E-2 Sub 1204

DEP Lucas Cross ,
ExhibitNo. 55 L / A

Tons Dollars

Tons Purchased by CTG (note 1)

Avoided Landfill Costs @$26/ton {note 2)

Avoided Pile Management Costs 2007-2018 (note 3)
Liguidated Damages

Total Customer Value

4,460,000 $16,840,000.00
4,460,000 $115,960,000.00
$12,000,000.00
$88,900,000.00
$55,900,000.00

Assumptions:

1. Price was $3.00/ton for first million tons; $4.00 thereafter. 2007-2018.
2. CertainTEED paid Charah $26/ton for onsite disposal costs in 2003. This does not

include new cell development cost.

3. CertainTEED paid Charah approximately $100,000 per month to manage gypsum on

Duke property prior to sale 2007-2018.
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Johnson, Danny

Wednesday, February 11, 2004 4:01 PM
Copclo, Tom
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BPB Gypsum Supply Contract
Executive Summary

Overview

The North Carolina Clean Smokestacks legislation will result in Progress Energy installing flue
gas desulfurization (FGD) systems on several coal fived plants in North Caroling, including
Roxboro and Mayo. Tn a FGD system, finely ground limestone is mixed with water and sprayed
on the flue gas in an absorber vessel. The SO2 in the flue gas combines with the calcium
carbonate in the [imestone and forms gypsumt. The gypsum and water mixture is removed from
the vessel and the gypsum separated from the water. Dried gypsum has value in the marketplace,
especially in wallboard. .

The Roxboro and Mayo FGD systems will start-up between 2007 and 2009 and by 2010 will
produce & combined 1.5 million tons of gypsum annually. Besides wallboard, the other disposal
methods are cement use, agriculture soil amendment, and landfill storage. The cement and
agriculture markets have limited consumption potential for the Roxboro and Mayo gypsum. On
site Jandfill stornge is estimated to cost about S5/ton. . .

The wallboard industry has traditionally used natural gypsum, mostly mined in Canada or Spain,
and located their plants along the coast for easy ship delivery. ,As FGD technology has evolved
synthetic gypsum has started to displace the natural gypsum market in wallboard due 1o the
lower cost of synthetic gypsum and climination of the coastal plant siting constraint. Most new
or planned wallboard plants are designed for synthetic gypsum and older, natural gypsum plants
are being retired. . '

BPB is the largest waliboard manufacturer in the world, headquartered in London, and has a
‘market capitalization of $2.4B, In the US, they are third in market share behind US Gypsum and
National Gypsum. BPB has aggressively grown in the US through acquisitions and internal
expansion. BPB literature states "BPB: will further establish itseif in the United States market by
building a few more plants, which use DSG (synthetic gypsum) as the primary feedstock.” BPB
does not have any wallboard plants in North Carolina or adjucent states and a location at
Roxboro fills a hole in their production and distribution network. '

In mid-2002, Progress Energy persoqul 1atked with all major wallboard manufacturers 1o

~ understand their synthetic gypsum nceds. BPB provided the most attractive opporfunity through

their desire to locate a wallboard facilit'y, at Roxboro, pay for the gypsum matérial, and had a

strong balance sheet. i' . ) ' -. 3 . : e

.Rumors indicate thit Duke is in similar discussion with wallboard manufacturers, ‘possibly
National Gypsum and US Gypsum, v ;

o

File: BPD Executive Summ=ry Pagelof}

- Outside Lawyers Only : DUKE_00016842
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Contract

‘General

BPB purchases 121 acres of the Roxboro Plant property.

BPB builds and operates a wallborrd facility on this property,

Progress Energy sells S0K tons of gypsum to BEB each month for 20 years,

The gypsum meets a minimum qudlity standard with key parameters being moisture
content, gypsum purity, and limited trace materials such as carbon and metals.

BPB pays $4/ton for the first 60K.tons purchased each.year and S1/ton for any’
additional ‘material with possible price adjustments every 5 years of no more than +/-5%.
BPB has the first refusal.rights to purchase excess gypsum from Roxboro and Mayo.
Progress Energy has first refusal rights to-supply additional gypsum to the BPB plant.
Progress Encrgy will create and:maintain a-300K ton stockpile of gypsum.

Progress Energy’s warranly expires 24 hours after the gypsum is used in wallboard.

Renmedies

Defective Material ~ BPB and.Progress Energy share the cost to remove or BPB
purchases at-nn alternate price.
Short Term Undersupply by Brogress Energy —~ BPB may purchase from an altemate

supplier and Progress Energy will pay the difference between this supply and the contract -

Plus a processing fee. This is an exposure of $10-to $20 per ton.

Discontinued Supply by Progress Energy — Progress Energy will pay BPB $14/ton for
the amount not supplicd each ycar for the duration of the contract. Annual payments
would be S8.4M.

Short Term Under Accepianice by BPB — Progress Energy may landfil! the material
and BPB-will pay the cost of disposal plus the lost revenue on this material plus a
processing fee. Approximate Value of this is S10 to $25 per ton: 4

‘Discontinued Acceptance by BEB ~ At-Progress Energy’s option, BPS will pay
Progress Energy $10/ton for the amount not acceptéd each year for the duration of the
contract or transfer the wallboard facility to Progress Energy. )

Internal Reviewers :

Othe

Enterprise Risk Management Tax

Fossil Generation ‘Technical Sérvices — Byproduct Management
Fuels . * Technical Services - Environmental

Legal Technical Services — Major Projects

Real Estite . Treasury ;

r
The wallboard facility will cost $100M to-build with possible start-up in late 2007,
BPB is planning to operate one wallboard line that will'use 600K tons to 700K tons of

~ gypsum per year. We are conduicling préliminary discussions with BPB to add a second
line that will use an additional 400K tons/year of gypsum.
The single line gypsum plant will consume 5 MW of electricity. A second line will
increase their demand 1o 10 MW. This cnergy will be purchased from Progress Energy.
A wallboard facility’s main energy need is for wallboard drying aud typicaily uses
natural gas, ‘We are in preliminary discussion with BPB 10 supply stcam from the

" Roxboro Plant for this need, The stcan: quantity-is equivalent to about 30 MYV,

The wallboard plant will employee 60 to 70 people,

“
File: BPR Executite Sunmnsry Page 2013
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Synthetic Gypsum Market ‘

BPB's North American Experience with Synthetic Gypsum
¢ Carrolton Rlnnt - synthetic gypsum is supplied from Ghent and Trimble County Plants
* Mississauga Plant ~ synthetic gypsum is supplied from the Lambton and Cayuga Plants

BPB’s Experience Elsewhere with Synthetic Gypsum

- Outside Lawyers Only

BPB Facility Supplier. BPB Facility Supplier
Kirby Thore DRAX Kalundforg Energi E2 A/S
(England) - (Denmark)
East Leake DRAX Scholven EON/VKR
(England) (Gérmany)
East Leake Ratcliffe Berlin (Germany) VBAG
(England)
Roberts Bridge W. Burton. Bodenwerden EON
(England) (Germany) )
Kajlo (Belgium) | Frimmersdorg Vetschau VEAG
- (Germany)
Kallo (Belgium) Herne Heinebach VEAG
(Germany)
Kallo (Belgium) Maasvlakte Nordics (Denmark) KNG
Kallo (Belgium) Langerlo "Melnik (Czech CEZ (Melnik)
Republic)
Other US Coal-Fired Plants Selling Synthetic Gypsum
) Estimated |- ° L Estimated
‘Power Plant. Tons/Year Power Plant Tons/Year.
AES Deepwater 250,000 Jacksonville Electric 360,000 -
Bailly 500,000 JB Sims 50,000
Belledune, Dalhousie 300,000 Musketine 200,000
BL England 80,000 Niles 60,000
Bruce Mansfield 500,000 Owensboro 225,000
Centralia 300,000 Petersburgh 480,000
Conemaugh 400,000 Pleasants 500,000
Cully 240,000 Schahfer 340,000
Cumberfand 700,000 Seminole 460,000
Dahlman 150,000 Big Bend 600,000
Homer City 200,000 Zimmer 600,000
Y
\
file: BPB Excontivy Suntmary Page3of3
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Public Staff
Coppola/Halm-Cress Exhibit
From: Johnson, Danay
To: Coats, Ron
Subject: PW; Mlke Wms Board presentation
Date: Monday, December 18, 2006 10:04:54 AM
Importance: High
Ron,
Below Is an estimate | provided on avoided gypsum landfill disposal costs.
~=--Original Message~—
From: Johnson, Danny
Sent: Monday, March 08, 2004 3:28 PM
To: Dixon, Sally

Subject: FW: Mike Wms Board presentation
Importance: High

Correction and clarifications to the text below. Call me if you have any questions.

