certain additional information, the Commission, by
Order issued December 20, 2007, approved the Stipulation on a provisional basis,
subject to a review to be initiated by the Commission in 2009. Such review will consider
all reasonable alternatives and proposals relating to recovery by Progress Energy of its
environmental compliance costs under the Act in excess of $813 million beginning in
calendar year 2010 and thereafter. In particular, the Commission, in its Order
provisionally approving the Stipulation Settlement, ruled as follows:

1. That PEC's [that is, Progress Energy’s] actual and proposed
modifications and permitting and construction schedules under the Clean
Smokestacks Act are adequate to achieve the emissions limitations set
outin G.S. 143-215.107D.

2. That the most current and accurate estimate of PEC's cost to
comply with the requirements of G.S. 143-215.107D is the estimate of
$1.355 billion contained in the Company’s March 30, 2007 Annual Clean
Smokestacks filing made pursuant to G.S. 62-133.6(i). Any determination
of the justness, reasonableness, and prudence of PEC's actual
environmental compliance costs, including associated AFUDC, shall be
deferred until the Company’s next general rate case proceeding.

3. That PEC shall amortize a total of $813 million of Clean
Smokestacks Act environmental compliance costs by December 31, 2009.
Pursuant to G.S. 62-133.6(b), PEC shall amortize a total of $569.1 million
of environmental costs by December 31, 2007, and an additional
$243.9 million of such costs during calendar years 2008 and 2009. In
accomplishing such amortization, PEC shall be allowed the discretion to
amortize up to $174 million in either of the 2008 or 2009 calendar years.

4. That the appropriate ratemaking treatment for PEC to
recover its environmental compliance costs in excess of $813 million shall
not be finally determined at this time. The Commission shall, consistent
with the provisions of this Order, initiate a review of this matter in 2009, to
consider all reasonable alternatives and proposals relating to recovery by

® Although not a party to the Stipulation, the Attorney General recommended that, if the Commission
accepted the proposed Stipulation, the Commission’s Order should include a condition that Progress
Energy should agree not to seek recovery of any portion of the environmental compliance costs allocated
to the wholesale and South Carolina retail jurisdictions, even if those jurisdictions did not allow the
recovery of those allocated environmental compliance costs. The Attorney General further recommended
that the Commission’s Order include a condition that Progress Energy’s Clean Smokestacks costs would
be reviewed in 2009, for the purpose of considering possible additional accelerated amortization in 2010
and 2011.



PEC of its environmental compliance costs under the Clean Smokestacks
Act in excess of $813 million.

5. That no portion of any environmental compliance costs
directly assigned, allocated, or otherwise attributable to another
jurisdiction, either through stipulation or by Order of the Commission, shall
be recovered from PEC's North Carolina retail customers, even if recovery
of those costs is disallowed or denied, in whole or in part, in another
jurisdiction.

6. That PEC shall be allowed to accrue AFUDC on all
environmental compliance costs in excess of $813 million. The accrual of
AFUDC shall cease when construction of a Clean Smokestacks project is
complete and the associated facilities are placed in service. PEC shall,
not later than Monday, January 14, 2008, file (a) a statement setting forth
the calculation of its currently effective AFUDC rate; (b) a brief description
of each item entering into the calculation of said AFUDC rate; and (c) an
explanation of the mechanics of its AFUDC accrual procedures, including
the items to which the rate is applied.

7. That the amount by which the Power Agency’s joint
ownership share of the total environmental costs associated with the Mayo
and Roxboro 4 units exceeds the $37.9 million cap on those costs agreed
to by PEC and the Power Agency shall be treated in the same manner as
PEC's Clean Smokestacks costs in excess of $813 million, as ultimately
determined by the Commission.

Duke Energy: By Order issued March 9, 2007, in Docket No. E-7, Sub 829, the
Commission initiated a proceeding, instituted an investigation, and scheduled a hearing
in regard to the matter of Duke Energy’s environmental compliance costs, as required
by G.S. 62-133.6(d).° Said Order, among other things, required Duke Energy to prefile
testimony and exhibits setting forth the information and data upon which it would rely to
support its position and proposals made pursuant to the provisions of G.S. 62-133.6(d).
A number of parties intervened, including the Public Staff and the Attorney General.

Prior to the hearing, the parties filed an Agreement and Stipulation of Partial
Settlement, with regard to the consolidated proceedings, setting forth areas of
agreement and nonagreement among all of the parties of record. There were no areas
of disagreement with respect to matters involving Duke Energy’s compliance with the
Act, including matters involving Clean Smokestacks compliance costs.

® The Clean Smokestacks docket, Docket No. E-7, Sub 829, was consolidated for hearing with
Docket No. E-7, Sub 828, In the Matter of Duke Energy Carolinas, LLC — Investigation of Existing Rates
and Charges Pursuant to Regulatory Condition No. 76 as Contained in the Regulatory Conditions
Approved by Order Issued March 24, 2006, in Docket No. E-7, Sub 795.



In keeping with certain specific requirements of G.S. 62-133.6(d), which have
been previously noted, DENR presented the testimony of Brock Nicholson, Deputy
Director of the Air Quality Division, regarding Duke Energy’s compliance with the
emissions limitation provisions of the Act. Witness Nicholson testified, in effect, that
actions previously taken by Duke Energy, as of the date of his testimony, appeared to
be in accordance with the provisions and the requirements of the Act.

Following the hearing and receipt and review of briefs, proposed orders, and
certain additional information and following the issuance of the Commission’s Notice of
Decision and Order, the Commission, on December 20, 2007, issued Order Approving
Stipulation and Deciding Non-Settled Issues. As previously explained, there were no
non-settled issues with respect to Duke Energy’s Compliance with the Act. In particular,
the Commission, in its Order of December 20, 2007, in the present regard, found and
concluded as follows:

27. The Stipulating Parties agreed that they will not challenge as
unjust, unreasonable or imprudent Duke’s [that is, Duke Energy’s]
expenditures through December 31, 2006, for emission controls required
by the Clean Smokestacks Act (Environmental Compliance Costs) in the
amount of [$901.4 million]. The Commission finds and concludes, based
on the evidence of record, that these costs were reasonably and prudently
incurred.

