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PLACE: Dobbs Building, Raleigh, North Carolina

DATE: Tuesday, September 18, 2018
TIME: 9:30 a.m. ~ 9:40 a.m.
LDOCKET NO: E-2, Sub 1173

BEFORE: Chairman Edward 8. Finley, Jr., Presiding
Commissioner ToNcla D. Brown-Bland
Commissioner Jerry (. Dockham
Commissioner James G. Patterson
Commissioner Lyons Gray
Commissioner Daniel G. Clodfelter

Commissioner Charlotte A. Mitchell

IN THE MATTER OF:
Application of Duke Energy Progress, LLC,
Pursuant to G.S. 62-133.2 and Commisgsion Rule R8-55
Relating to Fuel and Fuel-Related Cost Adjustments

for Electric Utilities.
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PROCEEDIUNGS

CHAIRMAN FINLEY: Let's come to order,
please. Good morning. My name is Edward Finley and
with me this morning are Commissioners ToNola D.
Brown-Bland, Jerry C. Dockham, James G. Patterson,
Lyons Gray, Daniel G. Clodfelter and Charlotte
Mitchell.

I now call for hearing Docket Number E-2,
Sub 1173, which is the Application by Duke Energy
Progress, Pursuant to G.S. 62-133.2 and Commissicn
Rule R8-55 Relating to Fuel and Fuel-Related Charge
Adjustments for Electric Utilities.

On June 20, 2018, Duke Progress filed its
Application to adjust the fuel and fuel-related cost
component of electric rates with the testimony and
exhibits and workpapers of Kendra A. Ward, the
testimony of Joseph Miller and Xelvin Henderson, and
the testimony and exhibits of Eric Grant and Kenneth
Church.

Cn July 2, 2017 -- that's 2018, the
Commission issued its Order Scheduling Hearing,
Requiring Filing of Testimony, Establishing Discovery
Guidelines and Requiring Public Notice.

On August 29, 2018, the Public Staff filed a

NORTH CAROLINA UTILITIES COMMISSION
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Notice of Piling of the Affidavits of Jenny Li and
Dustin Metz to the -- to be used as evidence at the
hearing scheduled pursuant to -- scheduled for
September 18, 2018,

Petitions to Intervene have been filed and
granted to the North Carolina Sustainable Energy
Asgociation, the Carolina Industrial Group for Fair
Utility Rates II, and the Carolina Utility Customers
Association.

On September 1¢, 2018, Duke filed a motion
requesting that their witnesses be excused from
attending the expert witness hearing on this date and
that the Commission accept Duke Energy Progress'
Application for Fuel Charges Adjustments.

All parties have agreed to waive cross
éxamination of the witnesses.

On September 2, 2018, the Commission ordered
that the Applicant's witnesses be excused from
appearing at the hearing and the testimony and
exhibits of the witnesses be received into evidence.

Pursuant to the State Ethiceg Act, I remind
members of the Commission of their duty to avoid
conflicts of interest, and ingquire whether any member

has a known conflict of interest with regard to the

NORTE CAROLINA UTILITIES COMMISSION
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matters coming before the Commission this morning in
this docket?
(No regponse)

There appear to be no conflicts, so we will
proceed. And I call upon the parties to annocunce
their appearances, beginning with the Applicant.

MR. KAYLOR: Thank you, Mr. Chairman.
Members of the Commission, Robert Kaylor appearing on
behalf of Duke Energy Progress.

MR. DWIGHT ALLEN: Mr. Chairman, Membersg of
the Commission, my name is Dwight Allen also appearing
on behalf of Duke Energy Progress.

MS. WARREN: Good morning, Chairman Finley
and Commissioners. My name is Warren Hicks with the
Law Firm of Bailey & Dixon appearing on behalf of
Carolina Industrial CGroup for Fair Utility Rates II.

MR. PAGE: Good morning, Chairman Finley and
Commissioners. I'm Robert Page representing Carolina
Utility Customers Association.

MR. JOSEY: Chairman, Mr. -- Commissioners,
my name 1s Robert Josey with the Public Staff. I'm
representing the Using and Consuming Public.

MR. SMITH: Ben Smith with the North

Carolina Sustainable Energy Assgociation.

NORTH CAROLINA UTILITIES CCMMISSION
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CHAIRMAN FINLEY: Mr., Josey, have you
identified any public witnesses in the hearing room
that wish to participate in this docket?

MR, JOSEY: We have not,

CHAIRMAN FINLEY: Are there any public
witnesses who wish to testify in this docket in the
hearing room?

(No response)

There appear to be no public witnesses that
wish to be heard and so we will proceed with the
Applicant.

MR. DWIGHT ALLEN: Thank you very much,

Mr. Chairman. First, I would like to thank the Public
Staff, and CIGFUR, and CUCA, and the North Carclina
Sustainable Energy Association for agreeing to the
admission of our testimony without cross examination.
We appreciate their cooperation and the discussions we
had with them.

The Company has filed a verified Application
in this docket consisting of four pages. There is
also a confidential Fuel Cost Recovery Rider attached
to the Application. We would ask that both the
verified Application and the confidential Fuel Cost

Adjustment Rider be entered into evidence, please.

NCRTE CAROLINA UTILITIES COMMISSION
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CHAIRMAN FINLEY: The Company's Application
and the fuel -- confidential Fuel Rider attachment
shall be entered into evidence.

(WHEREUPON, the Application of
Duke Energy Progress, LLC, is
admitted into evidence.)
(Confidential Fuel Cést Adjustment
Rider is admitted on page 37 as
Confidential Grant Exhibit 3.)

MR. DWIGHT ALLEN: Our first witness is
Kendra A. Ward. Ms. Ward filed testimony consigting
of 16 pages. We would ask that that testimony be
copied intoc the record as if given orally from the
gtand.

CHAIRMAN FINLEY: Ms. Ward's 16 pages of
testimony will be copied into the record as if given
orally from the stand.

{(WHEREUPON, the prefiled direct
testimony of KENDRA A. WARD is
copied into the record as if given

orally from the stand.)

NORTH CARCLINA UTILITIES COMMISSION
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PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

My name 1s Kendra A. Ward. My business address is 550 South Tryon Street,
Charlotte, North Carolina.

