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PROCEEDI NGS

CHAIR M TCHELL: Al right. Good norning,
everyone. It is alittle after 8:30, so we will go ahead
and get started. Let’s go back on the record, please.
W will begin this norning wwth the Public Staff’s cross
exam nation of the Hager/Pirro/Huber panel, and | believe
Ms. Ednondson, we are with you

MR. SOVERS: Chair Mtchell?

CHAIR M TCHELL: Yes. | believe that's M.
Soners. |Is that -- am|l right?

MR, SOMVERS: Yes.

CHAIR M TCHELL: Ckay.

MR. SOVERS: Yes, ma'am This is Bo Soners.
have one quick prelimnary matter, if that’ s okay.

CHAIR M TCHELL: Ckay. Proceed, please.

MR. SOMERS: Ckay. So the panel for the
Conpany that will follow the panel that’s up nowis Ms.
Barnes and M. Schnei der.

CHAIR M TCHELL: Ckay.

MR SOMERS: And the only party that indicated
cross for M. Schneider was the Attorney General’s
Ofice. M. Force |let ne know | ast evening that they
decided not to cross him so | wanted to alert the

Commi ssion. So to the extent that the Conm ssion may

North Carolina Utilities Commission
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have questions, obviously, we'll be happy to have M.
Schnei der appear. To the extent the Conm ssion did not
have questions for him we could ask to excuse himand
put his testinony into the record as a matter of just
shortening the tine that we’re on today.

CHAIR M TCHELL: Ckay. Let nme -- I wll ask ny
col l eagues at this point in tinme if anyone has questions
for w tness Schneider?

(No response.)

CHAIR M TCHELL: Conm ssioners, anyone have
questi ons?

COW SSI ONER MeKI SSI CK: No questi ons.

MR. MOORE: WMadam Chair, this is Tirrill Moore
wi th Justice Center, et al.

CHAIR M TCHELL: AIl right. M. Moore, you nay
proceed.

MR MOCRE: W actually have a few questions
for M. Schneider. | hate to drag himin here just for
that, but | believe we did indicate that we would have a
few questions for M. Schneider as well.

MR. SOMERS. M apol ogies, Chair Mtchell and
M. ©Moore. | thought your questions were for Ms. Barnes
on prepay, so we'll be happy to have hi mon.

CHAIR M TCHELL: Ckay. Al right. Wll, we'll

North Carolina Utilities Commission
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1 go ahead and proceed with the Barnes/ Schnei der panel as
2 pl anned. Any other prelimnary matters before we get

3 started?

4 (No response.)

5 CHAIR M TCHELL: Hearing none, M. Ednondson,
6 you may proceed.

7 JANI CE HAGER, LON HUBER,

8 and M CHAEL J. PIRRO Havi ng been previously affirned,
9 Testified as foll ows:

10 CROSS EXAM NATI ON BY Ms. EDMONDSON:

11 Q Good norning. |’m Lucy Ednondson with the

12 Public Staff. And as Ms. Downey indicated yesterday, ny
13 questions are directed to M. Pirro. Good norning, M.
14 Pirro. M. Pirro, youre famliar wth the settlenents
15 bet ween Duke Energy Carolinas and Harris Teeter and Duke

16 Energy Carolinas and the Commercial G oup?

17 A Yes, | am
18 Q Al right.
19 MS. EDMONDSON: |'d like to mark Public Staff

20 38 as Public Staff Pirro/ Hager Cross Exam nati on Exhi bit
21 Nunmber 3 and Public Staff 39 as Public Staff Pirro/ Hager
22  Cross Exam nation Exhibit Nunber 4.

23 CHAIR M TCHELL: Al right, Ms. Ednondson. The

24 docunents wll be so marked.

North Carolina Utilities Commission
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1 (Wher eupon, Public Staff Pirro/ Hager
2 Cross Exam nation Exhibit Nunbers

3 3 and 4 were marked for

4 I dentification.)

5 Q And M. Pirro, Public Staff Pirro/ Hager Cross

6 Exam nation Exhibit Nunber 3 is the original Settlenent
7  Agreenent between Duke Energy Carolinas and Harris

8 Teeter, correct?

9 A | have that.

10 Q Excuse ne?

11 A | have that -- yes. | have that in front of
12 me.

13 Q Ckay. And M. Pirro, Public Staff Pirro/ Hager

14 Cross Exam nation Exhibit Nunmber 4 is the original

15  Settl enment Agreenent between Duke Energy Carolinas and
16 the Commercial G oup, correct?

17 A Yes. That is correct.

18 Q And woul d you agree that these two settlenents

19 are very simlar?