28. The Commission finds and concludes that, as of
December 31, 2007, Duke will have amortized pursuant to
G.S. 62-133.6(d) a total of [$1.05 billion] in Environmental Compliance
Costs, as provided in the Stipulation.

29. The Stipulation eliminates [$225.2 million] of Environmental
Compliance Cost amortization from the test-period cost of service.l” The
Stipulating Parties agree that they will not contest the inclusion in rate
base of all prudent and reasonable unamortized Environmental
Compliance Costs as the projects are closed to plant in service, with such
Environmental Compliance Costs being allocated among all jurisdictions
and all customer classes. The Commission finds and concludes that this
treatment is just and reasonable, but makes no finding at this time as to
the reasonableness or prudence of any such unamortized Environmental
Compliance Costs. No portion of any Environmental Compliance Costs
directly assigned, allocated, or otherwise attributable to another
jurisdiction pursuant to Paragraph 7D of the Stipulation shall be recovered
from North Carolina retail customers, even if recovery of those costs is

' The Commission’s adoption of this provision of the Stipulation had the following effect: Effective
January 1, 2008, Duke Energy will record and recover no further accelerated amortization of Clean
Smokestacks compliance costs. But rather, all such unamortized costs will be subject to recovery
through the more traditional ratemaking practices and procedures employed by the Commission, as
governed by other provisions of Chapter 62 of the General Statutes.



disallowed or denied, in whole or in part, in another jurisdiction.
[Footnote added.]

30. Duke’s actual and proposed modifications and permitting and
construction schedule are adequate to achieve the emissions limitations
set out in G.S. 143-215.107D.

I1. Section 9(i) of the Act, Codified as Section 62-133.6(i) of the North Carolina
General Statutes

G.S. 62-133.6(i) provides: An investor-owned public utility that is subject to the
emissions limitations set out in G.S. 143-215.107D shall submit to the Commission and
to the Department of Environment and Natural Resources on or before 1 April of each
year a verified statement that contains all of the following [specified information]:

The following are the eleven subsections of G.S. 62-133.6(i) and the related
responses from Progress Energy and Duke Energy for each subsection:

1. G.S. 62-133.6(i)(1) requires: A detailed report on the investor-owned
public utility's plans for meeting the emissions limitations set out in G.S. 143-215.107D.

Progress Energy Response: "PEC originally submitted its compliance plan
on July 29, 2002. Appendix A [of the attached Progress Energy submittal dated
March 31, 2008, i.e., Attachment B] contains an updated version of this plan, effective
April 1, 2008. We continue to evaluate various design, technology and generation
options that could affect our future compliance plans."

Duke Energy Response: "Exhibits A and B [of the attached Duke submittal
dated March 27, 2008, i.e., Attachment A] outline the updated plan as of this date for
technology selections by facility and unit, projected operational dates, expected
emission rates, and the corresponding tons of emissions that demonstrate compliance
with the provisions of G.S. 143-215.107D.”

2. G.S. 62-133.6(i)(2) requires: The actual environmental compliance
costs incurred by the investor-owned public utility in the previous calendar year,
including a description of the construction undertaken and completed during that year.

Summary of Progress Energy Report: The actual environmental compliance
costs (capital costs) incurred by Progress Energy in calendar year 2007 were
$330.12 million. Progress Energy completed Clean Smokestacks Act work planned at
the Asheville and Lee plants and performed a significant amount of work at the Mayo
and Roxboro plants. Progress Energy successfully placed the Asheville Unit 1 selective
catalytic reduction (SCR) system into service in May 2007. At the Lee plant, tuning of
the Unit 3 Rotamix equipment for NOx control was completed and the system was
placed in service in March 2007. With respect to the Mayo plant, Progress Energy
executed contracts for the wastewater treatment bioreactor equipment and engineering
and initiated work on the wastewater treatment systems. At year-end, the Mayo



scrubber project was 41 percent complete. At the Roxboro plant, successful startup of
scrubbers were completed for Unit 2 on April 24, 2007, and for Unit 4 on
December 1, 2007, and construction for the scrubber project continued on the other two
units in 2007. Specific unit construction activities included, but were not limited to:
Unit 1 — completion of foundations for the booster fan and duct supports, completion of
fabrication of the duct, completion of the erection of the absorber shell and assembling
of the absorber internals began, erection of the pump-house and electrical building
structural steel began, as did installation of recycle pumps, bleed pumps, and booster
fans; Unit 3 - completed construction of foundations for duct support and booster fan,
installation of booster fans, installation of duct support steel and duct work, and
installation of the absorber internals and absorber hood/elbow and began preparing for
April 2008 tie-in outage and scrubber startup.

Summary of Duke Energy Report: The actual environmental compliance
costs incurred by Duke Energy in calendar year 2007 were $438.4 million. Of this total,
$209.1 million was incurred at the Allen Steam Station flue gas desulfurizations (FGD)
and $128.1 million at Belews Creek Steam Station FGD. Work at Allen included
completing site earthwork and access driveway; completion of all deep foundations,
major building foundations, and major equipment foundations; completion of initial tie-in
outages for Units 1-5 and installation of blanking plates; completion of construction of
stack shell; and completion of major process equipment procurement. At Belews Creek,
Duke Energy completed construction and commissioning of Unit 1 FGD, continued
construction and started commissioning of the Unit 2 FGD, and placed new Sanitary
Waste System into operation. For the remaining Steam Stations (Cliffside, Marshall,
Buck, Dan River, and Riverbend), Duke Energy reported that costs were incurred for a
variety of things such as installation and commissioning of selective noncatalytic
reduction (SNCR) equipment, installation of classifiers and burners, etc.