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

1 am a Rates Manager supporting both Duke Energy Carolinas, LLC (“DEC”) and
Duke Energy Progress, LLC (“DEP” or the “Company™).

PLEASE SUMMARIZE YOUR EDUCATION AND PROFESSIONAL
QUALIFICATIONS.

I have a Bachelor of Arts degree in Political Science and Ecoﬁomics from the
University of North Carolina at Chapel Hill and a Masters in Accounting from
Appalachian State University. [ am a certified public accountant licensed in the
State of North Carolina. I began my career in 2004 with Cherry, Bekaert &
Holland, LLP (now known as Cherry Bekaert, LLP) as a staff auditor. From 2006
until 2013 1 held various financial accounting and reporting roles at Cherry,
Bekaert, LLP; Wachovia Bank (now known as Wells Fargo) and The Shaw
Group, Inc. (now known as CB&I). In 2013, 1 started at Duke Energy as Lead
Accounting Analyst and held a variety of positions in the finance organization. I
joined the Rates Department in 2016 as Manager, Rates and Regulatory Filings.
HAVE YOU PREVIOUSLY TESTIFIED OR SUBMITTED TESTIMONY
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION?

Yes. I submitted testimony in DEP’s fuel and fuel-related cost recovery

proceedings in Docket No. E-2, Sub 1146,

DIRECT TESTIMONY OF KENDRA A. WARD Page 2
DUKE ENERGY PROGRESS, LLC DOCKET NO. E-2 SUB 1173
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ARE YOU FAMILIAR WITH THE ACCOUNTING PROCEDURES AND
BOOKS OF ACCOUNT OF DEP?

Yes. Duke Energy Progress’ books of account follow the uniform classification of
accounts prescribed by the Federal Energy Regulatory Commission (“FERC”),
WHAT IS THE PURPOSE OF YOUR TESTIMONY?

The purpose of my testimony is to present the information and data required by
North Carolina General Statutes (“N.C. Gen. Stat.”) § 62-133.2(c) and (d) and
Commission Rule R8-55, as set forth in Ward Exhibits 1 through 8, along with
supporting workpapers. The test period used in supplying this information and data
is the period April 1, 2017 through March 31, 2018 (“test period™), and the billing
period is December 1, 2018 through November 30, 2019 (“billing period™).

WHAT IS THE SOURCE OF THE ACTUAL INFORMATION AND DATA
FOR THE TEST PERIOD?

Actual test period kilowatt hour (“kWh™) generation, kWh sales, fuel-related
revenues, and fuel-related expenses were taken from the Company’s books and
records, These books, records, and reports of the Company are subject to review hy‘
the regulatory agencies that regulate the Company’s electric rates.

In addition, independent auditors perform an annual audit to provide
assurance that, in all material respects, internal accounting controls are operating
effectively and the Company’s financial statements are accurate.

WERE WARD EXHIBITS 1 THROUGH 8 PREPARED BY YOU OR AT
YOUR DIRECTION AND UNDER YOUR SUPERVISION?
Yes, these exhibits were either prepared by me or at my direction and under my

supervision, and consist of the following:

DIRECT TESTIMONY OF KENDRA A, WARD Page 3
DUKE ENERGY PROGRESS, LI.C DOCKET NO.E-28UB 1173
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Exhibit 1: Summary Comparison of Fuel and Fuel-Related Costs Factors.

Exhibit 2:
Schedule 11 Fuel and Fuel-Related Costs Factors - reflecting a
94.1% proposed nuclear capacity factor and projected
billing period megawatt hour (“MWh”) sales.
Schedule 2:  Fuel and Fuel-Related Costs Factors - reflecting a
94.1% nuclear capacity factor and normalized test
period sales.
Schedule 3:  Fuel and Fuel-Related Costs Factors - reflecting an
90.0% North  American Electric  Reliability
Corporation (“NERC™) five-year national weighted
average nuclear capacity factor for comparable units
and projected billing period MWh sales.
Exhibit 3:
Page 1: Calculation of the Proposed Composite Expericnce
Modification Factor (“EMF”) rate.
Page 2: Calculation of the EMF for residential customers.
Page 3. Calculation of the EMF for small general service
CUStOIMETs,
Page 4: Calculation of the EMF for medium general service
customers.
Page 5: Calculation of the EMF for large general service
customers.
Page 6: Calculation of the EMF for lighting customers,
DIRECT TESTIMONY OF KENDRA A, WARD Page 4
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Exhibit 4: MWh Normalized Sales, Fuel Revenue, and Fuel and Fuel-Related
Expense, as well as System Peak for the test period.
Exhibit 5: Nuclear Capacity Ratings.
Exhibit 6: Calculation of Fuel EMF Deficiency Rates.
Exhibit 7: March 2018 Monthly Fuel Reports.
1) March 2018 Monthly Fuel Report required by NCUC Rule
R8-52.
2) March 2018 Monthly Base Load Power Plant Performance
Report required by NCUC Rule R8-53.
Exhibit 8: Proposed Fuel EMF Deficiency Rider FED-1.
PLEASE EXPLAIN WHAT IS SHOWN ON WARD EXHIBIT 1.
Ward Exhibit 1 presents a summary of fuel and fuel-related cost factors, including
the current fuel and fuei-related cost factors, the fuel and fuel-related cost factors
using the NERC five-year average nuclear capacity factor using projected billing
period sales, the fuel and fuel-related cost factors using the proposed capacity factor
and normalized test period sales, and the proposed fuel and fuel-related cost factors.
Exhibit 1 also shows the fuel EMF deficiency rates.
WHAT FUEL AND FUEL RELATEPRP COST FACTORS DOES DEP
PROPOSE FOR INCLUSION IN RATES FOR THE BILLING PERIOD?
The Company proposes that fuel and fuel-related costs factors shown in the table
below be reflected in rates during the billing period. The factors that DEP proposes
in this proceeding incorporate a 94.1% nuclear capacity factor as testified to by
Company witness Henderson, projected fossil fuel costs as testified to by Company

witness Grant, projected nuclear fuel costs as testified to by Company witness

DIRECT TESTIMONY OF KENDRA A. WARD Page 5
DUKE ENERGY PROGRESS, LLC DOCKET NO.E-2 8UB 1173




10

11
12

13

14

15

16

Church, and projected reagents costs as testified to by Company witness Miller. The
components of the proposed fuel and fuel-related cost factors by customer class, as

shown on Ward Exhibit | in cents per kWh (“cents/kWh™), are:

Small Medum tage
e General . General  General :
.. o Residential  Service . Service | Serwvice Lighting
T | cents/KWR conts/KWh _ cents/kWh _ cents/KOWh . conts/KWh |
Proposed Fuel and Fuei Related Costs cents/kWh 2311 1586 2477 1757 2251
EMF Increment/(Dacrement) cents/kWh . 0575 0363 0343 1038 0885 .
EMF Interest Decrement cents/kWh B P
Net Fuel and Fuel Related Costs Factors cents/kWh 2886 2319 2.830 2795 3136
O WHAT IS THE IMPACT TO CUSTOMERS’ BILLS IF THE PROPOSED

FUEL AND FUEL-RELATED COST FACTORS ARE APPROVED BY THE

COMMISSION?