[+

-}

]

BPB has a wallboard facility in Jacksonville, FL.
BPB is the world's largest wallboard manufacturer, and 3rd in the US
BPB's North America headquarters is in Toronto, Canada
Wallboard facility will probably start-up in late 2007
We will sell approximately 5 MW of electricity to BPB
Dollars
» Annual gypsum sales: $24M . (600,000 tons at $4/tons)
= Annual avoided disposal costs: $3.0M (600,000 tons at $5/ton)
= Electricity Sales: ?

-—0rlginal Message-—-

From:
Sent:
To:

Dixon, Sally
Monday, March 08, 2004 2:17 PM
Johnson, Danny

Subject: Mike Wms Board presentation
Importance: High

Danny,
Per telecon, here's what I've gleened primarily from newspaper articles for Mike's backup.
Do you have an estimate on the net value of this deal to us? Or the value of the avoided

dispo

Sally

sal costs? Thanks!

B. Dixon

Energy Supply - Finance & Admin

(919)

546-7408

Mail Code: PEB - 9¢3 \
sally.dixon@pgnmail.com
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I Executive Summary
A. Overview of Tasks

Compass Lexecon was asked by Duke Energy Carolinas (“DEC”) and Progress Energy
Carolinas (“PEC™) (and collectively, “Companies™) to calculate an estimate of the potential cost
savings that would be expected to be derived from a combined dispatch of their Carolina electric
generating assets located in the two companies’ individual balancing authority areas (“BAA™)
over a 5-year horizon from 2012 to 2016. To accomplish this task, Compass Lexecon used a
security-constrained dispatch production cost model to run optimized least-cost production for
the individual BAAs on a stand-alone basis and then ran the same model assuming a combined
“joint dispatch” across the BAAs holding constant assumptions about load, fuel prices, existing
contracts, etc. A net reduction in the total production costs required to serve system loads
represents the estimated savings attributable to the joint dispatch,

B. Efficiency Benefits of Joint Dispatch

The estimated potential cost savings of jointly dispatching the DEC and PEC Carolina-
based generation fleets are driven largely by optimizing dispatch so as to minimize fuel costs.
This optimization results in lower costs of fuel because the joint dispatch creates a larger, more
flexible pool of operating assets that is available to draw on when making generation dispatch
decisions. Joint dispatch enhances the ability to substitute available capacity at a more efficient
plant in one BAA for a more costly unit required to meet load in the other BAA absent the joint
dispatch. While these estimated net savings vary in magnitude from period to period, using base
case assumptions, savings attributable to joint dispatch over the five year period of
approximately $364 million dollars can be expected.

Base Case Savings ($mm)

2012 2013 2014 2018 2016 Total
338 $49 364 $97 $116 $364

C. Realization of the Efficiency Benefits Is Not Realistic Absent the
Merger

The use of joint dispatch by the companies is an integration benefit that is unavailable
absent the merger. By merging, the companies freely integrate the dispatch of their generating
units in a way that is not possible absent being a combined organization due to the existence of

real time operational constraints and transactions costs,

D.  Calculated Efficiency Benefits Are Conservative

The estimated joint dispatch cost savings can be considered a conservative estimate for
several reasons. First, multiple sensitivity analyses show that changes in underlying input

STAREG1429 2
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assumptions generally result in higher estimated benefits. Secondly, the model does not capture
the ability of joint dispatch to take advantage of daily fuel and electricity price volatility or
potential benefits that can arise for capturing savings within a given hour. Finally, ancillary
benefits to the local economy from lower electricity prices have not been analyzed nor has the
extent to which future joint planning could further reduce the costs of the merged companies.

II.  The Joint Dispatch Analysis
A.  The Joint Dispatch Model

A chronological hourly production cost dispatch model was used to calculate the
estimated benefits of jointly dispatching the DEC and PEC systems for the years 2012-2016. In
particular, a security-constrained dispatch model was used to conduct the analysis to ensure that
it could dynamically capture transmission system limitations integrated into the production cost
modeling. Moreover, by using a security-constrained dispatch model, the hour-to-hour changes
when jointly dispatching the DEC and PEC power systems could be captured.'

As Appendix A explains in greater detail, a security-constrained dispatch model allows
for optimization of the day-to-day decision making associated with committing generation
facilities to serve projected loads. For each day in the analysis, the model determines those
generating resources that should be committed, accounting for planned and forced outages, to
meet the following day’s expected hourly loads as cost effectively as possible. The model
simulates least-cost dispatch without sacrificing operational reliability by incorporating a
detailed representation of the actual high voltage transmission system. Using a model that can
simulate chronological hourly operations subject to actual transmission system limitations was
necessary to accurately estimate joint dispatch benefits.

Although the dispatch model captures day-to-day generation unit commitment and hour-
to-hour dispatch, it does have some limitations. For example, it does not capture real-time
system operational changes that may occur within any particular day. That is, the model does
not simulate actions that need to be taken to balance load to accommodate differences between
expected and actual loads that may occur in real time. In addition, the model does not predict
occasional disturbances that can occur when unexpected generation or transmission outages
occur within a particular day. In general it is reasonable to assume that these intra-day
disturbances can be more efficiently resolved with a larger integrated system. As previously
noted the model results are considered conservative and do not capture this intra-day benefit.

To calculate the potential benefits due to joint dispatch, the analysis was structured to
estimate the total variable costs of meeting the load of each of the companies before and after the
merger, ‘and to calculate the difference in costs generated by these scenarios. For each company,

! Appendix A describes the dispatch model used to conduct the analysis.
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the projected total retail and firm wholesale loads for its customers were compiled for each of the
years 2012-2016. The analysis then simulated the dispaich of the companies’ resources to meet
the load, first assuming that the companies independently meet their customers’ loads, and then
assuming the companies jointly dispatch generating resources to meet their combined loads. A
comparison of the projected costs shows that the cost of meeting the loads through joint dispatch
is lower than the costs of meeting the loads of each company separately. Therefore, joint
dispatch results in positive benefits — i.e., cost savings.

The source of these benefits is the increased efficiency that the companies can achieve by
jointly dispatching their generating resources. Through joint dispatch, the complement of
resources that are committed to meet loads day-by-day is able to be jointly optimized. This
allows for a lower cost portfolio of generation supply to-be utilized to meet customer loads. In
addition, joint dispatch allows the companies to take advantage of a combined generating
resource portfolio on an hour-by-hour basis.

B. Input Assumptions

The modeling analysis focused on the DEC and PEC balancing authority areas in the
Carolinas. A variety of modeling input data and assumptions were necessary to carry out the
analysis. Some of these data, such as generating unit and transmission system physical
characteristics, were readily available to be compiled given that they are based on current and
expected facility technology which is known with certainty. Other data, such as expected fuel
prices and loads, needed to be forecasted. The primary source of the input data and assumptions
used in the analysis were DEC and PEC. Descriptions of the various input assumptions are as

follows.’