3. G.S. 62-133.6(i)(3) requires: The amount of the investor-owned
public utility's environmental compliance cost amortized in the previous calendar year.

Summary of Progress Energy and Duke Energy Reports: In 2007, Progress
Energy amortized $33.9 million and Duke Energy amortized $187.3 million.

4. G.S. 62-133.6(i)(4) requires: An estimate of the investor-owned
public utility's environmental compliance costs and the basis for any revisions of those
estimates when compared to the estimates submitted during the previous year.

Summary of Progress Energy Report: Progress Energy reported that its total
estimated net capital costs (that is, excluding the portion for which the Power Agency is
responsible) are currently projected to be between $1.5 billion and $1.6 billion, with the
current point estimate being $1.546 billion, an increase from the 2007 cost estimate of
$1.355 billion. Prior reports have discussed the cost impact of project scope changes
and the impact of significant increases in the cost of materials and labor which have
impacted construction projects across the Southeast. The current estimates continue to
reflect those impacts as well as the impact of additional planning, especially with



respect to the emission controls for Sutton Unit 3 and Cape Fear Units 5 and 6. The
current estimate for a dry scrubber at Sutton Unit 3, while still conceptual, reflects the
impact of more definitive site characteristics on the overall cost of the project. Space is
at a premium at this site, coastal location requires more stringent wind loading criteria,
and the soil characteristics are quite different from that of other plants with scrubbers.
Installation of the Furnace Sorbent Injection (FSI) test unit at Robinson is nearing
completion and the testing should begin this summer with operating results available by
the end of the year. The engineering knowledge gained from the FSI test system at
Robinson is being reflected in updated cost estimates to install FSI technology at Cape
Fear. Because of the increased cost for FSI technology, continuing development of dry
scrubber technology, changes in the fuel markets, the long-term impact of the EPA
Clean Air Interstate Rule (CAIR) requirements, and continuing evolution of resource
plans (including the impact of Senate Bill 3), Progress Energy has initiated a study to
revisit the compliance options for Cape Fear Units 5 and 6. At this time, Progress
Energy is maintaining an option for either FSI or dry scrubber technology, whichever the
studies indicate to be most cost-effective.

Progress Energy’s current cost estimate of $1.546 billion is $733 million, or
90 percent, higher than the original 2002 cost estimate of $813 million.

Summary of Duke Energy Report: Duke Energy reported that its current
expected costs are lower than the estimates provided in 2007. More specifically, in its
2008 report, the Company estimated its compliance costs to be $1.843 billion, as
compared to the $1.965 billion reflected in its 2007 report, a decrease of $122 million, or
6 percent (detailed in Exhibit C of Attachment A of the Duke Energy report). As stated
by Duke Energy, the reasons for this decrease were changes to the scope, schedule,
commercial terms, and cost estimates of Cliffside Unit 5 and Unit 6 to factor in a single
new unit layout, as well as unused contingency or risk items in earlier forecasts for
SNCR and burner projects.

Duke Energy’s current cost estimate of $1.843 billion is $343 million, or
23 percent, higher than the original 2002 cost estimate of $1.5 billion.

5. G.S. 62-133.6(i)(5) requires: A description of all permits required in
order to comply with the provisions of G.S. 143-215.107D for which the investor-owned
public utility has applied and the status of those permits or permit applications.

Summary of Progress Energy Response:

Roxboro Plant

e Updates for air permit for coal handling and limestone handling were issued.

e Air permit revision for diesel-fired emergency firewater pump was issued.

e Alternative Method of Reporting Annual Average Opacity for units equipped
with Flue Gas Desulfurization (FGD) was approved.

e A Renewal Title V air permit application was submitted.




Mayo Plant
e NPDES (National Pollutant Discharge Elimination System) Permit to construct

FGD wastewater treatment system was issued.
e NPDES permit modification for a mixing zone for chlorides was issued.
e Erosion and sedimentation control plan update was approved.

Lee Plant

e Title V air permit application was submitted in association with the
construction permit for the low NOx burner.

e NPDES permit revision approved for Rotamix Urea Injection System on
Unit 3.

Summary of Duke Energy Response:

Allen

e Received revision to NPDES permit to include FGD wastewater.

e DENR/ACOE (Army Corps of Engineers) Permit received regarding stream
crossing of entrance road.

e Air permit received for FGD and SNCRs (Selective Non-Catalytic Reductions)
on Units 2, 3, 4, and 5.

e Authorization to Construct (ATC) application for the wastewater treatment
system was approved.

e Several soil erosion and sedimentation control permits have been received.

e Stack contractor has received air permit associated with flue liner fabrication.

Belews Creek

e Received revision to NPDES permit to include FGD wastewater.

e Received initial erosion control permit.

e Landfill site suitability approved.

e Landfill construction plan — permit received.

e Air permit for FGD project received.

e ATC application for the wastewater treatment system was approved.
e ATC for constructed wetlands was approved.

e Received permit to construct sanitary waste lagoon.

e Received permit to decommission existing sewage lagoon.

e Received permit to operate the FGD residue landfill.

e Several soil erosion and sedimentation control plans have been approved.
Cliffside

e Air permit received for Unit 5 FGD.

Received revised NPDES permit.

Received FAA (Federal Aviation Administration) permit for stack.
Submitted landfill site suitability application.

10



Marshall

Several soil erosion and sedimentation control plans have been approved.
Landfill construction plan application received.

Landfill (lining) permit received.

Permit to operate Marshall FGD landfill received.

ATC application for solids removal system was approved.

ATC application for constructed wetlands was approved.

Air permits received for SNCRs on Units 1-4.

Riverbend
e Air permits received for SNCRs on Units 4-7.
e Burner permits received for Units 5 and 6.

Dan River
e Air permits received for Burners on Units 1-3.

Buck
e Air permits received for Burners on Units 3 and 4 and for SNCRs on Units 5
and 6.
6. G.S. 62-133.6(i)(6) requires: A description of the construction

related to compliance with the provisions of G.S. 143-215.107D that is anticipated
during the following year.