A. If the proposed fuel and fuel-related cost factors are approved, there will be a 6.4%
increase, on average, in customers’ bills. The table below shows both the proposed
and existing fuel and fuel-related cost factors (without regulatory fee).

Small ._ .Medium o i.érge
) ~ General General General
Residentiat  Service Service  Service Lighting
cents/KWh centsfXWh  cents/KWh cents/l_(Wh cents/KWh

Proposed Factors cents/kWh 2.886 2.919 2.820 2.795 3.136

Current Factors cents/kWh 2179 2121 2.258 2.417 1.657

Q. WHAT ARE THE KEY DRIVERS IMPACTING THE PROPOSED FUEL
AND FUEL-RELATED COSTS FACTOR?

A. The largest component of the increase is the collection of $224.3 million of under-
collected fuel costs related to the EMF increment, in contrast to the $10.9 million of
over-collected fire] costs and interest included in the existing EMF decrement.

DIRECT TESTIMONY OF KENDRA A. WARD Page 6
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HOW DOES DEP DEVELOP THE FUEL FORECASTS FOR ITS
GENERATING UNITS?
For this filing, DEP used an hourly dispatch model in order to generate its fuel
forecasts. This h.ourly dispatch model considers the latest forecasted fuel prices,
outages at the generating units based on planned maintenance and refueling
schedules, forced outages at generating units based on historical trends, generating
unit performance parameters, and expected market conditions associated with power
purchases and off-system sales opportunities. In addition, the mode! dispatches
DEP’s and DEC’s generation resources with the joint dispatch optimizing the
generation fleets of DEP and DEC.
PLEASE EXPLAIN WHAT IS SHOWN ON WARD EXHIBIT 2,
SCHEDULES 1, 2, AND 3 INCLUDING THE NUCLEAR CAPACITY
FACTORS.
Exhibit 2 is divided into three schedules. Schedule 1 sets forth the determination of
the prospective fuel and fuel-related costs, The calculation uses the nuclear capacity
factor of 94.1% as explained by Company witness Henderson in his testimony, and
provides the forecasted MWh sales for the billing period on which system
generation and costs are based. Schedule 2 also uses the proposed capacity factor of
94.1% along with normalized test period kWh generation, as prescribed by NCUC
Rule R8-55(e)3), which requires the use of the methodology adopted by the
Commission in the Company’s last general rate case.

The Capacity factor shown on Schedule 3 is prescribed in NCUC Rule R8-
55(d)(1). The normalized five-year national weighted average NERC nuclear

capacity factor is 90.0%. This capacity factor is based on the 2012 through 2016

DIRECT TESTIMONY OF KENDRA A. WARD Page 7
DUKE ENERGY PROGRESS, LL.C
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data reported in the NERC’s Generating Unit Statistical Brochure (“NERC
Brochure”) for comparable units. A projected billing period kWh generation was
also used for Schedule 3 as required by NCUC Rule R8-55(d)(1).

Page 2 of Exhibit 2, Schedules 1, 2, and 3, presents the calculation of the
proposed fuel and fuel-related costs factors by customer class resulting from the
allocation of renewable, cogeneration, and qualifying facility capacity costs by
customer class on the basis of production plant as described in paragraph 26 of the
Order in the Company’s general rate case in Docket No. E-2, Sub 1023.

Page 3 of Exhibit 2, Schedules 1, 2, and 3 shows the allocation of system
fuel costs to North Carolina retail jurisdiction, and the calculation of DEP’s
proposed fuel and fuel-related cost factors for the rcsideﬂtiai, small general service,
medium general service, large general servic-e, and lighting classes, exclusive of
regulatory fee, using the uniform percentage average bill adjustment method.
PLEASE SUMMARIZE THE METHOD USED TO ADJUST TEST PERIOD
KWH GENERATION IN WARD EXHIBIT 2 SCHEDULES 2 AND 3.

The metbodology used by DEP in its most recent general rate case for determining
generation mix is based upon generation dispatch modeling used on Ward Exhibit 2,
Schedule 1. For purposes of this filing, as a proxy for generation dispatch modeling,
Ward Exhibit 2 Schedules 2 and 3 adjust the coal generation produced by the
dispatch model. For example, on Exhibit 2, Schedule 2, which is based on the
proposed capacity factor and normalized test period sales, DEP decreased the level
of coal generation to account for the difference between forecasted generation and

normalized test period generation.

DIRECT TESTIMONY OF KENDRA A. WARD Page 8
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On Exhibit 2, Schedule 3, which is based on the NERC capacity factor, DEP
mncreased the level of coal generation to account for the decrease in nuclear
generation.  The decrease in nuclear generation results from assuming an 90.0%
NERC nuelear capacity factor compared to the proposed 94.1% nuclear capacity
factor.

DID YOU DETERMINE THAT DEP’S ANNUAL INCREASE IN THE
AGGREGATE AMOUNT OF THE COSTS IDENTIFIED IN SUBSECTIONS
(4), {5), (6), (10) AND (1I) OF N.C. GEN. STAT. § 62-133.2(A1) DID NOT
EXCEED 2.5% OF ITS NC RETAIL GROSS REVENUES FOR 2017, AS
REQUIRED BY N.C. GEN, STAT. § 62-133.2(A2)?