First, to conduct security-constrained dispatch analysis requires that the model use a
detailed representation of the high voltage transmission system which includes precise
interconnections for all individual generating units and load centers. The companies provided
the appropriate transmission system information, including planned upgrades to accommodate
future generation plant additions and retirements. These transmission system data allowed the
analysis to capture any actual physical limitations that may be encountered when dispatching

generation resources.

Next, the companies provided information on all their current and future generating unit
capacities. Future generation unit retirements and additions were based on the companies’ most
recent integrated resource plans (“IRP”) and represent known future system supply changes.
These data were checked against the transmission system data to ensure all generation units in
the two companies’ service territories were captured in the analysis (including generation

2 The model also captures transmission system interaction with other interconnected BAAs, however explicit

generation dispatch of these other interconnected regions was not modeled in the analysis.
Appendix B summarizes in greater detail the majority of input data and assumptions used for the analysis.

STAREG1429 4

OFFICIAL COPY

Mar 20 2020



resources not owned by the companies). In addition, any generation units from which the
compames have power purchase agreements were included as company resources in the
analysis.*

In order to ensure that a consistent source of generating unit heat rates {efficiencies) was
used in the analysis, heat rate data were obtained from Ventyx Velocity Suite Products
(“Ventyx”). The Ventyx heat rate data are primarily derived through the analysis of actual recent
operational data collected by the Environmental Protection Agency in association with emissions
monitoring. Using these heat rates ensured that expected generation fuel consumption was
estimated based on recent operational data. The companies also provided information on
expected maintenance and forced outage rates for the generating units.* The modeling analysis
used these rates to schedule future maintenance requirements and simulate forced outages.®

Fuel price forecasts and customer load assumptions also were primarily obtained from the
companies. Expected delivered coal and uranium prices were provided for all generating units
for each of the years in the analysis. Expected natural gas prices were based on the Nymex
Henry Hub natural gas monthly futures contracts as of October of 2010 with adjustments for
basis differentials between Henry Hub and the Carolinas. Natural gas prices were adjusted to
take into account delivery charges based on DEC and PEC access to natural gas transportation
services.” Expected distillate fuel oil prices were based on the Nymex number 2 fuel oil futures
contracts prices as of October of 2010.2

Each company provided total (retail and wholesale customer) hourly load data served by
resources owned or located in the company BAAs. Expected changes in wholesale load
obligations and expected future growth in load obligations were obtained from the companies.
Known changes in firm wholesale load obligations were incorporated into the analysis.
Expected load growth forecasted by the companies as reported in their IRPs was then used to
escalate load over the forecast horizon.

The analysis uses the companies’ transmission system interconnections consistent with
historic and physical system limitations to establish expected. transmission system interchange
flows. In the pre-merger dispatch, the transmission system interconnections are assigned and
limited, consistent with the companies’ pre-existing transmission service agreements. In the

4 Long—term power purchase agreements arc primarily used by PEC.

5 In cases where company data for individual units were not provided, the model was populated with publicly
avaxlable North American Electric Reliability Corporation Generating Ava:lablhty Data System data.

¢ Near-term DEC and PEC maintenance schedules were not used in the analysis. Instead, maintenance was
scheduled by the model based on required scheduled outage rates. This eliminated the impact that any particular
near term long or short outage may have on the results of the analysis.
" In some instances certain gas-fired generation resources are subject to local distribution charges which can
slgmficantly increase the delivered price of gas to a particular generating facility.

¥ Various DEC and PEC combustion turbine generating units are able to operate on both natural gas and number 2
fuel oil. In certain instances these generating units are limited to using fuel oil during the winter months in

accordance with fuel supply arrangements.
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Joint dispatch case, the pre-merger transmission interconnections associated with pre-existing
transmission agreements is maintained and available to facilitate additional power exchanges. At
the same time, joint dispatch power exchanges also take advantage of any additional available
transmission capacity to facilitate power exchanges between the companies, taking into account
physical constraints on the transmission system.

The analysis does not assume pre- or post-merger that PEC or DEC makes opportunity
off-system sales and/or purchases with other interconnected regions, However, the possibility of
future opportunity sales and purchases, and their impact on the analysis, would not materially
change the results of the analysis. For example, in many cases, off-system sales will still be
made post-merger. After the merged companies have met their native demand, if there are
resources available at a lower cost than the price the off-system buyer is willing to pay, the
merged company will still make the sales. The merged companies still benefit from these sales,
while supplying native load at a lower cost than when the companies dispatched separately.
Thus, pre-merger off-system sales may be reduced in some instances, but increased in other
instances as the improvements and efficiencies from joint operations result in lower marginal
costs for the systern as a whole.

Also, based on historical data and market observations, opportunities to produce increased
value from off-system sales, especially to PJM, occur when natural gas prices rise significantly
as they did in 2008. At low prices, such as those seen in 2009 to the present, these opportunities
are significantly reduced. Given the relatively low natural gas price forecast used in the dispatch
model ($5.23 annual NYMEX strip for 2012) the value creation off-system is not as material as
the joint dispatch savings themselves. Furthermore, as discussed below in the sensitivities
section, if actual natural gas prices rise over the forecast horizon, both off-system value creation
and joint dispatch savings have the potential to increase relative to current fuel prices.

IIl. Joint Dispatch Modeling Results

A, Description of Results

The results of the joint dispatch analysis show that the merged companies can obtain
significant cost savings by using their electric generation supply porifolios more efficiently.
These savings are the result of relying on the lowest cost energy available from the companies’
combined generation portfolio day-by-day and hour-by-hour. Combining the companies’
generation portfolios allows displacement of higher cost energy that would have otherwise been
used by each individual company in the absence of joint dispatch. Exhibit No. 1 provides several
examples of how the joint dispatch of the companies’ combined generation resources creates cost

savings.

Exhibit No. 1 shows the projected monthly utilization of the companies’ large and small
coal fired units, gas fired combined cycle units, and gas/oil-fired combustion turbine units before
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and after the merger for the years 2012 and 2015.° Beginning with 2012, Exhibit No. 1 (page 1
of 8) shows that the DEC large (> 200 MW) coal-fired generating units’ utilization increases
across the majority of months. During hours when DEC’s high efficiency coal-fired generators
have excess production capability they can provide lower-cost energy when compared to PEC’s
somewhat less efficient large coal-fired generators.

In addition, Exhibit No.1 (pages 1, 2, & 3 of 8) shows that there are times when DEC’s
coal-fired generating units can substitute for PEC’s more expensive gas-fired combined cycle
generating units (while at other times, depending on system conditions and loads, the opposite
substitution of PEC for DEC resources can occur).'® Finally, there is a variety of substitution
where PEC and DEC moderate-cost, intermediate resources (smaller coal and combined cycles)
substitute for the more expensive gas and oil-fired combustion turbines that both PEC and DEC
have in their portfolios. In these instances, Exhibit No. 1 (page 4 of 8) shows significant
reductions in peaking unit utilization that is replaced by resources other than peaking units.

The substitution pattern is similar in 2015, although the monthly production and
substitution change in response to load growth and coal plant retirement. As Exhibit No. 1 (page
5 of 8) shows, DEC’s large coal-fired generating units’ utilization increases across the majority
of months. We also see in 2015 that the expected utilization of intermediate and peaking units
increases considerably as new gas-fired units come online and older coal units are retired. Thus,
Exhibit No. 1 shows that the monthly pattern of substitution becomes more variable.