Summary of Progress Energy Response: See Appendix C of the attached
letter from Progress Energy dated March 31, 2008 (Attachment B of this report) for
details of construction and installation of equipment. At the Mayo plant, 2008
construction activities will focus on completion of the chimney liner and installation of
absorber internals. At Roxboro, commissioning activities are planned for Units 1 and 3
for the October and April tie-in outages, respectively.

Summary of Duke Energy Response: See attached letter from Duke Energy
dated March 27, 2008 (Attachment A), for details of construction anticipated for the next
year. Construction is planned at numerous facilities, including commissioning of Allen
Unit 1 FGD, commissioning of Allen Unit 5 SNCR, and startup of Belews Creek Unit 1
FGD and Unit 2 FGD.

7. G.S. 62-133.6(i)(7) requires: A description of the applications for

permits required in order to comply with the provisions of G.S. 143-215.107D that are
anticipated during the following year.

11



Progress Energy Response:

Roxboro Plant
e Erosion and sedimentation control plan revisions may be necessary as
construction plans are further developed.

Mayo Plant
e NPDES Permit: An ATC request for a new oil/water separator was submitted

on March 7, 2008 with a response expected by the end of April.
e Erosion and sedimentation control plan revisions may be necessary as
construction plans are further developed.

Sutton Plant

e An air permit application for construction of a Dry Scrubber for Unit 3 is
expected to be submitted during the fourth quarter 2008 with response
expected in the second quarter 2009.

Duke Energy Response:

Cliffside Steam Station Unit 5 FGD
¢ Landfill construction plan application anticipated September 2008.

Cliffside Steam Station Unit 6
e Air permit issued January 2008.

8. G.S. 62-133.6(i)(8) requires: The results of equipment testing
related to compliance with G.S. 143-215.107D.

Progress Energy Response: "Performance testing of the SCR at Asheville
Unit 1 was completed in October 2007. The testing indicated that the system met its
performance guaranteed emissions rate of 0.04 Ib NOx/MMBtu. Performance testing of
the SNCR system at Lee Unit 3 was completed in March 2007. The testing
demonstrated that the system met its performance guarantee of a 31% reduction in
NOXx emissions over the load range of the unit. Performance testing of the Scrubber at
Roxboro Unit 2 was completed in September 2007. The testing confirmed that the
scrubber achieved its performance guarantee of 97% SO, removal efficiency.”

Duke Energy Response: "No additional equipment related testing occurred in
2007." Duke Energy included SNCR and SCR tests performed in prior years in the
2008 report for reference.

9. G.S. 62-133.6(i)(9) requires: The number of tons of oxides of
nitrogen (NOXx) and sulfur dioxide (SO,) emitted during the previous calendar year from
the coal-fired generating units that are subject to the emissions limitations set out in
G.S. 143-215.107D.
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Both utilities determine their actual emissions through continuous emission monitoring
(CEM) data. The raw CEM data are recorded and verified by the utilities, and then
reported to the EPA.

Progress Energy Response: The affected coal-fired PEC units have
achieved a 59% reduction in NOx and a 25% reduction in SO, since 2002. The total
calendar year 2007 emissions from the affected coal-fired Progress Energy Carolinas
units are:

e NOXx 24,383 tons
e SO, 147,242 tons

It should be noted that 2007 marks the first limit imposed by the Clean Smokestacks
Act, specifically, 25,000 tons of NOx for Progress Energy. Progress Energy’s reported
NOx emissions for 2007 comply with the Clean Smokestacks Act limit. The Company’s
next steps are to reduce its SO, emissions to 100,000 tons for the 2009 calendar year,
and 50,000 tons for 2013.

Duke Energy Response: In the 2007 calendar year, the following were
emitted from the North Carolina-based Duke Energy coal-fired units:

e NOx 33,012.9 tons
e SO, 223,096.9 tons

As before, it should be noted that 2007 marks the first limit imposed by the Clean
Smokestacks Act, specifically, 35,000 tons of NOx for Duke Energy. Duke Energy’s
reported emissions for 2007 comply with the Clean Smokestacks Act NOx limit, but
Duke Energy must further reduce its NOx emissions to 31,000 tons for 2009. Duke
Energy’s next steps are to reduce SO, to 150,000 tons in 2009, and 80,000 tons in
2013.

10. G.S. 62-133.6(i)(10) requires: The emissions allowances described
in G.S. 143-215.107D(i) that are acquired by the investor-owned public utility that result
from compliance with the emissions limitations set out in G.S. 143-215.107D.

Progress Energy Response: “During 2007, PEC did not acquire any
allowances as a result of compliance with the emission limitations set out in N.C.
General Statute 143-215.107D.”

Duke Energy Response: “No emissions allowances have been acquired by
Duke Energy Carolinas resulting from compliance with the emissions limitations set out
in G.S. 143-215.107D.”

11. G.S. 62-133.6(i)(11) requires: Any other information requested by
the Commission or the Department of Environment and Natural Resources.
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Summary of DENR/DAQ Request: The DENR/DAQ submitted informational
requests to Progress Energy and Duke Energy on April 25, 2007. The information
requested, along with the information contained in the original March 30, 2007
submittals from Progress Energy and Duke Energy, support DENR/DAQ’s conclusion
that the plans and schedules of the companies appear adequate to achieve the
emission limitations set out in G.S 143-215.107D.

The information requested on April 25, 2007, among other things, concerned:
operational dates for control units at Progress Energy (answers outlined in Number 6
above); plan and timing if furnace sorbent injection (FSI) testing does not support the
FSI installation at Cape Fear (answer outlined in Number 4 above); whether plans for
maintaining NOx emissions at or below the cap(s) consider, for example, growth in
energy sales; and an inquiry on how year-to-year meteorological variability affects
energy demand and thus affects production from the coal-fired units and the related
SO, and NOx emissions.