The Company’s analysis shows that the annual increase in the amount recoverable
under the relevant sections of the statute exceeded 2.5% of DEP’s gross revenues for
the NC retail jurisdiction for the preceding calendar year. A large portion of the
forecasted increase in costs relates to the new subsection (10} of the statute, which
provides for inclusion in fuel costs of total delivered costs associated with purchases
from qualifying facilities under PURPA. As a result of this exceedance,
$57,234,383 of DEP’s forecasted costs for purchased power for the billing period
will not be included in the proposed fuel billing factors in this proceeding as shown
on Ward Exhibit 2, Schedule I, Page 3. In future fuel proceedings, the forecasted
costs will be trued up to actual costs incurred. The resulting true-up amounts will
be part of the evaluation of the 2.5% cap. In addition, a reduction in the forecasted
purchased powér was also reflected in the fuel and fuel-related costs factors based on
normalized sales on Exhibit 2, Schedule 2, Page 3 and fuel and fuel-related costs

factors based on the NERC five-year national weighted average nuclear capacity

DIRECT TESTIMONY OF KENDRA A. WARD Page &
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WARD EXHIBIT 3 SHOWS THE CALCULATION OF THE TEST PERIOD
(OVER)YUNDER RECOVERY BALANCE AND THE EMF RATE. HOW
DID ACTUAL FUEL EXPENSES COMPARE WITH FUEL REVENUE
DURING THE TEST PERIOD?

Ward Exhibit 3, Pages 1 through 6, demonstrates that for the test period, the
Company experienced a net under-recovery of $182.5 million for the combined
customer classes. When adjusted for the previously deferred under-recovery of
$41.9 million, discussed later in my testimony, the total under-recovery amount
requested in this proceeding is $224.3 million. The table below shows the

breakdown of this total amount by customer class.

. Small Mediurm Large
_ Generaf General General .
. Residential ~ Service Service Service Lighting
_ ] ) ce_ntle\A_lh_ gent_s/_ KWwh _ cents/KWh  cents/KWh _cents/K_Wh
EMPF (over)/ under Coliection of Fuel - {Smillion) $ 898 § 69 $ 378 & 866 5 32
EMF Interest Costs {5 million) $ -8 -5 -3 - %

The test period (over)/under collection amount was determined each month
by comparing the amount of fuel revenue collected for each class to actual fuel and
fuel-related costs incurred by class. The revenue collected is based on actual
monthly sales for cach class. Actual fuel and fucl-related costs incurred were first
allocated to NC retail jurisdiction based on jurisdictional sales, with consideration
given to any fuel and fuel-related costs or benefits that should be directly assigned.
The North Carolina retail amount is further allocated among customer classes as
follows: capacity-related purchased power costs were allocated among customer
classes based on production plant allocators from DEP’s cost of service study, All

other fuel and fuel-related costs were allocated among customer classes based on

DIRECT TESTIMONY OF KENDRA A, WARD Page 10
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allocation factors determined using the uniform percentage average bill adjustment
method used in the previous fuel! proceeding. The under-recovered amounts above
include the deferred under-recoverd balance of $41.9 million carried forward from
the prior year filing, E-2, Sub 1146. The table below shows the breakdown of this

amount by customer class.

o Small  Medium  targe
: ... General General  General
. Residential  Serviee Service Service Lighting

 tents/KWh  cents/KWh _cents/KWh  cents/KWh - cents/KWh

EMF [over}/ under Collection of PY Deferred Fue! - (§ million} ¢ 213 % ws - 8 178 § 18

Q.

HAS DEP HANDLED THE DEFERRED UNDER-RECOVERED BALANCE
FROM THE PRIOR YEAR FILING (E-2, SUB 1146) AS STATED IN
TESTIMONY IN THAT DOCKET?

Yes. In my supplemental testimony in Docket E-2, Sub 1146 [ stated the following:
“In its 2018 fuel proceeding, DEP will follow its normal practices to compute the
EMEF component of its fuel rates to address any over or under collection of the fuel
and fuel-related cost for the test period of the 2018 case. The deferred amount of
$41.9 million, broken down by customer class, will be added into the proposed 2018
EMF amounts for each customer class and billed in the rate period of December
2018 — November 2019. DEP will also follow its normal practices to propose the
appropriate fuel and fuel-related costs for the rate period of its 2018 fuel case, which
will be unaffected by the deferred recovery of the $41.9 million.” In this proceeding
DEP is inchuding the deferred under-recovered amounts for the residential, small
general service, large general service, and lighting classes in Ward Exhibit 3, Pages

1 through 6 as part of the EMF rate.

DIRECT TESTIMONY OF KENDRA A. WARD Page 11
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PLEASE EXPLAIN WHAT IS SHOWN ON WARD EXHIBIT 4.

As required by NCUC Rule R8-55(e)(1) and (e)(2), Ward Exhibit 4 sets forth test
period actual MWh sales, the customer growth MWh adjustment, and the weather
MWh adjustment. Test period MWh sales were normalized for weather using a 30-
year period, as used it DEP’s last general rate case (Docket No. E-2, Sub 1142) and
fuel and fuel-related cost recovery proceeding (Docket No. E-2, Sub 1146).
Customer growth was determined using regression analysis for residential, small
general service, and lighting classes, and a customer-by-customer analysis for
medium and iarge general service customers. Ward Exhibit 4 also sets forth actual
test period fuel-related revenue and fuel expense on a total Company basis and for
North Carolina Retail. Finally, Ward Exhibit 4 shows the test period peak demand
for the system and for North Carolina Retail customer classes.

PLEASE IDENTIFY WHAT IS SHOWN ON WARD EXHIBIT 5.

Ward Exhibit § sets forth the capacity ratings for each of DEP’s puclear units, in
compliance with Rule R8-55(e)(12).

PLEASE EXPLAIN WHAT IS SHOWN ON WARD EXHIBIT 6.

Ward Exhibit 6 calculates the rate to recover a revenue deficiency related to a fuel
EMF that expired and was removed from billed rates on November 30, 2017, but
was inadvertently included in the calculation of the compliance rates filed effective
March 16, 2018. The rate calculated in Ward Exhibit 6 will recover the
undercollection without interest for the time period March 16, 2018 — May 31, 2018.
Ward Exhibit &8 provides the Company’s proposed Fuel EMF Deficiency Rider,
which will remain in effect for a 12-month period expiring on and after Novmeber

30, 2019. Starting June 1, 2018, there will be corrected compliance tariffs that
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remove the expired, prior-year fuel EMF going forward.

bO YOU BELIEVE DEPS FUEL AND FUEL-RELATED COSTS
INCURRED IN THE TEST YEAR ARE REASONABLE?