In 20185, Exhibit No. 1 (pages 6 & 7 of 8) shows that the projected change of utilization of
intermediate cost resources (smaller coal and combined cycles) as a result of the merger varies
from month-to-month. Sometimes, DEC’s generating units utilization increases while PEC’s
generation units utilization decreases, however there are also months where the opposite occurs.
In addition, Exhibit No. 1 (page 8 of 8) shows that there continues to be considerable variation in
the substitution of lower cost supply for DEC’s and PEC’s most expensive gas and oil-fired
peaking combustion turbines. At times, both companies’ peaking units’ utilization declines,
while at other times onc company’s peaking units’ utilization increases while the other
company’s peaking units’ utilization declines.

These monthly utilization changes are directly driven by the relative variable costs of the
companies’ generation resources and the change in monthly load profiles. Because load profiles
and outage schedules change significantly from month-to-month, the patterns of substitution vary
considerably month-to-month. The results show that it is generally the case that DEC’s lower-
cost supplies can be better utilized during periods of lower demand when the generating units
would not otherwise be producing at maximum output. The results also show that reductions in

? These two years were selected to provide an example of the change before and after planned resource additions.
' This can be seen by observing that in some months DEC's coal unit production increases are not completely offset
by PEC’s coal unit production decreases. This means that reductions in PEC gas-fired production are occurring as

well.
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peaking unit utilization are consistently achieved in certain months of the year, However, the
intermediate unit changes in utilization are more complicated, as sometimes intermediate units
are substituting for higher cost units, while in other times lower cost coal units are substituting
for the higher cost intermediate units. -

Exhibit No. 2 summarizes the benefits associated with the estimated cost savings that
result from the joint dispatch base case. Exhibit No. 2 shows that under base case assumptions
the joint dispatch of PEC’s and DEC’s generation assets to serve consumers in the Carolinas is
estimated to reduce the combined companies’ dispatch costs by $364 million in nominal terms
over the years 2012-2016. This translates to 1-2.5% per annum savings when compared to
continued dispatch of the companies’ assets to separately meet their customer loads. As
demonstrated in the sensitivities section these savings have upside potential under many
scenarios.

The joint dispatch savings are not limited to only DEC and PEC. A portion of the
projected benefits will accrue to both existing long-term firm municipal and cooperative
consumers as well as wholesale customers making short-term purchases in the Carolinas.
Municipal and cooperative consumers that are full and/or partial requirements wholesale
customers of the companies will see lower fuel costs as a result of joint dispatch. The wholesale
market in general can expect a more efficient system to provide overall regional benefits through

lower energy prices.

With respect to these long-term firm customers, both DEC and PEC are currently serving
a considerable amount of municipal load in the Carolinas under long-term power supply
agreements (see Exhibits No. 3 A and B)."' The joint dispatch analysis includes all of the DEC
and PEC long-term firm wholesale customer loads. Thus, in those instances where the
companies’ joint dispatch results in lower cost energy supplies, wholesale customers with
contracts will see benefits. In addition, in those instances where wholesale customer generation
assets are managed by the companies, the joint dispatch should allow for better optimization of
these contractually managed assets.

Short-term wholesale customers can also expect to benefit from reduced power costs.

Although the majority of the wholesale customer load in the Carolinas is already served under.

long-term agreements that span several years into the future, in general the companies will make
available cost-based power supply that will be lower cost due to joint dispatch than it would be
otherwise. To the extent wholesale customers make short-term wholesale purchases from the
companies or purchase power on pro-rata formula based rates, they can expect power prices to be

lower.

" In some instances municipal power supply assets are also managed by the companies
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B. Joint Dispatch Creates Cost Savings

The use of joint dispatch by the companies is an integration benefit that is unavailable
absent the merger. By merging, the companies freely integrate the dispatch of their generating
units in a way that is not possible absent being a combined organization. Through the
implementation of joint dispatch, each company’s. available electric energy can be used to
displace the other’s higher cost electric energy whenever cost savings exists without regard to
timing or the size of the difference. This level of integration would not be possible to achieve

absent the merger.

The difficulty of achieving these benefits absent the merger is due to the fact that the joint
dispatch benefits are achieved hour-to-hour (and even minute-to-minute) with very little risk.
Even though without combining the companies, DEC, PEC, or both, may have, during any given
hour, resources not needed to serve their retail customers, the practical ability to sell this
available hour-to-hour electric energy supply into the wholesale market is much more limited.
Joint dispatch removes these limitations. Joint dispatch provides a much more transparent view
of the other party’s portfolio of resources and can alter the commitment of both portfolios to
serve the combined load at a lower cost. In a bilateral market, both parties are factoring in risk
of conditions changing. Joint dispatch allows the combined portfolio 1o be adjusted .in real time
to further optimize when conditions do change.

For example, wholesale market transactions are primarily conducted at least a day ahead
of delivery and must incorporate a level of margin that accounts for transaction risks. To the
extent beneficial wholesale purchases and sales need to be planned further ahead than a day or
week to account for expected generating unit availability and native load requirements, it can be
difficult for the companies to consummate such transactions except in those instances where
excess supply can be forecasted with certainty. Moreover, where cost savings from joint
dispatch are associated with substitution of peaking generation units, which tend to operate for
only hours at a time and are subject to real-time dispatch, wholesale market transactions are not
granular enough in many instances to allow companies to coordinate supply exchanges. Through
the integration of generation operations the companies obtain the control over generating assets
that is necessary lo capitalize on hour-to-hour, minute-to-minute, or even in some instances
second-to-second, cost savings operations. Joint dispatch is how the companies implement the

integration and create cost savings.

Finally, the difficulty of obtaining these benefits absent a merger of the companies is
evident from the companies’ inability to jointly operate in real time as necessary to capture such
savings in periods pre-merger. Simply put, the joint dispatch environment of a merged company
is a more efficient environment in which to minimize total fuel cost as compared to wholesale
market transactions between individual companies.
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C. Projected Joint Dispatch Savings Are Conservative

The estimated $364 million in joint dispatch cost savings to be realized by DEC’s and
PEC’s retail and wholesale customers is expected to be a conservative estimate for several
reasons. First, input assumptions based on the current economy create conservative estimates of
joint dispatch benefits, For example, sensitivity analyses described below show that there are
future scenarios where joint dispatch cost savings would be expected to be greater. Second, the
joint dispatch analysis cannot explicitly capture all of the benefits that the companies will realize
from operating their systems jointly. There will be greater ability to respond cost effectively to
real-time dispatch requirements and over the long-run the companies can be expected to find
additional savings opportunities through learning and possibly joint planning. Finally, even in
instances where it may be the case that the joint dispatch cost savings could be lower than
estimated, it will always be the case that cost savings benefits that result directly from the joint
dispatch fail to capture other economic benefits that will accrue to the Carolinas. The lower-
energy cost benefits of the merger not only directly benefit customers of the companies, but wiil
also be beneficial to all Carolinians by imparting broader benefits to the regional economy.

Sensitivities: First, as would be expected, the estimated benefits will vary by changing the
underlying input assumptions. To understand the sensitivity of the results to the input
assumptions, the changes in benefits that result from varying important assumptions that affect
the modeling results -- fuel prices and load growth -- were calculated. These two assumptions
were ideally suited for sensitivity analysis because, for example, the companies currently
envision minimal incremental changes to their generation fleet over the next several years
beyond what is already captured in the model. That is, future capacity additions and retirements
for each company are well known for at least the next five years and the primary drivers of future
variable costs will be fuel prices and load growth.