Progress Energy Response: In response to the DENR/DAQ question, “What
are your plans for maintaining NOx emissions at or below the final (2007) cap
considering, for example, growth in energy sales?” Progress Energy responded as
follows: “PEC fully intends to comply with the annual NOx emissions cap. Planning for
NOx emissions is included with planning for unit generation, fuel consumption, and fuel
and operations costs. Year-to-date actual emissions with year-end projections are
continuously monitored and are updated weekly to ensure annual compliance. High
and low cases (energy, outages, performance, etc.) are continuously evaluated and
monitored to provide PEC with a range of potential scenarios in order to prepare for
additional actions to curb emissions, if needed.”

In response to the DENR/DAQ question on how year-to-year meteorological
variability affects energy demand and thus affects production from the coal-fired units
and the related SO, and NOx emissions, Progress Energy noted, “PEC’s base case
forecast uses a weather-normalized load and energy forecast. Deviations from normal
weather conditions increase or decrease system energy demand (depending on the
specific deviation) and thus can result in an increase or decrease in actual emissions.
For example, a hotter than normal summer would likely result in an increase in
emissions while a milder summer would likely result in lower emissions.”

Duke Energy Response: In response to the DENR/DAQ question, “What are
your plans for maintaining NOx emissions at or below the final (2009) cap considering,
for example, growth in energy sales?” Duke Energy noted, “The projections above
represent a system average capacity factor of 73%. To put this in perspective, the
highest annual fossil system capacity factor Duke has ever achieved was 69% in 2005.
The projection also includes a substantial amount of bulk power marketing (BPM) sales.
If we had BPM sales at a historical high, this could increase NOx emissions in the
900 tons range to account for this load.” Duke stated that they expect to have a
comfortable compliance margin even with off-system sales.
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In response to the DENR/DAQ question on how year-to-year meteorological
variability affects energy demand and thus affects production from the coal-fired units
and the related SO, and NOx emissions, Duke Energy noted:

. we are planning to a very high system average capacity factor.
Historically, we have had very hot summers and very cold winters but
have never achieved the 73% annual CF we are currently planning to.

In developing the appropriate compliance margin multiple scenarios
were considered that increased NOx emissions, including forced outages
at the nuclear units and units with SCR, increase in BPM sales. Through
this analysis it was determined that a 1,000 to 1,500 tons compliance
margin was needed going into any year. Though we are installing the
Marshall 3 SCR for the Charlotte 8 hour ozone attainment demonstration,
it also provides compliance margin for the North Carolina Clean
Smokestack Act (NC CSA).

The total NOx emissions and how each unit is performing is
trended on a weekly basis. If the system total NOx emissions were
trending above the firm NC CSA cap, we would attempt to achieve lower
NOx emissions from our generation stations without consideration of
performance. We would have the option to change the dispatch of units,
limit BPM sales and at a last resort, purchase power and shut down the
highest emitting generation units. Our plan is not to exceed the NC CSA
firm cap unless under a force majeure situation.

Summary of Commission Request: As observed in Part Il of this report
(Part II), Subsection (d) of G.S. 62-133.6, in pertinent part, provides as follows:

Subject to the provisions of subsection (f) of this section, the
Commission shall hold a hearing to review the environmental compliance
costs set out in subsection (b) of this section. The Commission may
modify and revise those costs as necessary to ensure that they are just,
reasonable, and prudent based on the most recent cost information
available and determine the annual cost recovery amounts that each
investor-owned public utility shall be required to record and recover during
calendar years 2008 and 2009. . .. The Commission shall issue an order
pursuant to this subsection no later than December 31, 2007.

As explained in Part Il, the Commission initiated proceedings and held hearings in
compliance with the foregoing statutory provisions. During these proceedings, the
Commission, among other things, received into evidence and/or the record(s) the
testimony of a number of expert witnesses, stipulations between the parties, and
responses to certain Commission informational requests. Based upon such information
and data, the Commission entered Orders ruling upon the present matters. The
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Commission’s actions, including its findings and conclusions, in pertinent part, are
summarized in Part Il and need not be repeated here.

V. Section 10 of the Act provides: It is the intent of the General Assembly that
the State use all available resources and means, including negotiation, participation in
interstate compacts and multistate and interagency agreements, petitions pursuant to
42 U.S.C. § 7426, and litigation to induce other states and entities, including the
Tennessee Valley Authority, to achieve reductions in emissions of oxides of nitrogen
(NOx) and sulfur dioxide (SO,) comparable to those required by G.S. 143-215.107D, as
enacted by Section 1 of this act, on a comparable schedule. The State shall give
particular attention to those states and other entities whose emissions negatively impact
air quality in North Carolina or whose failure to achieve comparable reductions would
place the economy of North Carolina at a competitive disadvantage.

DENR/DAQ and Department of Justice (Attorney General) Activities to
Implement this Section:

The State continues to pursue opportunities to carry forward the Legislature’s
objectives in Section 10 of the Act. The State reports the following recent activities and
developments:

1) On January 30, 2006, the State, through the Attorney General, sued the
Tennessee Valley Authority (TVA) in federal district court in Asheville. The suit alleges
that emissions of SO, and NOx from TVA's fleet of coal-fired power plants are
inadequately controlled and therefore create a public nuisance. The Attorney General
has asked the Court to require TVA to install NOx and SO, controls to abate the public
nuisance. In July 2006 the District Court denied TVA’s motions to dismiss the case, but
TVA appealed these rulings to the U.S. Court of Appeals in Richmond, Virginia. Oral
argument was not held until October 31, 2007 and as a result the District Court
postponed trial until the appeals court ruled. Meanwhile, the parties completed
discovery in the case. On January 31, 2008, the Fourth Circuit Court of Appeals upheld
the District Court’s decision that it had jurisdiction to hear North Carolina’s lawsuit. The
District Court thereafter denied TVA’s motions for summary judgment and scheduled
the case for trial in Asheville beginning on July 14, 2008. The trial is estimated to take
3-4 weeks. TVA has recently announced that its Board of Directors had approved the
expenditure of more than $600 million to install NOx and SO, controls on its John
Sevier plant, which is the closest TVA facility to North Carolina by 2012.