Yes. As shown on Ward Exhibit 7, DEP’s test year actual fuel and fuel-related costs
were 2.704 cents/kWh. Key factors in DEP’s ability to maintain lower fuel and fuel-
related rates include its diverse generating portfolio mix of nuclear, coal, natural gas,
and hydro; lower natural gas and coal prices; the capacity factors of its nuclear fleet;
and fuel procurement strategies that mitigate volatility in supply costs. Other key
factors include the combination of DEP’s and DEC’s respective skills in procuring,
transporting, managing and blending fuels, procuring reagents, and the increased and
broader purchasing ability of the combined Company, as well as the joint dispatch of
DEP’s and DEC’s generation resources. Company witness Henderson discusses the
performance of DEP’s nuclear generation fleet, and Company witness Miller
discusses the performance of the fossiVhydro/solar fleet, as well as the chemicals
that DEP uses to reduce emissions. Company witness Grant discusses fossil fuel
procurement strategies and merger fuel-related savings, and Company witness
Church discusses DEP’s nuclear fuel costs and procurement strategies.

iIN DEVELOPING THE PROPOSED FUEL AND FUEL-RELATED COST
FACTORS, WERE THE FUEL COSTS ALLOCATED IN ACCORDANCE
WITH N.C. GEN. STAT. § 62-133.2(A2)?

Yes, the costs for which statutory guidance is provided have been allocated in
compliance with N.C. Gen. Stat. § 62-133.2(a2). These costs arc described in
subsections (4), (5), (6), (10) and (11) of N.C. Gen. Stat. § 62-133.2(al) and the

allocation methods are specified in paragraph 31 of DEP’s last general rate case
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Order in Docket No. E-2, Sub 1142. Capacity-refated purchased power costs in
subsections (5), (6) and (10) are allocated based upon the production plant allocator
from the latest annual cost of service study, using the cost of service methodology
approved in DEP’s most recent rate case, Docket No. E-2, Sub 1142. Subsection (4)
costs and non-capacity costs in subsections (6) and (10) are allocated in the same
manner as all other fucl and fuel-related costs, using a uniform percentage average
bill adjustment method,

HOW ARE THE OTHER FUEL COSTS ALLOCATED FOR WHICH
THERE IS NO SPECIFIC GUIDANCE IN N.C. GEN. STAT. § 62-133.2(A2)?
System costs are allocated to NC retail jurisdiction based on jurisdictional sales, with
consideration given to any fuel and fuel-related costs or benefits that should be
directly assigned. Costs are further allocated among customer classes using the
uniform percentage average bill adjustment methodology in setting fuel rates in this
fuel proceeding. DEP proposes to use the same uniform percentage average bill
adjustment methodology to adjust its fuel rates to reflect a proposed increase in fuel
and fuel-related costs as it did in its 2017 fuel and fuel-related cost recovery
proceeding in Docket No. E-2, Sub 1146.

PLEASE EXPLAIN THE CALCULATION OF THE UNIFORM
PERCENTAGE AVERAGE BILL ADJUSTMENT METHOD SHOWN ON
WARD EXHIBIT 2, PAGE 3 OF SCHEDULES 1, 2, AND 3.

Ward Exhibit 2, Page 3 of Schedule 1 shows DEP’s proposed fuel and fuel-related
cost factors for the residential, small general service, medium general service, large
general service, and lighting classes, exclusive of regulatory fee. The uniform bill

percentage change of 6.4% was calculated by dividing the fuel and fuel-related cost
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increase of $226 million for North Carolina retail by the normalized annual North
Carolina retail revenues at current rates of $3.5 billion. The cost increase of $226
million was determined by comparing the total proposed fuel rate per kWh to the
total fuel rate per kWh cumrently being collected from customers, and multiplying
the resulting increase in fuel rate per kWh by projected North Carolina retail kWh
sales for the billing period. The proposed fuel rate per kWh equals the sum of: (1)
the rate necessary to recover projected period fuel costs; (2) the proposed composite
EMF increment/(decrement) rate; and (3) the proposed EMF decrement interest rate
(as computed on Ward Exhibit 3, page 1), Ward Exhibit 2, Page 3 of Schedules 2
and 3 uses the same calculation, but with the methodology as prescribed by NCUC
Rule R8-55(¢)(3) and NCUC Rule R8-55(d)(1), respectively.

HOW ARE SPECIFIC FUEL AND FUEL-RELATED COST FACTORS FOR
EACH CUSTOMER CLASS DERIVED FROM THE UNIFORM PERCENT
ADJUSTMENT COMPUTED GN WARD EXHIBIT 2, PAGE 3 OF
SCHEDULES 1,2, AND 3?

In each of Ward Exhibit 2, Page 3 of Schedules 1, 2, and 3, the equal percent
increase for each customer class is applied to current annual revenues by customer
class to determine a dollar amount of increase for each customer class. The dollar
increase 1s divided by the projected billing period sales for each class to derive a
cents/kWh increase. The current total fuel and fuel-related cost factors for each class
arc adjusted by the proposed cents/kWh increase or decrease to get the proposed
total fuel and fucl-related cost factors. The proposed total fuel factors are then
separated into the prospective and EMF components by subtracting the EMF

components for each customer class (EMF components computed on Ward Exhibit
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3, Page 2, 3, 4, 5, and 6) to derive the prospective rate component for each customer
class. This breakdown of projected fuel and fuel-related cost factor and EMF
increment/ (decrement) is shown on Ward Exhibit 2, Page 2 of Schedules 1, 2, and
3.

DO THE PROPOSED RATES INCLUDE THE NET GAIN OR LOSS ON
THE SALE OF BY-PRODUCTS FOR BENEFICIAL REUSE FROM THE
SUTTON COAL PLANT?

No. All net gains or losses related to the sale of by-products for beneficial reuse
from the Sutton coal plant were removed from the fuel filing in compliance with ihe
order in DEP’s general rate case, Docket E-2, Sub 1142,

HAS THE COMPANY FILED WORKPAPERS SUPPORTING THE
CALCULATIONS, ADJUSTMENTS, AND NORMALIZATIONS AS
REQUIRED BY NCUC RULE R8-55(E)(11)?