Exhibits No, 4A-E show the joint dispatch savings assuming higher and lower gas prices,
higher coal prices, and higher and lower load growth scenarios. While all of the scenarios affect
the total calculated savings due to joint dispatch, all modeled scenarios provide positive and
substantial benefits. For example, Exhibit 4A shows the results of the high gas price sensitivity
analysis. This case assumes natural gas prices are higher by approximately $1.50 in 2012 and
$3.00 higher in 2015. A significant increase in joint dispatch benefits occurs when gas prices
increase from the base case resulting in projected costs savings over the period 2012-2016 of
approximately $629 million in nominal terms or an increase of $265 million over the base case
because coal for gas substitution results in a much larger per MWh savings.

Exhibit 4B shows the results of lower assumed natural gas prices. This case assumes that
Henry Hub prices for natural gas are a flat $4.00 over the modeling period. This relatively low
price scenario results in modeled benefits due to joint dispatch of $312 million, or a reduction of
$52 million. The net effects of changing natural gas price assumptions is driven by, for example,
the increase in benefits that flow from displacing less efficient natural gas-fired units with more
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efficient natural gas or coal-fired units'in a higher gas price world. Conversely, lower gas prices
reduce these potential benefits. Higher coal prices as shown in Exhibit 4C, assumed to be $0.50
higher than the higher-priced individual company coal forecast, similarly reduce modeled joint
dispatch benefits by a small amount to $326 million (j.e., a reduction of $38 million).

As shown in Exhibit 4D, at an extremely low assumed load growth of only 0.5% per
annum versus a compounded level of 2-2.5% in the base case, benefits would be expected to
decline to a net $249 million, a net savings reduction of $115 million relative to the base case.
This scenario reflects conservative assumptions about actual future conditions, but still yields
substantial positive potential savings from joint dispatch. Higher rates of load growth, assumed
to be approximately +1% compounded per annum above the base case, yield modeled benefits of
$437 million, or an increase of $73 million as shown in Exhibit 4E.

As shown by these results, when varying important input assumptions there are significant
potential increases to the benefits with relatively small potential decreases to the benefits, These
asymmetric changes in the benefits result when testing changes in the input assumptions in all
cases except an extreme low load growth case. The source of this asymmetry can be traced to
the base case assumptions which are driven by recent recessionary economic conditions. Electric
demand and natural gas prices are at low levels when compared to prior to the recent recession.
To the extent the economy rebounds more rapidly than expected, the merger will create greater
benefits than those calculated for the base case. Furthermore, even if recessionary conditions
persist, the joint dispatch savings~would increase if ‘underlying fuel costs rise due to
environmental or other global market conditions.

Additional Real Time Benefits: Second, the joint dispatch analysis is not granular
enough to capture the minute-to-minute operations of dispatchers. Generation dispatchers
receive data every few seconds allowing them to make real time operational decisions (e.g.
adjust generator(s) output to match load; react to unit trips, adjust unit ramp rates, change unit
start times, adjust spinning reserve requirements, etc). Efficiencies gained in these real time, or
minute-lo~minute, operations are not fully captured in the analysis.

In addition, as the companics gain experience operating their generating units and
transmission systems with greater integration there will undoubtedly be future opportunities for
savings. As the companies operate generation units to meet combined loads they will gain an
understanding of how to use these resources in a complementary fashion, Finally, to the extent
future system expansion planning can capitalize on the joint operation of the companies’
generation and transmission systems, there will likely be additional benefits that cannot yet be

identified.

Insulation From Real Time Price Volatility: The model uses forward fuel prices that
only vary monthly when making dispatch decisions. This framework assumes the same daily and
hourly price for fuel in each hour of the month consistent with the monthly fuel forecast
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previously described. In practice, daily fuel prices can spike within the month resulting in short-
term opportunities not captured in the model. For example, since January 1, 2010 delivered gas
into Transco Z5 has ranged from as low as $3.23 per MMBTU to over $19 per MMBTU on a
daily basis. The ability to partially mitigate these price anomalies result in joint dispatch savings
above and beyond those characterized in this study.

Economic Stimulus: Importantly, the lower energy costs and associated lower prices
estimated by the joint dispatch analysis provide additional benefits to the local economy of the
Carolinas that is not captured by the dispatch analysis itself. That is, at lower prices, regional
economic activity will be encouraged, thus raising local economic output (gross state product) as
well as providing for improved employment opportunities.

Overall, as is always the case with analyses that rely on numerous assumptions about
future conditions, the benefits estimated by a model such as the one employed here can never be
expected to be perfectly forecast. There can be changes in underlying assumptions and there
may be aspects of the companies’ joint operations that sometimes prevent every single possible
beneficial joint dispatch decision from being taken. However, for the reasons discussed herein
the benefits can be expected to be conservatively estimated and it is certain that there will be cost
savings benefits due to joint dispatch that are positive and significant.
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Appendix A

Security Constrained Dispatch Production Cost Model

The joint dispatch analysis utilized the security constrained unit commitment and
dispatch model (DAYZER)'? to simulate expected DEC and. PEC generation unit commitment
and dispatch on an hourly basis. DAYZER incorporates all the security, reliability, economic
and engineering constraints on generation units and transmission system components, allowing
the simulation of realistic actual system operations. Thus, DAYZER was programmed to
explicitly incorporate a detailed physical representation of all electric generation and
transmission in the DEC and PEC balancing authority areas.

The objective of the joint dispatch analysis was to simulate, pre- and post-merger, the
security constrained least-cost hourly electricity system dispatch of the DEC and PEC systems
for the years 2012-2016. Because the DEC and PEC generation resources are used exclusively
to meet customer loads in the Carolinas, the modeling focused on electric generation resources in
the Carolinas.”® The model simulated both a day-ahead generation unit commitment, and an
hourly generation unit dispatch, subject to electric system operational requirements, Thus, for
each day in the analysis the model first determined the least cost mixture of generation resources
that need to be committed (available) to meet the following day’s loads and then determined the
least-cost hourly dispatch of the committed resources.

The model takes into account the following factors when determining generation unit
dispatch: (1) transmission security constraints (n-1)  including any second contingency
constraints if applicable; (2) operating reserve requirements (spinning and non-spinning reserves,
automatic generation control and quick start reserves); (3) transmission losses; (4) generation
unit ramping constraints and minimum up and down times; (5) hourly hydro-electric schedules;
(6) pumped storage optimization; and, (7) generation unit start-up, no load and variable costs.

‘The model requires numerous inputs which are summarized as follows:
1) Generation unit characteristics and input costs:
o Generation unit characteristics

s Capacity (MW)--vary with season as appropriate and for hydro-electric units
vary hourly based on typical daily patterns for each month that have been
observed historically.

2 DAYZER is an acronym for Day-Ahcad Locational Market Clearing Prices Analyzer.
13 The model allows for inadvertent power flows between regions subject to transmission costs and physical

limitations, but inter-regional dispatch is not modeled.
* The model determines a day-ahead security constrained dispatch which does not capture real-time shifts in

demand and supply that can require unscheduled dispatch of generation resources.

STAREG1429 13

OFFICIAL COPY

Mar 20 2020



* Heat rates, variable operation and maintenance costs, emission rates and
expected maintenance and forced outage rates.

* Plant location and operating constraints (start-up time, ramp up, and
associated costs). a

o Long-term power purchase agreement terms and conditions that govern plant
dispatch and delivery.

o Fuel Costs:
* Coal, natural gas, fuel oil, and uranium prices.
2) Load

o Hourly total load forecasts for each company allocated to load centers based on
company transmission models.

o Breakdown of retail and wholesale loads as necessary to properly incorporate
company obligations in the analysis.

3) Transmission System

o All major transmission facilities including new transmission lines associated with
new generation unit additions.

o Transmission system contingency requirements as necessary.
o Operating reserve requirements.