2) On July 8, 2005, the Attorney General filed in the United States Court of Appeals
for the District of Columbia Circuit (D.C. Circuit) a petition for review of the United States
Environmental Protection Agency’s (EPA) Clean Air Interstate Rule (CAIR). Among
other things, the State is alleging that CAIR fails to take into account significant air
quality problems in North Carolina, fails to guarantee a remedy to North Carolina
because the rule relies too heavily on the trading of pollution credits, and fails to require
controls to be installed expeditiously. While North Carolina is seeking to strengthen the
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rule, several other parties are challenging various bases for the rule. The Court heard
arguments in this matter on March 25, 2008. A decision is expected soon.

3) Also on July 8, 2005, the Attorney General filed a petition with the EPA
requesting that the EPA administratively reconsider certain aspects of CAIR. EPA
denied this petition. The Attorney General has asked the D.C. Circuit to review this
action as well, and this request was heard along with the CAIR case and will be decided
at the same time.

4) On March 18, 2004, the State filed a petition under 8126 of the Clean Air Act
requesting that EPA impose NOx and/or SO, controls on large coal-fired utility boilers in
13 upwind states that impact North Carolina’s air quality. On March 15, 2006, the EPA
denied the State’s petition. The Attorney General has filed a petition in the D.C. Circuit
seeking review of the denial of the petition. The Attorney General also petitioned EPA
for administrative reconsideration of the 8126 petition. This spring (2008), the Court
directed that this matter be stayed while the CAIR case was heard and further directed
that the parties advise the Court as to how the case should proceed within 30 days after
the Court rules on the CAIR matter.

5) Since the enactment of the Clean Smokestacks Act, the Attorney General and
DENR have on several occasions presented the Clean Smokestacks Act to other
jurisdictions to demonstrate leadership and prompt similar actions in surrounding areas
that impact North Carolina. On April 6, 2006, Governor Ehrlich of Maryland signed into
law the Healthy Air Act (2006 Md. Laws 301) -- a Clean Smokestacks-type law that
significantly limits emissions of SO, and NOx from large coal-fired utility boilers in
Maryland, and also regulates mercury and carbon dioxide emissions. Implementing
regulations took effect in January 2007.

6) The Attorney General is also reviewing a recently promulgated EPA rule that
exempts large stationary sources of NOx in Georgia from any summertime NOXx cap
under EPA’s “NOx SIP Call” rule. The NOx SIP Call rule was designed to help
downwind States reduce ambient levels of ozone.

V. Section 11 of the Act provides: The Environmental Management Commission
shall study the desirability of requiring and the feasibility of obtaining reductions in
emissions of oxides of Nitrogen (NOx) and Sulfur Dioxide (SO;) beyond those required
by G.S. 143-215.107D, as enacted by Section 1 of this act. The Environmental
Management Commission shall consider the availability of emission reduction
technologies, increased cost to consumers of electric power, reliability of electric power
supply, actions to reduce emissions of oxides of nitrogen (NOx) and sulfur dioxide (SO,)
taken by states and other entities whose emissions negatively impact air quality in North
Carolina or whose failure to achieve comparable reductions would place the economy of
North Carolina at a competitive disadvantage, and the environment, and the natural
resources, including visibility. In its conduct of this study, the Environmental
Management Commission may consult with the Utilities Commission and the Public
Staff. The Environmental Management Commission shall report its findings and
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recommendations to the General Assembly and the Environmental Review Commission
annually beginning 1 September 2005.

Note: Session Law 2006-79 changed the beginning date of the requirements of this
Section to September 1, 2007.

Environmental Management Commission and DENR Response: A letter
was submitted to the Environmental Review Commission from Dr. David Moreau,
Environmental Management Commission Chairman, dated November 8, 2007, which
stated the following:

“Since the Clean Smokestacks Act was passed in June 2002,
significant Federal regulatory changes have occurred. Specifically, the
Clean Air Interstate Rule (CAIR) requires North Carolina’s neighboring
states to achieve major reductions in NOx and SO, — reductions that
require installation of state-of-the-art control equipment. Although there
may be questions about the timing and emissions reductions of CAIR, the
Division of Air Quality (DAQ) believes CAIR will ultimately provide major
benefits to North Carolina’s air quality.

The Clean Smokestacks Act already requires that state of the art
control equipment be installed on many units in North Carolina. CAIR
annual NOy and SO, emissions budgets are even lower than those set by
the Clean Smokestacks Act. This could result in even more units in North
Carolina having state of the art control equipment applied.

Given the recent action by the Federal government regarding
power plant emissions, it is recommended that the study as to whether or
not further State action is required be deferred until an evaluation is made
of the progress of North Carolina and its neighbors in complying with
CAIR. The EMC would propose that the reporting begin on
December 1, 2013. This will give the specified electric generation facilities
in North Carolina time to implement their control strategies and will also
give the DAQ time to quantify the air quality impacts. Requiring reporting
prior to the complete implementation of these control strategies will
provide little new or beneficial information. Furthermore, the evolution of
new control technologies is fairly long term and it is recommended that the
frequency of the reporting thereafter be on a three-year basis.”