Yes. The work papers supporting the calculations, adjustments, and normalizations
are included with the filing in this proceeding.

DOES THIS CONCLUDE YOUR PRE-FILED DIRECT TESTIMONY?

Yes, it does.
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MR. DWIGHT ALLEN: Ms. Ward alsc filed as
part of her testimony eight exhibits. Some of those
exhibits were one-page exhibitg. Exhibit 2 consgisted
of three schedules consisting of multiple pages to
those schedules. Exhibit 3 consisted of six pages.
Exhibit 7 had a series of schedules, 10 schedules
actually; Schedule 3 had four pages and then had an
additional four pages listed as Schedule B; Schedule 5
had twe pages, and Schedule 6 had three pages, and
Schedule 10 had six pages. And we would ask that her
exhibits, including the Schedules and the multiple
rage exhibits, that they all be introduced into
evidence in- their entirety.

CHAIRMAN FINLEY: All of Mg. Ward's exhibits
and schedules and so forth that has been recounted by
Mr. Allen are admitted into evidence.

(WHEREUPON, Ward Exhibits 1 - 8,
including Schedules are admitted
into evidence.)

ME. DWIGHT ALLEN: Mg. Ward also had
attached to her workpapers -- or a series of
workpapers, and there were actually 14 of those
workpapers. In addition to the 14, there was also

Workpapers 7A and 7B. Workpaper Number 10 consisted
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of two pages. The rest of them -- well, Workpaper
Number 14 algoc had A and B. So we would ask that all
of her workpapers from number 1 through number 14B
also be entered into evidence.
CHATIRMAN FINLEY: Ms. Ward's Workpapers 1
through 14 are admitted into evidence.
(WHEREUPON, Ward Workpapers 1 - 14
are admitted into evidence.)
MR. DWIGHT ALLEN: The next witness ig Eric
S. Grant. Mr. Grant submitted testimony on fogsil
fuel purchasing consisting of eight pages. And we
would ask that Mr. Grant's testimony be copied into
the record as if given orally from the witness stand.
CHAIRMAN FINLEY: Mr. Grant's eight pages of
prefiled testimony will be copied into the record as
if given orally from the stand.
(WHEREUPCN, the prefiled direct
testimony of ERIC S. GRANT is
copied into the record as if given

orally from the stand.)
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PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

My name is Eric S. Grant. My business address is 526 South Church Street,
Charlotte, North Carolina 28202,

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

I am Vice President, Fuels & Systems Optimization for Duke Energy
Corporation (“Duke Energy”). In that capacity, T lead the organization
responsible for the purchase and delivery of coal, natural gas, fuel oil, and
reagents to Duke Energy’s regulated generation fleet, including Duke Energy
Progress, LLC (“Duke Energy Progress,” “DEP,” or the “Company”) and Duke
Energy Carolinas, LLC (“DEC”) (collectively, the “Companies™. In addition, 1
manage the fleet’s power trading, system optimization, energy supply analytics,
and contract administration functions.

PLEASE SUMMARIZE YOUR EDUCATIONAL AND PROFESSIONAL
EXPERIENCE.

I have a Bachelor of Science degree in Electrical Engineering from North
Carolina State University. I joined Progress Energy in 1990, as an engineer in
the Nuclear Engineering Department. From 2000-2006, 1 held a variety of
management  positions within  Progress Energy’s System Planning and
Operations Department, including managing system operations for what is now
DEP and Duke Energy Florida (DEF). In 2007, I became General Manager for
the DEF Combined Cycle and Combustion Turbine Generation Fleet. 1 joined
Duke Energy i July 2012 as the Managing Director of System Optimization,
the position which I held until April 2017. I assumed my current position in

April 2017. T am also a licensed professional engineer in the state of North
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HAVE YOU TESTIFIED BEFORE THIS COMMISSION IN ANY
PRIOR PROCEEDING?

Yes. [ testified in support of DEC’s 2017 fuel and fuel-related cost recovery
application in Docket No. E-7, Sub, 1163,

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS
PROCEEDING?

The purpose of my testimony is to describe DEP’s fossil fuel purchasing
practices, provide actual fossil fuel costs for the period April 1, 2017 through
March 31, 2018 (“test period”) versus the period April 1, 2016 through March
31, 2017 (“prior test period”), and describe changes projected for the billing
period of December 1, 2018 through November, 30 2019 (“billing period™).
YOUR TESTIMONY INCLUDES THREE EXHIBITS. WERE THESE
EXHIBITS PREPARED BY YOU OR AT YOUR DIRECTION AND
UNDER YOUR SUPERVISION?

Yes. These exhibits were prepared at my direction and under my supervision,
and consist of Grant Exhibit 1, which summarizes the Company’s Fossil Fuel
Procurement Practices, Grant Exhibit 2, which summarizes total monthly natura}
gas purchases and monthly contract and spot coal purchases for the test period
and prior test period, and Grant Exhibit 3, which summarizes the fuels related
transactional activity between DEC and Piedmont Natural Gas Company, Inc.
(“Piedmont”) for spot commodity transactions during the test period, as required

by the Merger Agreement between Duke Energy and Piedmont, of which DEP
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receives an allocated portion based on its pro rata share of the overall gas plant
burns for the respective month.

HOW DOES DEP OPERATE ITS PORTFOLIO OF GENERATION
ASSETS TO RELIABLY AND ECONOMICALLY SERVE ITS
CUSTOMERS?

Both DEP and DEC utilize the same process to ensure that the assets of the
Companies are reliably and economically committed and dispatched to serve
their respective customers. To that end, both companies consider numerous
factors such as the latest forecasted fuel prices, transportation rates, planned
maintenance and refueling outages at the generating units, generating unit
performance parameters, and expected market conditions associated with power
purchases and off-system sales opportunitics in order to determine the most
economic and reliable means of serving their respective customers,

PLEASE DESCRIBE THE COMPANY’S DELIVERED COST OF COAL
AND NATURAL GAS DURING THE TEST PERIOD.