20 A Yes, they are.

21 Q Now, the provisions of the two settlenents |’d
22 | i ke to discuss involve rate OPT-V.

23 V5. EDMONDSON:  Madam Chair, |1'd like to mark

24 Public Staff 40 as Public Staff Pirro/ Hager Cross

North Carolina Utilities Commission
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|

Exam nati on Exhi bit Nunber 5.
2 CHAIR M TCHELL: Al right. The docunment wll

3 be so narked.

4 (Wher eupon, Public Staff Pirro/ Hager
3) Cross Exam nation Exhibit Nunmber 5

6 was marked for identification.)

7 Q M. Pirro, do you have that exhibit before you?
8 A Yes, | do.

9 Q And M. Pirro, would you agree this cross

10 exam nation exhibit is not the conplete set of proposed
11 rates, but the first page of Exhibit B to the Application
12 as well as the tariff for OPT-V?

13 A Yes. That is correct.

14 Q And M. Pirro, could you give us a general

15 description of the OPT-V rate?

16 A Sure. Well, the OPT-V rate was devel oped back
17 out of case -- | believe it was Docket E-7, Sub 1026. It
18 was a conbination of OPT-G H, and |, and this new OPT-V
19 offering was forned. There was a fully vetted process

20 with CUCA and CIGFUR as part of that, along with Public
21 Staff. And this design has seven different options based
22 on voltage level, Transm ssion Primary and Secondary, and
23 within the Primary and Secondary offerings there’'s three

24 different size levels, Small, Medium Large.

North Carolina Utilities Commission
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1 Q kay. And what is the OPT-VSS rate?
2 A That woul d be Secondary service Small custoner.
3 Q And on that exhibit -- Cross Exam nation

4 Exhi bit Nunber 5, where is the VSS rate on the tariff

5 page?

6 A That woul d be on page 2.

7 Q Ckay. And is that at Roman Nuneral 1117

8 A That is correct.

9 Q And we are only discussing the -- the

10 Settl ement Agreenents only deal with the Small; is that

11 correct?

12 A Yes. The Settlenent Agreenents with the

13 Commercial Goup and Harris Teeter deal with Secondary
14 Smal | .

15 Q And woul d |I assune that they are -- they only
16 fall under that category?

17 A That is correct.

18 Q All right. In the two Settlenent Agreenents
19 that we have nmarked as Public Staff Pirro/Hager Cross

20 Exam nation Exhibits Nunber 3 and 4, paragraph -- if you
21 could | ook at paragraph 2 of each of those agreenents.
22 A Yes. | have that in front of ne.

23 Q They both state that any Gid I nprovenent Pl an

24 cost allocated to OPT-V custoners shall be recovered

North Carolina Utilities Commission
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1 through the OPT-V demand charges?
2 A Yes. That is correct.
3 Q Coul d the demand charges be avoi ded by the

4  OPT-V custoner?

5 A Was the question can the demand charges be

6 avoi ded?

7 Q Yes. Could they avoid the demand charges to

8 some extent?

9 A No.
10 Q Couldn’t they lower their peak denand?
11 A Yeah. They could | ower their peak demand, but

12 the custoners within this Secondary Snall are generally
13 simlar type of custoners who are typically high | oad
14  factor custoners.

15 Q Wul dn’t you agree that the higher the demand
16 charge, the nore cost that they could avoi d?

17 A If | heard the question correctly, the higher
18 the demand charge, the nore cost that they could avoid.
19 Well, if they were to reduce any demand billed units,

20 then, yes, they could reduce cost.

21 Q It’s sinple logic, right?
22 A (Wtness nods affirmatively.)
23 Q And wouldn’t this provision also | ower the

24 energy charge for all hours?

North Carolina Utilities Commission
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1 A No. So this section to the settlenent is

2 referring to how the Conpany would recover Gid

3 | mprovenent Pl an cost, and so for the OPT-V class, since
4  these custoners have demand neters and they're billed on
5 demand, we find it reasonable to be able to allocate and
6 recover those costs through a denmand bill type conponent.
7 Q So are they all going to be recovered through
8 t hese custoners one way or the other?