DENR notes that there is significant uncertainty regarding the continuing validity
of CAIR. Although the State has argued to the D.C. Circuit that CAIR must be
strengthened, others assert that the CAIR SO, and NOx programs are unlawful and
must be vacated. The State expects that the Court will decide the fate of CAIR during
the summer of 2008. Some aspects of this report may need to be reconsidered upon
that disposition.
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VI. Section 12 of the Act provides: The General Assembly anticipates that
measures implemented to achieve the reductions in emissions of oxides of nitrogen
(NOx) and sulfur dioxide (SO) required by G.S. 143-215.107D, as enacted by Section 1
of this act, will also result in significant reductions in the emissions of mercury from
coal-fired generating units. The Division of Air Quality of the Department of
Environment and Natural Resources shall study issues related to monitoring emissions
of mercury and the development and implementation of standards and plans to
implement programs to control emissions of mercury from coal-fired generating units.
The Division shall evaluate available control technologies and shall estimate the
benefits and costs of alternative strategies to reduce emissions of mercury. The
Division shall annually report its interim findings and recommendations to the
Environmental Management Commission and the Environmental Review Commission
beginning 1 September 2003. The Division shall report its final findings and
recommendations to the Environmental Management Commission and the
Environmental Review Commission no later than 1 September 2005. The costs of
implementing any air quality standards and plans to reduce the emission of mercury
from coal-fired generating units below the standards in effect on the date this act
becomes effective, except to the extent that the emission of mercury is reduced as a
result of the reductions in the emissions of oxides of nitrogen (NOx) and sulfur dioxide
(SOy) required to achieve the emissions limitations set out in G.S. 143-215.107D, as
enacted by Section 1 of this act, shall not be recoverable pursuant to G.S. 62-133.6, as
enacted by Section 9 of this act.

DAQ Actions to Implement this Section: The DAQ submitted reports in
September of 2003, 2004, and 2005, as required by this Section. The first report
primarily focused on the "state of knowledge" of the co-benefit of mercury control that
will result from the control of NOx and SO, from coal-fired utility boilers. Also,
preliminary estimates were made for this co-benefit for North Carolina utility boilers
based on the initial plans submitted by Progress Energy and Duke Energy. The second
report primarily focused on “definition of options”. The Division has also submitted the
third and final report titled Mercury Emissions and Mercury Controls for Coal-Fired
Electrical Utility Boilers. In 2006, DAQ developed a state mercury rule that goes beyond
the now-vacated federal Clean Air Mercury Rule (CAMR). The North Carolina mercury
rules, contained in Section 15A NCAC 02D .2500, became effective January 1, 2007.
The coal-fired units of Duke Energy and Progress Energy have to meet this State-only
requirement. This requirement is that the emissions of mercury from each coal-fired
unit at Duke Energy and Progress Energy have to be controlled to the maximum degree
that is technically and economically feasible or shut down by a prescribed date.

Although the courts have since vacated CAMR, and it is unclear when and how
EPA will respond, mercury reductions in North Carolina remain on schedule. The
controls needed to comply with the North Carolina Clean Smokestacks Act provide
significant co-benefits in the form of mercury emission reductions. Therefore, mercury
emission reductions in North Carolina will continue through the year 2013. By 2018, all
of the Duke Energy and Progress Energy units will either have controls in place or be
shut down, as a matter of State law. The North Carolina Clean Smokestacks Act
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greatly reduces mercury emissions (as a co-benefit of the NOx and SO, controls) from
sources within the State, and CAIR will provide similar mercury reductions from our
border states, thus further reducing mercury deposition in North Carolina.

VIl.  Section 13 of the Act provides: The Division of Air Quality of the
Department of Environment and Natural Resources shall study issues related to the
development and implementation of standards and plans to implement programs to
control emissions of carbon dioxide (CO;) from coal-fired generating units and other
stationary sources of air pollution. The Division shall evaluate available control
technologies and shall estimate the benefits and costs of alternative strategies to
reduce emissions of carbon dioxide (CO;). The Division shall annually report its interim
findings and recommendations to the Environmental Management Commission and the
Environmental Review Commission beginning 1 September 2003. The Division shall
report its final findings and recommendations to the Environmental Management
Commission and the Environmental Review Commission no later than
1 September 2005. The costs of implementing any air quality standards and plans to
reduce the emission of carbon dioxide (CO,) from coal-fired generating units below the
standards in effect on the date this act becomes effective, except to the extent that the
emission of carbon dioxide (CO;) is reduced as a result of the reductions in the
emissions of oxides of nitrogen (NOx) and sulfur dioxide (SO,) required to achieve the
emissions limitations set out in G.S. 143-215.107D, as enacted by Section 1 of this act,
shall not be recoverable pursuant to G.S. 62-133.6, as enacted by Section 9 of this act.

DENR Actions to Implement this Section: The DAQ submitted reports in
September of 2003, 2004, and 2005, as required by this Section. The first report
primarily focused on the "state of knowledge" and actions being taken or planned
elsewhere regarding CO, control from coal-fired utility boilers. The second report
primarily focused on “definition of options”. The DAQ submitted the third and final report
titled, “Carbon Dioxide (CO,) Emission Reduction Strategies for North Carolina”, to the
Environmental Management Commission and the Environmental Review Commission
as required. Numerous recommendations were set forth in this report, including a
recommendation for a North Carolina Climate Action Plan.

The North Carolina Global Warming/Climate Change Bill (HB 1191/SB 1134) was
enacted during the 2005 Session of the General Assembly. Along with the passage of
the bill, the North Carolina 2005 Session of the General Assembly passed the Global
Climate Change Act. This act established a Legislative Commission on Global Climate
Change (LCGCC). Additionally, a formalized stakeholder group, the Climate Action
Plan Advisory Group (CAPAG), was formed by DENR. The CAPAG’s purpose is to
evaluate, discuss, and formalize consensus-based recommendations for CO, and other
greenhouse gas reductions through a formal stakeholder process. Determination of
economic benefits to North Carolina will be assessed for each prospective
recommendation. The CAPAG will work in conjunction with the LCGCC in providing
periodic updates. The inaugural meeting of the CAPAG was held on February 16, 2006.
The CAPAG completed its work and has made recommendations regarding
56 mitigation options in the following five sectors: 1) Agriculture, Forestry, and Waste;
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2) Energy Supply; 3) Transportation and Land Use; 4) Residential, Commercial, and
Industrial; and 5) Cross Cutting (for issues that cut across different sectors, such as
establishing a greenhouse gas registry). The final draft report is on the CAPAG website
at http://www.ncclimatechange.us/. Also, the CAPAG has commissioned a secondary
economic analysis, including jobs impacts, by Appalachian State University (ASU). This
work is completed and is presently undergoing peer review. Upon completion, a
summary of the ASU work will be placed in the CAPAG report. Expected final
conclusion of the CAPAG work, including the ASU supplemental analysis, is expected
by mid-summer. One of the earlier recommendations of the CAPAG, a Renewable
Energy and Energy Efficiency Portfolio Standard (REPS), was enacted into law by the
North Carolina General Assembly last summer as Senate Bill 3 (SB3), and the Ultilities
Commission, in the context of an extensive rulemaking proceeding, has developed and
issued comprehensive rules implementing the provisions of SB3, including provisions
related to REPS.