The Company’s average delivered cost of coal per ton for the test period was
$80.82 per ton, compared to $80.26 per ton in the prior test period, representing
an increase of approximately 1%. This includes an average transportation cost
of $29.42 per ton in the test period, compared to $28.03 per ton in the prior test
period, representing an increase of approximately 5%. The Company’s average
price of gas purchased for the test period was $4.68 per Million British Thermal
Units ("“MMBtu”), compared to $4.00 per MMBtu in the prior test period,
representing an increasce of approximately 17%. The cost of gas is inclusive of

gas supply, transportation, storage and financial hedging.
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DEP"S coal burn for the test period was 3.9 million tons, compared to a
coal burn of 4.7 million tons in the prior test period, representing a decrease of
approximately 16%. The Company’s natural gas burn for the test period was
169.4 million MMBt, compared to a gas burn of 170.0 million MMBtu in the
prior test period, representing a decrease of approximately 0.4%. The primary
contributing factors were changes in (1) weather driven demand, and (2)
commodity prices.

PLEASE DESCRIBE THE LATEST TRENDS IN COAL AND
NATURAL GAS MARKET CONDITIONS.

Coal markets continue to be in a state of flux due to a number of factors,
meluding: (1) uncertainty around proposed, imposed, and stayed U.S.
Envirommental Protection Agency (“EPA™) regulations for power plants; (2}
continued abundant natural gas supply and storage resulting in lower natural gas
prices, which has lowered overall domestic coal demand; (3) continued changes
in global market demand for both steam and metallurgical coal; (4) uncertainty
surrounding regulations for mining operations; and (5) tightening supply as
bankruptcies, consolidations and company reorganizations have allowed coal
suppliers to restructure and settle into new, lower on-going production levels,

With respect to natural gas, the nation’s natural gas supply has grown
significantly over the last several years and producers continue to enhance
production techniques, enhance efficiencies, and lower production costs.
Natural gas prices are reflective of the dynamics between supply and demand
factors, and in the short term, such dynamics are influenced primarily by

seasonal weather demand and overall storage inventory balances. In addition,
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there continues to be growth in the natural gas pipeline infrastructure needed to
serve increased market demand, However, pipeline infrastructure permitting and
regulatory process approval efforts are taking longer dite to increased reviews
and interventions, which can delay and change planned pipeline construction and
COMMISSIoning tming.

Over the longer term planning horizon, natural gas supply is projected to
continue to increase along with the needed pipeline infrastructure to move the
growing supply o meet demand related to power generation, liquefied natural
gas exports and pipeline exports to Mexico.

WHAT ARE THE PROJECTED COAL AND NATURAL GAS
CONSUMPTIONS AND COSTS FOR THE BILLING PERIOD?

DEP’s current coal bum projection for the billing period is 2.3 million tons,
compared to 3.9 million tons consumed during the test period. DEP’s billing
period projections for coal generation may be impacted due to changes from, but
not limited to, the following factors: (1) delivered natural gas prices versus the
average delivered cost of coal; (2) volatile power prices; and (3) electric demand.
Combining coal and transportation costs, DEP projects average delivered coal
costs of approximately $81.65 per ton for the billing period compared to $80.82
per ton in the test period. This cost, however, is subject to change based on, but
not limited to, the following factors: (1) exposure to market prices and their
impact on open coal positions; (2) the amount of non-Central Appalachian coal
DEP 1s able to consume; (3) performance of contract deliveries by éuppliers and
railroads which may not occur despite DEP’s strong contract compliance

monitoring process; (4) changes in transportation rates; and (5) potential
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additional costs associated with suppliers’ compliance with legal and statutory

- changes, the effects of which can be passed on through coal contracis.

DEP’s current natural gas bumn projection for the billing period is
approximately 171.8 million MMBtu, which is an increase from the 169.4
million MMBtu consumed during the test period. The current average forward
Henry Hub price for the billing period is $2.81 per MMBtu, compared to $3.03
per MMBtu in the test period. Projected natural gas burn volumes will vary
based on factors such as, but not limited to, changes in actual delivered fuel costs
and weather driven demand.

WHAT STEPS IS DEP TAKING TO MANAGE PORTFOLIO FUEL
COSTS?

The Company continues to maintain a comprehensive coal and natural gas
procurement strategy that has proven successful over the years in limiting
average annual fuel price changes while actively managing the dynamic
demands of its fossil fuel generation fleet in a reliable and cost effective manner.
With respect to coal procurement, the Company’s procurement strategy includes
(1) having an appropriate mix of term contract and spot purchases for coal; (2)
staggering coal contract expirations in order to limit exposure to forward market
price changes; and (3) diversifying coal sourcing as economics warrant, as well
as working with coal suppliers to incorporate additional flexibility into their
supply contracts. The Company conducts spot market solicitations throughout
the year to supplement term contract purchases, taking into account changes in
projected coal burns and existing coal inventory levels,

The Company has implemented natural gas procurement practices that

DIRECT TESTIMONY OF ERIC 8. GRANT Page 7
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include periodic Request for Proposals and shorter-term market engagement
activities to procure and actively manage a reliable, flexible, diverse, and
competitively priced natural gas supply. These procurement practices include
confracting for volumetric optionality in order to provide flexibility in
responding to changes in forecasted fuel consumption, Lastly, DEP continues to
maintain a short-term financial natural gas hedging plan to manage fuel cost risk
for customers via a disciplined, structured execution approach.
Q. DOES THIS CONCLUDE YOUR PRE-FILED DIRECT TESTIMONY?

Yes, it does.
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MR. DWIGHT ALLEN: Mr. Grant had three
exhibits attached to his testimony. Exhibits 1 and 2
were exhibits consisting of two pages each. Grant
Confidential Exhibit Number 3 is a confidential
exhibit. And we would ask that those three exhibits
also be entered in to evidence in their entirety.

CHAIRMAN FINLEY: Mr. Grant's three exhibits
are entered into evidence, and with Exhibit 3 marked
confidential.

(WHEREUPON, Grant Exhibits 1, 2
and Confidential Exhibit 3 are
admitted into evidence.)

MR. DWIGHT ALLEN: We alsoc had the testimony
cf Mr. Joseph A. Miller consisting of 12 pages. We
would ask that Mr. Miller's testimony be copied into
the record as if given orally from the witness stand.

CHAIRMAN FINLEY: Mr. Miller's testimony of
12 pages is copied into the record as though given
orally from the stand.