9 A Al OPT-V custoners, whether they' re

10 Transm ssion, Primary, or Secondary Serve, any Gid

11 | mprovenent Pl an cost woul d be recovered via denmand
12 char ge.
13 Q And none of these charges woul d be recovered

14  from any other custoners?

15 A That is correct. Any cost allocated to OPT-V
16 would be recovered via demand, and there would be no

17  subsidization to any other custoners within any other

18 cl asses.

19 Q And if we could | ook at paragraph 3 of both of
20 these agreenents regarding the OPT-VSS rate.

21 A Yes. |’'’mlooking at that now.

22 Q The off-peak energy charge is set at 3.0222
23 cents per kWh and the on-peak rate shall be increased at

24 hal f a percent?

North Carolina Utilities Commission
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A Yes. \What that section says is that the off
peak woul d be set at .030222, and the on-peak energy
shall be increased by a percentage anmount that is equa
to half of the overall percentage increase awarded to the
OPT-V Secondary Smal | rate schedul e.

Q Now, did DEC already include this provision in
the interimrates it filed August 13th, 20207

A Yes, it did.

Q And that only applied to VSS Smal| custoners;
Is that correct?

A That is correct.

Q And the Medium and Large custoners, their rates
in the interimrates, they went up nore than --

A Yes. And Ms. Ednondson, it’s inportant to know
that -- so like when we do rate design, it’s a zero-sum
gain, so within the OPT-V class, Secondary Small has its
own revenue requirenent, so those custoners being served
under Secondary Small, it’s just how we have agreed to
recover those revenues, so there’'s no shifting of
revenues or recoveries to any other custoners wthin any
other -- any of the other six options within OPT-V.

Q Wthout these settlenents, the off-peak energy

charge woul d have been hi gher than 3.0222 cents, woul dn’t

it?

North Carolina Utilities Commission
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A Actually, that’s a great question. And, you
know, |I'mglad you brought that up. Actually, no. Wen
| go -- when | went back and took a | ook at our original
filing, the intent of the OPT-V class was to offer
attractive off-peak energy pricing for custoners to run
their operations nore efficiently -- renenber, these are
hi gh |l oad factor type custoners -- and to allow themto
pl an their business operations, shift |oad naybe nore to
the off peak. That was the spirit and the intent of the
original 2014 OPT-V final offering. So in our previous
rate case, we used a 4-to-1 percent ratio increase in the
on peak 4 percent, off peak 1 percent. Wth this case we
applied nore a uniformincrease to both on peak/off peak.
In |l ooking back at that, this agreenent is nore in |ine
wth the true intent of the OPT-V offering.

So |'ve agreed, and actually this is a 2
percent increase based on the settlenent terns to the
of f-peak rate, and based on the final award of the
revenue requirenment OPT-V on peak woul d be increased 50
percent of that overall percentage increase.

Q Did you only do this for the Small custoners?

A Wthin this settlenent we did, but, you know, |
amtotally open to taking a look at all the OPT-V

of f-peak rates and adjusting that during our conpliance

North Carolina Utilities Commission
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filing.

Q And is this -- do you need to | ook back at any
of the other rate schedul es besi des OPT-V?

A No, Ms. Ednondson. No.

Q Al right.

A And | know listening to -- if | may just, you
know, interject here for a second, listening to M.
Fl oyd’ s testinony, | know he had concerns about the

conprehensi ve rate study and, you know, setting a price.
By no neans does this exclude any of the seven different
options within OPT-V from being part of any conprehensive
rate study. This is just for this nonent in tine while
these rates are in effect.
Q But how did you cone to settle on the 3.0222 as
being a correct nunber?
M5. JAGANNATHAN: (Objection. | don't want M.
Pirro to get into the confidential settlenent
di scussi ons.
Q VWll, can | ask, is there any basis? 1|s there
a calculation that supports it as being based on
particular data? |Is it just an agreed-upon nunber?
CHAIR M TCHELL: M. Pirro, if you can answer
the question w thout -- answer Ms. Ednondson’s questions

W t hout going into confidential information, please do

North Carolina Utilities Commission
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2 A Sure. As | previously nentioned, M.