VIIl.  Supplementary Information: As noted in earlier reports, the Public Staff - North
Carolina Utilities Commission (Public Staff) will audit the books and records of Progress
Energy and Duke Energy on an ongoing basis in regard to the costs incurred and
amortized in compliance with the provisions of the Act. The Public Staff has undertaken
such a review, focusing on the verification of costs related to complying with the Act, the
amortization of those costs, and the operating results of emission reduction equipment
installed by Progress Energy and Duke Energy.

The Public Staff filed its most recent reports in the present regard with the
Commission on May 20, 2008. Such reports, which are a continuation of the Public
Staff’s ongoing review, present an overview of certain work performed by the Public
Staff and its findings for the 12-month period ending December 31, 2007. Attached,
and made part of this report, are the Public Staff's reports for Duke Energy and
Progress Energy, Attachments C and D, respectively.

IX. Conclusions

The DENR/DAQ carefully reviewed and considered the information provided by
Progress Energy and Duke Energy in their March 27 and 31, 2008 compliance plan
submittals and their May 2007 supplemental submittals in response to informational
requests from DENR/DAQ on April 25, 2007.

Progress Energy has completed installation of its NOx controls and has met its
CSA NOx limit for 2007 through measured monitoring data. There is reason to believe
that it is on track to also meet its SO limits (100,000 tons in 2009 and 50,000 tons in
2013). Progress Energy’s SO, control plan includes putting scrubbers on eight units and
FSI on two others. Progress Energy’s 2004 SO, emissions were 195,655 tons with no
scrubbers. The 2007 emissions were reduced to 147,242 tons with two scrubbers
(Asheville) available the entire year and two others (Roxboro) available for part of the
year. Two more Roxboro units are to begin operation in 2008 and the Mayo unit in
20009. If two units for the full year and two others for part of the year were able to reduce
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SO, emissions from 195,655 tons (2004) to 147,242 tons (2007), then it is reasonable
that six units for a full year and a seventh for part of the year would reduce emissions to
100,000 tons in 2009. The air permits have been issued for the three units scheduled to
come online in 2008 and 2009. Additionally, DAQ field staff noted construction on the
Roxboro and Mayo units during inspections since February 2008.

Similarly, Duke Energy has met its CSA NOx limit for 2007 through measured
monitoring data. Its 2007 NOx emissions of 33,013 tons are below the 2007 limit of
35,000 tons. Duke Energy must further reduce its NOx emissions to 31,000 tons for
2009. An additional SNCR at Allen expected to come online this spring, along with other
NOx projects at Dan River, Marshall, and Riverbend, indicate that it is reasonable to
conclude that Duke Energy will also meet its 2009 NOx limit. Duke Energy’s SO, control
plan includes 12 scrubbers to meet limits of 150,000 tons in 2009 and 80,000 tons in
2013. The first unit came online in 2006 with two others in 2007, all at Marshall. These
units have so far reduced Duke Energy’s SO, emissions from 298,781 tons (2005) to
223,097 tons (2007). Two scrubbers at Belews Creek are due to come on line this year,
as are five scrubbers at Allen in 2009. The air permits for these units have been issued,
and the facilities have been inspected by DAQ since August 2007. An inspection in
March 2008 confirmed that one of the Belews Creek scrubbers is already operating.

The Commission has also carefully reviewed and considered the information and
data provided by the investor-owned public utilities in their 2008 Clean Smokestacks
annual reports. Further, as discussed elsewhere herein, the Commission has initiated
proceedings, held hearings, and issued Orders pursuant to the provisions of
G.S. 62-133.6(d). The Commission’s findings and conclusions in those regards are set
forth in Part Il of this report. As explained in Part I, both Progress Energy and Duke
Energy have met the statutorily imposed 70 percent accelerated amortization
requirement during the five-year period January 1, 2003 through December 31, 2007,
and procedures have been put in place by the Commission which provide for the
amortization/recovery of the remaining cost of compliance with the Clean Smokestacks
Act, assuming of course, that such costs are reasonable and prudently incurred.

In summary, it appears that the actions taken to date by Progress Energy and
Duke Energy are in accordance with the provisions and requirements of the
Clean Smokestacks Act. Further, the compliance plans and schedules proposed by
Progress Energy and Duke Energy appear adequate to achieve the emissions
limitations set out in G.S. 143-215.107D.
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Attachment A:

Attachment B:

Attachment C:

Attachment D:

Attachments

Duke Energy Carolinas, LLC, Clean Smokestacks Compliance Plan
Annual Update for 2008, Submitted by Cover Letter Dated
March 27, 2008

Progress Energy Carolinas, Inc. Annual North Carolina Clean
Smokestacks Act Compliance Report, Submitted by Cover Letter
Dated March 31, 2008

Report of the Public Staff on Costs Incurred and Amortized by Duke
Energy Carolinas, LLC in Compliance with Session Law 2002-4,
Filed on May 20, 2008

Report of the Public Staff on Costs Incurred and Amortized by

Progress Energy Carolinas, Inc. in Compliance With Session
Law 2002-4, Filed on May 20, 2008
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