(WHEREUPON, the prefiled direct
testimony of JOSEPH A. MILLER is
copied into the record as if given

oralily from the stand.)
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PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

My name is Joseph A. Miller, Jr. and my business address is 526 South Church
Street, Charlotte, North Carolina 28202,

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

I am Vice President of Central Services for Duke Energy Business Services, LLC
(“DEBS”). DEBS is a service company subsidiary of Duke Energy Corporation
(“Duke Energy”) that provides services to Duke Energy and its subsidiaries,
including Duke Energy Progress, LLC (“DEP” or the “Company”’) and Duke Encrgy
Carolinas, LLC (“DEC™),

PLEASE BRIEFLY DESCRIBE YOUR EDUCATIONAL AND
PROTESSIONAL BACKGROUND.

I graduated from Purdue University with a Bachelor of Science degree in
mechanical engineering. I also completed twelve post graduate level courses in
Business Administration at Indiana State University. My career began with Duke
Energy (d/b/a Public Service of Indiana) in 1991 as a staff engineer at Duke Energy
Indiana’s Cayuga Steam Station. Since that time, I have held various roles of
increasing responsibility in the generation engineering, maintenance, and operations
areas, including the role of station manager, first at Duke Energy Kentucky’s East
Bend Steam Station, followed by Duke Energy Ohio’s Zimmer Steam Station. I was
named Gencral Manager of Analytical and Investments Engineering in 2010, and
became General Manager of Strategic Engineering in 2012 following the merger
between Duke Energy and Progress Energy, Inc. 1 became the Vice President of

Central Services in 2014,
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WHAT ARE YOUR DUTIES AS VICE PRESIDENT OF CENTRAL
SERVICES?

In this role, I am responsible for providing engineering, environmental compliance
planning, generation and regulatory strategy, technical services, and maintenance
services, for Duke Energy’s fleet of fossil, hydroelectric, and solar (collectively,
“Fossil/Hydro/Solar™) facilities.

HAVE YOU TESTIFIED OR SUBMITTED TESTIMONY BEFORE THIS
COMMISSION IN ANY PRIOR PROCEEDINGS?

Yes. 1 have filed testimony before the North Carolina Utilities Commission
(*Commission” or “NCUC”) in DEP’s 2016 and 2017 annual fuel and fuel-related
cost recovery proceedings (Docket Nos. E-2, Subs 1107 and 1146), as well as
DEC’s 2017 and 2018 annual fuel and fuel-related cost recovery proceedings
{Docket Nos. E-7, Subs 1129 and 1163).

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS
PROCEEDING?

The purpose of my testimony is to (1) describe DEP’s Fossil/Hydro/Solar generation
portfolio and changes made since the 2017 fuel cost recovery proceeding, as well as
those expected in the near term, (2) discuss the performance of DEP’s
Fossi/Hydro/Solar facilities during the period of April 1, 2017 through March 31,
2018 (the “test period™), (3) provide information on significant Fossil/Hydro/Solar
outages that occurred during the test period, and (4) provide information concerning

environmental compliance efforts,
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Q. PLEASE DESCRIBE DEP'S FOSSIL/HYDRO/SOLAR GENERATION
PORTFOLIO.
A, The Company’s Fossil/Hydro/Solar generation portfolio consists of 9,268

megawatts (“MWs”) of generating capacity, made up as follows:

Coal-fired - 3,544 MWs
Combustion Turbmes - 2,867 MWs
Combined Cycle - 2,568 MWs
Hydro - 227 MWs
Solar' - 62 MWs

The 3,544 MWs of coal-fired generation resources represent three generating
stations and a total of seven units. These units are equipped with emission control
equipment, including selective catalytic reduction (“SCR™) equipment for removing
nitrogen oxides (“NOx™), flue gas desuifurization (“FGD” or “scrubber”) equipment
for removing sulfur dioxide (“S02”), and low NOx burners. This inventory of coal-
fired assets with emission control equipment enbances DEP’s ability to maintain
current environmental compliance and concurrently utilize coal with increased sulfur
content, thereby providing flexibility for DEP to procure the most cost-effective

options for fuel supply.

The Company has a total of 33 simple cycle combustion turbine (“CT”)

units, the larger 14 of which provide 2,183 MWs. These 14 units are located at the

! This value represents the relative dependable capacity contribution to meeting summer peak demand, based
on the Company’s integrated resource planning metrics. The nameplate capacity of the Company’s solar
facilities is 141 MWs,
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Asheville (NC), Darlington (SC), Smith Energy (NC), and Wayne County (NC)
facilities, and are equipped with water injection and/or low NOx burners for NOx
control. The 2,568 MWs shown above as “Combined Cycle ” (“CC™) represent four
power blocks. The HF Lee Energy Complex CC power block (“HF Lee CC”) has a
configuration of three CTs and one steam turbine. The two power blocks located at
the Smith Energy Complex (“Richmond CC™) consist of two CTs and one steam
turbine each. The Sutton Combined Cycle at Sutton Energy Complex (“Sutton CC”)
consists of two CTs and one steam turbine. The four CC power blocks, are equipped

with SCR equipment, and all nine CTs have low NOx burners.

The Company’s hydro fleet consists of 15 units providing 227 MWs of
capacity and its solar fleet consists of four sites with 141 MWs of nameplate

capacity which provide 62 MWs of relative dependable capacity.

WHAT CHANGES HAVE OCCURRED WITHIN THE
FOSSIL/HYDRO/SOLAR PORTFOLIO SINCE DEP’S 2017 ANNUAL FUFL
AND FUEL-RELATED COST RECOVERY PROCEEDING?

Sutton CT Unit 1 retired in March 2017, which reduced capacity by 11 MWs.
Sutton CT 2A ard 2B were retired in July 2017, which reduced capacity by 48
MWs. Corresponding with the retirements, the Company brought online two new
fast start CTs at Sutton in July 2017, adding 39 MWs of capacity for each CT for a
total of 78 MWs of capacity. Darlington CT Unit 9 retired in June 2017, which

reduced capacity by 50 MWs,

DIRECT TESTIMONY OF JOSEPH A. MILLER, JR. Page 5
DUKE ENERGY PROGRESS, LLC DOCKET NO.E-2 SUB 1173




St
P il














































































































