3 Ednondson, you know, the spirit and the intent of the

4 OPT-Vclass is to provide attractive off-peak pricing for
5 custoners to make business decisions in their operations
6 accordingly. The increase to .030222 was a 2 percent

7 I ncrease which puts that off-peak energy in a very

8 attractive price and along with an increase that’s in

9 line with our previous rate case conpliance filing.

10 Q But that’s the only rate that you decided to

11 apply just a 2 percent increase to?

12 A So the way this section reads for Harris

13 Teeter, Section 3, is that 2 percent was applied to the
14 of f -peak energy rate, 50 percent of the overal

15 percentage i ncrease to OPT-V Secondary Snall; 50 percent
16 of that percentage increase wll go to the on peak, and
17 then the remai ning revenue requirenent would be collected

18 via demand char ges.

19 Q Al right.

20 A Yeah. Ms. Ednondson --

21 Q |’ msorry. Go ahead.

22 A | was going to say, Ms. Ednondson, actually,
23 I’"mIlike very confortable with where these rates have

24 fallen out, and like | nentioned, within the conpliance

North Carolina Utilities Commission
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filing I would be nore than agreeable to address the
ot her off-peak energy rates because they all should be in
line with the original intent of the rate offering.

Again, this rate offering is well received by
our Large Commercial /I ndustrial custoners.

Q Now, you’ ve al so put a constraint on how nuch
t he on-peak energy charges could go up; is that correct?

A Yes, | did. And that was to, again, to stay in
line with the current integrity of the rate structure and
the differentiation between on peak and off peak.

Q And the annual fuel charges -- fuel costs are
recovered through the OPT-V energy charge?

A There is a -- yes. There is a base conponent
of fuel that is recovered within all our energy charges.

Q Isn’t it true that besides the cost of fuel,
there are other itens typically recovered in the energy
charge, such as fixed demand cost and vari abl e O&M and
ot her costs that vary per unit of consunption?

A Yes. That is correct. You know, because
there’'s different types of custoners within our -- |ike
we don’t have one rate for each custonmer we serve, right?
Qur rates, again, are designed to be fair, just, and
reasonabl e for a segnment of custoners within a rate

schedule. So there are sone other conponents within the
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energy charge, but the energy charge as proposed are
above the base fuel conponent.

Q If there is an increase in fuel cost that are
above the current fuel rate and there’'s an underrecovery
of fuel cost, how would that underrecovery be recovered?

A That’ s recovered through the annual fuel
adj ust nent proceedi ngs and adj usted accordingly.

Q But where would that -- who -- how would it be
recovered? Through the EMF?

A Yeah. Through -- | believe it’s -- | don't
have it in front of me handy, but | believe it’s R der 50
t hrough the fuel adjustnent and along with the EM-.

Q Wul d that have to be picked up by the other
OPT-V custoners?

A No. Each segnent has a fuel adjust--- each
rate class has their own specific fuel adjustnent.

Q M. Pirro, isn't it true that in your original
calculation of the EDIT Ri der you devel oped cl ass-
specific EDIT credit rates?

A That is correct.

Q And why did you do that?

A That was in line with the cost allocation
met hod used.

Q And by calculating the rider that way, you
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returned the excess deferred taxes to each class in

proportion to how nuch each class had paid, didn't you?

A Yes. The revenue requirenent for ED T was
provided to us. Due to billing constraints that we have
and how we have to adhere to how our billing team

adm ni sters, we consolidate certain rate schedules into
four different buckets and then they are aggregated up
and then rates were devel oped.

Q But in your settlenent with Cl GFUR, the Conpany
agreed to pay back EDIT to each class at a uniformrate?

A Yes. Yeah. Wthin the settlenent that was
agreed upon by the Conpany. And going back to our first
EDIT in our original -- well, in our previous rate case,
it falls along the sane nethodol ogy. It was based on a
uni f or m net hod.

Q But under a uniformrate, all custoner cl asses
do not get the sanme anmobunt of refunds that they -- as
they paid in, do they?

A The revenue requirenent would be a uniform and
it would be allocated one factor across all custoners.

Q And isn’t it true that the OPT-V class would
receive nore than it paid in?