Subject to the operational constraints, the model determined the least-cost mixture of
committed generation units 1o rely upon day-by-day, and hour-by-hour, for the pre- and post-
merger scenarios. Then, for each scenario, the total variable costs (composed primarily of fuel
costs) were calculated and summed for all hours in each year analyzed. The difference in the
total variable costs is the savings attributable to jointly dispatching the generation resources of
the two companies.
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Appendix B

Joint Dispatch Modeling Assumptions

The following sections provide details associated with the input assumptions used for the
joint-dispatch analysis.

Generation Units:

The generation units assumptions can be categorized into the following three
categories—existing units, unit retirements and unit additions. Summarization of each of these
categories is as follows,

A- Existing Generation Units:

A-1: The characteristics of the existing generation units have been compiled primarily
using data obtained from the companies. The companies provided generation unit
listings that included capacity ratings, scheduled and forced outage rates, pollutant
emission rates, and variable operation and maintenance cost estimates. Generation unit
average heat rates were developed based on Environmental Protection Agency
continuous emissions monitoring data compiled by Ventyx. Using heat rates from a
consistent empirical data source ensured that no biases were introduced in the dispatch
process,

A-2: Hydro-electric capacity factors were based on actual historical monthly generation
for the last three years as provided by DEC and 10 years as provided by PEC.

A-3: Dual fuel CTs burn only No. 2 fuel oil in the winter period (Nov. — Mar.) except
where noted.

A-4: PEC’s purchases from the two Congentrix NUGs are at a projected low capacity
factor.

A-5: Pump Storage efficiency:
-Bad Creek Pumping Efficiency = 77.35%.
-Jocassee Pumping Efficiency = 78.50%.
Particular generation units’ assumptions are as follows:
PEC Specific Generation Units:

A-6: Asheville steam units provide spinning reserve pre-merger.

A-T7: Asheville F-frame combustion turbines often run at partial load to provide operating
reserves — assume a 15,000 BTU/kWh heat rate at partial load.
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A-8: Wayne combustion turbines — Winter: 3 units oil only, 1 gas; Summer: 2 units gas,
2 units oil if needed to run. ’

A-9: Wayne Units 3, 4, and 5 are dual fuel.
A-10: Richmond combustion turbines — Winter: burn gas,

A-11: Combustion turbines less than 100 MW can provide quick start reserves, CT’s
above 100 MW do not provide quick start reserves.

DEC Specific Generation Units:

A-12: All CT’s provide quick start.

A-13: Non-Pump storage hydro units do not provide quick start .
A-14: All dual-fuel CT’s run on gas year round.

A-15: Pump storage units are utilized for regulation but do not provide spinning or non-
spinning reserves.

Must Commit Generation Units:
A-16: Asheville Steam units should be treated as must commit for voltage support.
A-17: Sutton 3 and Robinson 1 must be running for voltage support.

A-18: Riverbend 4 and 5 have a must commit requirement for voltage support.

B-Gencration Unit Retirements:

B-1: DEC and PEC generation unit retirement assumptions are shown in the following
table. These assumptions are based on company integrated resource plans.
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SR G I R e St g e
RETPN TR e, x| UBIGT L a7 e e ,*, Tk etuement ‘1" Capaci apaci
qﬁT"&Uﬂ"N*iS& A Typdig i 4 5y Z;:EvZone i rl ‘ -s-DateR s 1] (&aw)t}!'s% Fei (JGGW)%'*
Wansley 8 NCC Carolina Power & Light W 12/1/2011 160 160
Buck 7 GT Duke Energy Corp 6/1/2012 25 25
Buck 8 GT Duke Energy Corp 6/1/2012 25 25
Buck 9 GT Duke Energy Corp 6/1/2012 12 12
Buzzard Roost 10 GT Duke Energy Corp 6/1/2012 18 18
Buzzard Roost 11 GT Duke Energy Corp 6/1/2012 18 18
Buzzard Roost 12 GT Duke Energy Corp 6/1/2012 18 18
Buzzard Roost 13 GT Duke Energy Corp 6/1/2012 18 18
Buzzard Roost 14 GT Duke Energy Corp 6/122012 18 I8
Buzzard Roost 15 GT Duke Energy Corp 6/12012 18 18
Buzzard Roost 6 GT Duke Energy Corp 6/1/2012 22 22
Buzzard Roost 7 GT Duke Energy Corp 6/1/2012 22 22
Buzzard Roost 8 GT Duke Energy Corp 6/1/2012 22 22
Buzzard Roost 9 GT Duke Energy Corp 6/1/2012 22 22
Dan River 4 GT Duke Energy Corp 6/1/2012 0 0
Dan River 5 GT Duke Energy Corp 6/1/2012 24 24
Riverbend 10 GT Duke Energy Corp 6/1/2012 22 22
Riverbend 11 GT Duke Energy Corp 6/1/2012 20 20
Riverbend 8 GT Duke Energy Corp 6/1/2012 0 0
Riverbend 9 GT Duke Energy Corp 6/1/2012 22 22
Dan River 3 STc200 | Duke Energy Corp 10/1/2012 142 145
Lee ST | STc100 | Carolina Power & Light E 1/1/2013 74 80
Lee ST 2 STcl00 | Carolina Power & Light E 1/1/2013 71 80
Lee ST 3 STc+ Carolina Power & Light E 1/1/2013 246 257
Dan River 6 GT Duke Energy Corp 6/1/2013 24 24
E:;;“““"“ Clean | Noc | Duke Energy Corp 6302013 | 88 88
L V Sutton 1 §Tc200 | Carolina Power & Light E 1/1/2014 97 98
L V Sutton 2 STc200 | Carolina Power & Light E 1/1/2014 104 107
L V Sutton 3 STc+ Carolina Power & Light E 1/1/2014 403 411
WS Lee | STcl00 | Duke Energy Corp 10/172014 100 100
WS Lee2 STc100 | Duke Energy Corp 10/1/2014 100 102
WS Lee3 STc200 | Duke Energy Corp 10/1/2014 170 170
Cape Fear § STc200 | Carolina Power & Light E 12/3 1/2014 144 148
Cape Fear 6 $Tc200 | Carolina Power & Light E 12/31/2014 172 175
W H Weatherspoon | STcl00 | Carolina Power & Light E 12/31/2014 48 49
W H Weatherspoon 2 STcl00 | Carolina Power & Light E 12/31/2014 48 49
W H Weatherspoon 3 §Tcl00 Carolina Power & Light E 12/31/2014 75 79
Buck 5 STc200 | Duke Energy Corp 1/1/2015 128 131
Buck 6 STc200 | Duke Energy Corp 1/1/2015 128 131
Riverbend 4 STc100 | Duke Energy Corp 1/1/2015 94 96
Riverbend 5 §Tc100 | Duke Energy Corp /172015 94 96
Riverbend 6 §Tc200 | Duke Energy Corp 1/1/2015 133 136
Riverbend 7 STc200 | Duke Energy Corp 17112015 133 136
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C-Generation Unit Additions:

C-1: DEC and PEC generation unit addition assumptions are shown in the following

table. These assumptions are based on company integrated resource plans.

5 4;34:“ 7 aa%%'%f; R £ % «;i S e B TSURIEE Wmter-w
. ! L Y i e I 3.4 A NGy et l. $t& SRR L2
- - sl };t‘zz“fl 3L :f:fns.gl!g% it Sy
Unit hanig* %[ Type- &jeZone; M < ey s ate s % g
Buck Combined Cycle | NCC Duke Energy Corp 1/1/2012 620 677
Cliffside Steam 6 STe+ Duke Energy Corp 10/1/2012 825 843
Wayne County NCC Carolina Power & 1/1/2013 920 1049
Combined Cycle ‘ Light E
o Combined | yoc | Duke Energy Corp | 1172013 620 677
Sutton Combined Cycle | NCC E;‘;:’E" Power& | 121112013 625 77
Load Data:

Hourly load forecasts have been provided by DEC and PEC with the load distribution provided

from the load flow cases provided by DEC.

Load Growth:

For DEC and PEC the following cumulative annualized load growth rate assumptions are applied

to the base 2011 peak loads:

e o S Ton8 s e 4 2 NS0ARON £ 3012 520183 Y 20 (V1512615 | . 2016E
PEC East s 26% | 55% | 81% | 101% | 11.9%
DEC S 15% | 3.0% | 52% | 74% | 9.9%

PEC West S 26% | 55% | 8.1% | 10.1% | 11.9%
PEC East W 25% | 55% | 8.0% | 99% | 11.8%
DEC W 1.6% | 33% | 54% | 7.6% | 102%
PEC West W 25% | 55% | 8.0% | 99% | 11.8%
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For DEC and PEC the following peak loads and annual energy consumption are used in
the analysis:

> Sl e ik Th T alag v L.
el BRI R0 1S

' . | B # o e B3
LR e T A MR 3 TS *‘.“-ﬁﬁlﬁfi,, AT
Peak Load 12,637.26 12,979.71.

Energy GWh | 60,268.49 61,303.23 62,347.63 63,433.69 64,619.81

Peak Load 19,823.91 | 20,129.50 20,536.20 20,961.79 | 21,454.39

”

>~

DEC Energy GWh | 98,531.43 | 99,758.88 | 101,785.61 | 103,900.37 | 106,727.93
Peak Load 1,097.14 1,128.35 1,155.39 1,176.40 1,195.69
PEC West : ;
Energy GWh 5,783.00 5,931.58 6,074.71 6,186.58 6,304.93

PEC loads were adjusted to shift a portion of the load growth into the on-peak in association
with PEC wholesale sales agreements. This is achieved by increasing on-peak loads and then
adjusting off-peak energy consumption as necessary to match PEC annual energy
consumption forecasts.

D-Transmission Contract Assumptions:
D-1: Only firm energy and transmission contracts were modeled (see table below).

D-2: Generation contracts are for energy only, so all operating reserves should be zero,
and the cost should be as shown in table below (all contracts are dispatchable).

D-3: A 436 MW transmission contract from PEC East to PEC West through DEC was
modeled.

D-4: The Rowan CC contract (150 MW) sinks to PEC West.

D-5: The DEC Cherokee and other renewable contracts are not dispatchable.
D-6: PEC renewable and cogeneration contracts are not dispatchable.

D-7: The Broad River contract sinks to PEC East.

D-8: Cherokee Contract expires on 6/30/2013.

D-9: A 100 MW contract from DEC to PEC East (2011 through 2016) was
modeled.

D-10: A PEC East Import contract 250 MW at $50 from SCEG (1-1-2011 through
12/31/2012) was modeled.

D-11: A PEC external purchase contract (SEPA Hydro), 94 MW through 2016.
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Contractual Capacity

MW

*Seller -

Region 23] Plant/Unite 257, “Summer, 77 '+ Wiitter+¢~| ='Stait Datev..| . - End Date’ -
Cherokee
County Cherokee
Cogeneration County
DEC Partners, L.P. Cogeneration 88 88 7/1/1998 6/30/2013
Southemn Power
PEC Company Rowan CC 151 151 1/1/2010 12/31/2019
PEC Calpine Broad River 1 160 166 6/1/2001 5/31/2021
PEC Calpine Broad River 2 160 166 6/1/2001 5/31/2021
PEC Calpine Broad River 3 160 166 6/1/2001 5/31/2021
PEC Calpine Broad River 4 168 194.5 6/1/2001 2/28/2022
PEC Calpine Broad River 5 168 194.5 6/1/2001 2/28/2022
SEPA Hydro
PEC SEPA Contract 94 94 12/31/2010 12/31/2012
SEPA Hydro
PEC SEPA Contract 109 109 1/1/2013 12/31/2038

Operating Reserves Assumptions:

The operating reserves are 371 MW for PEC, 50% spinning and 50% quick start. PEC West has
100 MW of spin reserve requirement and quick start is met through firm transmission. DEC has
only quick start requirement of 506 MW and no spinning reserves.

AGC requirements are 120 MW for PEC and 110 MW for DEC.

Post-merger operating reserves:

CASE
Post

CASE
Pre
Pre
Pre

- ;Submarketr<is Spin Y HQuickstdrt | {YAGC !
DEC _PEC 185 691 230
Pre-merger operating reserves:
T SUBTATREhe o SPItk a QUICKStart | FAGCLy
PEC 185 185 120
PEC West 100 0 0
DEC 0 506 110

Emission Allowance Prices:

Emission permit prices for NOX and SOX were obtained from PEC and were used for both
companies. The values are shown in the following tables:
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3 L »‘;.' » ‘,‘ ) ’.‘?'NexPermﬂ Pnces & %f{? X A ‘“"S‘F@anﬁ‘ﬁ'lh Es'_m
Oct-Apr May-Sep
Year $/Ton $/Ton Year $/Ton
2010 $363 $408 2010 $34
2011 $275 $308 2011 $32
2012 $867 $1,055 2012 $30
2013 $897 $1,237 2013 $377
2014 $955 $1,211 2014 $426
2015 $986 £1,229 2015 $375
2016 $972 $1,233 2016 $256
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Fuel Prices:
Natural Gas:

Natural gas futures prices for Transco Zone 5 plus LDC charges were used in the
analysis. The standard LDC charge for all natural gas units is 1.63% of Zone 5 price.
Except for the following units:

Ui I Ba s . UnitRamesset i n « 7 thuekname - $Ten 1 LBC
4409 | Buck 7 NG BK DAN 2.5
4410 | Buck 8 NG BK DAN 2.5
4411 | Buck 9 NG BK DAN 2.5
4914 | Dan River 4 NG BK DAN 2.5
4915 | Dan River 5 NG BK DAN 2.5
4916 | Dan River 6 NG BK DAN 2.5
5315 | WS Lee GTS NG LEE 3.8
5409 | WS Lee GT7 NG LEE 3.8
6704 | Riverbend 10- NG RBEND 4.9
6705 | Riverbend 11 NG RBEND 4.9
6710 | Riverbend 8 NG RBEND 4.9
6711 | Riverbend 9 NG RBEND 4.9

Coal Prices:

Coal Price forecasts for both DEC and PEC were provided by the companies.

Oil Prices (Fuel Oil No. 2):

Oil prices are from NYMEX futures for heating oil #2,
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Transmission Model:

DEC 2015 load flow models were used for 2012-2016 simulation. It was assumed that the load
flow case included all DEC’s planned transmission upgrades. Relevant transmission upgrades
affecting PEC capacity additions were taken into account. The list of transmission constraints
was generated by DAYZER using contingency analysis for the calendar year 2011 and 2015.
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Exhibit No. 1
. TOTAL MONTHLY GENERATION BY COMPANY, UNIT TYPE, AND SCENARIO

Large Coal Generators - 2012
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Note: Coal fired generating units greater than 200 MW.
Source: Joint Dispatch Analysis. 1of8
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TOTAL MONTHLY GENERATION BY COMPANY, UNIT TYPE, AND SCENARIO
Small Coal Generators - 2012
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Exhibit No. 1

TOTAL MONTHLY GENERATION BY COMPANY, UNIT TYPE, AND SCENARIO

Combined Cycles - 2012
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Exhibit No. 1
700 - TOTAL MONTHLY GENERATION BY COMPANY, UNIT TYPE, AND SCENARIO

Peaking Generation - 2012
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Note: High cost gas/oil fired combustion turbine generators owned by the companies.
Source: Joint Dispatch Analysis. 40f8
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Exhibit No. 1
TOTAL MONTHLY GENERATION BY COMPANY, UNIT TYPE, AND SCENARIO