A OPT-V woul d receive nore of a credit, that is

correct; however, when we | ooked at the settl enent and
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the terns, within our original base -- current base rates
and our revenue requirenent, residential custonmers have
been and continue to be subsidi zed by non-residenti al
custoners. And this was a way to sort of bal ance that.
You know, rate design is sort of an art, and you try to
be fair, just, and reasonable and find bal ances, so this
was just a way of trying to bal ance that.

Q So you're conbining it in the base rates with
the EDIT? You don't consider them separately?

A No. They're definitely separate, but, again,
trying to bal ance and not have further subsidies just
conti nue.

Q And M. Pirro, what’'s the inpact of the

ClGFUR/ Harris Teeter/ Commercial Goup settlenents on the

class rate of returns -- rates of return?

A In regards to?

Q How do they affect the class rates of return on
t he OPT-V?

A We continue to nove all our rate schedul es

closer to parity, nmeaning closer to the retail average
rate of return, so this just continues to nove all our
rate schedules closer. | don't believe it favored OPT-V
by any neans.

Q All right. And you -- the Conpany does support
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1 the rate study that’s discussed by M. Floyd in his

2 testinony?

3 A Absol utely. You know, that was one of the

4 reasons why we have decided to keep things status quo.

5 \Wenever you make changes to rate design, there’'s

6 definitely going to be winners and | osers just from

7 maki ng a change through rate design. And, you know,

8 we're very concerned and cautious about that. Sane with
9 the |l owincone coll aborative and the conprehensive rate
10 design study. You know, M. Floyd and | are constantly
11 havi ng di scussions, and we’re both totally in support of

12 t hat study.

13 Q Al right.

14 V5. EDMONDSON:  Thank you.

15 W TNESS PI RRO  Thank you, Ms. Ednondson.

16 CHAIR M TCHELL: Anything further fromyou, M.

17 Ednondson?

18 M5. EDMONDSON: No, thank you.

19 CHAIR M TCHELL: Ckay. Al right. M. Page?
20 MR PAGE: Yes, ma'am Thank you, Madam

21 Chair.

22 CHAIR M TCHELL: You are up.

23 CRCSS EXAM NATI ON BY MR PAGE:

24 Q Good norning, nenbers of the Panel. Wen I
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first crafted these questions, | believed that | would be
addressing themprimarily to M. Pirro, but | think
Instead | would rather start with Ms. Hager. Good
nor ni ng, Ms. Hager.

A (Hager) Good norning, M. Page.

Q Nice to see you again. | want to encourage M.
Pirro and M. Huber, if they have anything to contri bute
to the discussion you and | are about to have, to feel
free to do so. The first set of questions | have for you
are a gift fromyour friend M. diver who a few days ago
when | asked hi mabout a cost of service study, he told
me he did not know what a cost of service study was, but
"Il bet you do, don’t you?

A Yes, sir.

Q Coul d you give us a quick, easy, |aynan-
oriented explanation for what a cost of service study is
and what it does?

A Yes. |'’mhappy to do that. A cost of service
study takes the revenue requirenents that have been
devel oped by the Conpany and it spreads themto custoners
by custoner class. So if you think about it, the revenue
requi renent is the size of the pie that the Conpany is
asking for total -- for the opportunity to recover. And

then cost of service says how do | slice that pie? And
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1 the -- this is sonething, obviously, that’'s been done

2 since the very beginning of making rates. You ve had to
3 deci de how to, you know, how to all ocate those costs.

4 The -- sort of the sem nal work on that was Dr.

5 Bonbright's study in 1961. It was then sort of

6 I npl enmented, | would say, in a rigorous way by the NARUC
7 Cost Allocation Manual in 1992. And in that study it

8 sort of becane the thing that utilities ook at to begin

9 to do cost of service studies.

10 And so what you want to do is you want to say
11 | ve got generation, |’'ve got transm ssion, |’'ve got
12 distribution, |I’ve got custoner cost in this revenue

13 requi renment, and I want to | ook to see how each | oad,

14  each custoner caused those assets, those costs to be

15 i ncurred. And so you look at -- you have different

16 nmet hods for doing each -- each bucket of that. But the
17 idea is to be -- to do it equitably, to do it in a nmanner
18 that doesn’'t -- isn't biased. It’s not intended to

19 I npl ement policies or inplenme