4,000 - Large Coal Generators - 2015
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Exhibit No. 1
TOTAL MONTHLY GENERATION BY COMPANY, UNIT TYPE, AND SCENARIO
Small Coal Generators - 2015
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Source: loint Dispatch Analysis. 6of8
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Exhibit No. 1

0O PEC - Pre-Merger

Note: Gas fired combined cycle units.
Source: foint Dispatch Analysis.
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Exhibit No. 1
TOTAL MONTHLY GENERATION BY COMPANY, UNIT TYPE, AND SCENARIO
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Note: High cost gas/oil fired combustion turbine generators owned by the companies,
Source: Joint Dispatch Analysis. 8of8
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Exhibit No. 2
ESTIMATED COST SAVINGS ASSOCIATED WITH DUKE AND PROGRESS JOINT DISPATCH

Base Case (Smm)

2012 2013 2014 2015 2016
Estimated Cost - No Joint Dispatch $3,871 $4,110 $4,426 $4,465 $4,715
Estimated Cost - With Joint Dispatch $3,833 $4,061 $4,361 $4,368 $4,599

Savings § $38 $49 $64 $97 $116

% 1.0% 1.2% 1.5% 2:2% 25%

- "12-'18
Cumulative Savings $364

Source: Joint Dispatch Analysis
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Exhibit No. 3A

DUKE WHOLESALE CONTRACTUAL OBLIGATIONS

Wholesale Customer Contract Designation Type Contract Term Capacity (MW)
NC/SC Municipalities Partial Requirements Native Load Priority 1273172018 326
Annual renewals, Can be
NP&L Wholesale Full Requirements Native Load Priority terminated on one-year notice by 14
either party.
Biue Ridge EMC Full Requirements Native Load Priority 1273172021 174
Piedmont EMC Full Requirements Native Load Priority 12/31/2021 80
Rutherford EMC Partial Requirements Native Load Priority 12/31/2021 156
Haywood EMC Fuil Requirements Native Load Priority 12/31/2021 21
. . . Through Operating Life of Catawba
NCEMC Catawba Contract Backstand Nittne Load Priority/ System Firm and McGuire Nuclear Station 687
NCEMC Shaped Capacity Sale Native Load Priority 12/31/2038 72

Note: Customers included in NC/SC Municipalities: City of Concord, NC; Town of Dallas, NC; Town of Forest City,
NC; Town of Kings Mountain, NC; Lockhart Power Company; Town of Due West, SC; Town of Prosperity, SC; and the
City of Greenwood, SC. Contract designation for the City of Greenwood is for Full Requirements. Customers included
in NP&L Wholesale: the Town of Hightands, NC and Western Carolina University.

Source: Duke Energy Carolina's 2010 Integrated Resource Plan.
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Exhibit No. 3B
PROGRESS WHOLESALE CONTRACTUAL OBLIGATIONS

2012
Wholesale Customer Contract Designation Type Contract Term GCapacity (MW)
Town of Black Creek, NC Full Requirements Native Load Firm 1213112017 3.2
City of Camden, SC Full Requirements Native Load Firm 12/31/2013 50
Fayettevile Public Works Commission Partial Requirements Native Load Firm 6/31/2012 301
Fayetteville Public Works Commission Full Requirements Native Load Fimn 6/30/2032 531
French Broad EMC Full Requirements Native Load Firm 12/31/2012 90
Haywood EMC Partial Requirements Native Load Firm 12/31/2021 34
Town of Lucama, NC Full Requirements Native Load Firm 1213172017 53
North Carclina Electric Membership Corporation NCEMC SOR D Native Load Firm 12/31/2019 420
North Carolina Electric Membership Comoration NCEMC SOR A Native Load Fimm 12/31/2015 225
North Carolina Electric Membership Corporation NCEMC SORE Native Load Fim 12/31/2012 225
North Carolina Electric Membership Corporation NCEMC PPA Subordinate to Native Load Firm 1213172024 300
North Carclina Eastern Municipal Power Agency Pattial Requirements Native Load Firm 1213112017 763
Piedmont EMC Partial Requirements Native Load Firm 121312021 21
Town of Sharpsburg, NC Full Requirements Native Load Firm 1213112017 5.6
Town of Stantonsburg, NC Full Requirements Native Load Firm 12/31/2017 5.9
TJown of Waynesifle, NC Full Requirements Native Load Fim 1213112015 17
Town of Wintenille, NC Full Requirements Native Load Fimm 1213412017 12
Source: Progress Energy Carolina's 2010 Integrated Resource Plan.
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Exhibit No. 4A
ESTIMATED COST SAVINGS ASSOCIATED WITH DUKE AND PROGRESS JOINT DISPATCH
High Gas Price Case ($mm)

2012 2013 : 2014

2015 2016
Estimated Cost - No Joint Dispatch $3,984 $4,300 4,755 $4.995 $5,407
Estimated Cost - With Joint Dispatch $3.924 $4,216 $4,627 $4,828 $5,218
Savings $ $61 $84 $128 $168 $188
% 1.5% 2.0% 2.7% 3.4% 3.5%
'12-'16
Cumulative Savings 5629

Source: Joint Dispatch Analysis
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Exhibit No. 4B

ESTIMATED COST SAVINGS ASSOCIATED WITH DUKE AND PROGRESS JOINT DISPATCH
: Low Gas Price Case (Smm)

2012 2013 2014 2015 2016
Estimated Cost - No Joint Dispatch 33,707 $3,832 $4,065 $4,032 $4,222
Estimated Cost - With Joint Dispatch $3,678 $3,785 $3,985 $3,958 $4,129

Savings § $29 $47 $70 574 $93
% 0.8% 12% 1.7% 1.8% 2.2%
*12-'16
Cumulative Savings $312
Source: Joint Dispatch Analysis
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Exhibit No. 4C
ESTIMATED COST SAVINGS ASSOCIATED WITH DUKE AND PROGRESS JOINT DISPATCH
High Coal Price Case {Smm)

2012 2013 2014 2015 2016
Estimated Cost - No Joint Dispatch $4,179 $4.274 34,545 $4,774 $5,006
Estimated Cost - With Joint Dispatch $4,147 $4,230 $4,487 $4,686 $4,892
Savings § $32 $45 $58 $88 $104
% 0.8% 1.0% 1.3% 1.8% 2.0%
*12-"16
Cumulative Savings $326

Source: Joint Dispatch Analysis
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Exhibit No. 4D
ESTIMATED COST SAVINGS ASSOCIATED WITH DUKE AND PROGRESS JOINT DISPATCH
Low Load Case ($mm)

2012 2013 2014

2015 2016
Estimated Cost - No Joint Dispatch $3.792 $3,921 $4.,098 $3,976 $4,043
Estimated Cost - With Joint Dispatch 33,758 $3.880 $4,051 83,914 $3,977
Savings § $34 $41 $46 $62 $66
% 0.9% 1.0% 1.1% 1.6% 1.6%
'12-'16
Cumulative Savings $249

Source: Joint Dispatch Analysis
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Exhibit No. 4E
ESTIMATED COST SAVINGS ASSOCIATED WITH DUKE AND PROGRESS JOINT DISPATCH

High Load Case ($mm)

2012 2013 2014 2015 2016
Estimated Cost - No Joint Dispatch $3,995 $4,340 34,775 $4,983 $5,396
Estimated Cost - With Joint Dispatch $3,953 $4,287 $4,704 $4,862 $5,246
Savings § $42 $53 $71 $121 $150

% 1.1% 1.2% 1.5% 24% 2.8%

'12-'16
Cumulative Savings $437

Source: Jaint Dispatch Analysis
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