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GENERAL ORDERS - GENERAL

DOCKET NO. M-100, SUB 78
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of
Investigation of Cost-Based Rates, Load ) ORDER ESTABLISHING REFUND OF ENERGY
Management, and Conversation Oriented ) AUDIT FEE BY VIRGINIA ELECTRIC AND
End-Use Activities ) POWER COMPANY UNDER THE NORTH
) CAROLINA RESIDENTIAL CONSERVATION
) PROGRAM ON EXPERIMENTAL BASIS

BY THE COMMISSION: On September 22, 1981, Virginia Electric and Power
Company requested that customers charged $10 for on-site energy audits under the
Residential Conversation Service Program be refunded the $10 where the customers
subsequently install approved conservation measures.

Vepco proposed the refund as an added incentive for the customer to install
the recommended conservation measures. The refund will also enable the Company,
the Energy Division, and the Commission to more accurately evaluate the
effectiveness of the program.

The Publiec Staff recommended that the refund be approved subject to
modifications, to which the Company has agreed.

Rased upon the foregoing, the Commission is of the opinion that the Company s
proposal be adopted, as modified.

IT 1S, THEREFORE, ORDERED that under the North Carolina Residential
Conservation Service Program, Virginia Electric and Power Company shall refund
the $10 fee collected from each customer who received a Class A on-site energy
audit and who, as a result of the audit, subsequently installed the approved
conservation measures.

ISSUED BY ORDER OF THE CHAIRMAN.
This the 12th day of November 1981.

NORTH CAROLINA UTILITIES COMMISSION
(SEAL) Sharon Credle Miller, Deputy Clerk



GENERAL ORDERS - GENERAL

DOCKET NO. M-100, SUB 78

DOCKET NO. E-100, SUB 41
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of

Investigation of Cost-Based Rates, Load Management and ) ORDER
Conservation Oriented End-Use Activities ) CONCERNING

) FILING OF

and ) REPORTS ON

) STATUS OF
Determination of Rates for Purchase and Sale of Electricity ) COGENERATION
Between Electric Utilities and Qualifying Cogenerators or ) AND SMALL
Small Power Producers and Rulemaking Concerning Conditions ) POWER PRODUCTION
and Requirements for Such Service )

BY THE CHAIRMAN: On June 6, 1979, the North Carolina Utilities Commission
issued an Order in Docket No. M-100, Sub 78, whereby each electric utility
subject to sald Order was thereafter required to file reports with the
Commission by May 1 and November 1 of each year detailing the receipt of
applications for cogeneration service. On September 21, 1981, the Commission
issued an Order in Docket No. E-100, Sub 41, whereby each electric utility
subject to the jurisdiction of this Commission is required to file by August 1
and February 1 of each year, a summary of the cogeneration and small power
producer activity of the utility during the previous January - June or July -
December periocds, including changes in the numbers and capacities of facilities
under contract and names of qualifying facilities over five kilowatts.

Based upon a letter request filed in Docket No. M-100, Sub 78, on October 30,
1981, by Carolina Power & Light Company, the Chairman concludes that electric
utilities should not be required to continue to file cogeneration reports in
Docket No. M-100, Sub 78, but that such reports should henceforth be filed in
conformity with the requirements of decretal paragraph number 5 of the Order
heretofore entered by the Commission on September 21, 1981, in Docket No. E-100,
Sub 41.

IT IS, THEREFORE, ORDERED that the cogeneration reports required to be filed
by Commission Order entered in Docket No. M-100, Sub 78, on June 1, 1979, be,
and the same are hereby, discontinued and that future cogeneration and small
power production status reports need be filed only in Docket No. E-100, Sub 41,
pursuant to the requirements set forth in decretal paragraph number 5 of the
Order entered in that docket on September 21, 1981.

ISSUED BY ORDER OF THE CHAIRMAN.
This the 17th day of November 1981.
NORTH CAROLINA UTILITIES COMMISSION
(SEAL) Sandra J. Webster, Chief Clerk



GENERAL ORDERS - GENERAL

DOCKET NO. M-100, SUB 79
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of
Revision of Rule R1-17(b)(12) of the Rules and ) ORDER DISCONTINUING PROCEEDING
Regulations of the North Carolina Utilities ) (R1-17(b){1)) AND CLOSING
Commission ) DOCKET

BY THE COMMISSION: This docket was instituted on August 10, 1978, when the
Commission issued a Notice of Proposed Rule Change. In the Notice the
Commission stated that the extensive filings required by Commission Rule R1-
17(b)(12) may be an unnecessary burden on the railroads when an application for
a rate increase involves only one commodity and affects only a small portion of
a railroad”s rate structure. The Commission proposed to modify Rule RI1-
17(b)(12) so as to provide for more simplified filing requirements in instances
where an increase 1is sought on a single commodity rail rate. Extensive
hearings, conferences, and reports took place on the proposed rule change.

On October 14, 1980, the Staggers Rail Act of 1980 was signed into law by
President Carter. The Act provided, among other things, that intrastate single
commodity rail rates must be fixed in conformity with the standards and
procedures of the Staggers Act.

On May 29, 1981, the General Assembly enacted Chapter 476, Session Laws of
1981, which adds a new subsection to G.S. 62-133 to read as follows:

"The Commission is not authorized to entertain applications filed on
behalf of intrastate rail carriers to fix rates for a single commodity
or to fix rates for groups of commodities which constitute less than a
general rate increase."

Upon consideration of the enactment of Chapter 476, the Commission is of the
opinion that this proceeding should be discontinued and the docket closed.

IT IS, THEREFORE, ORDERED that this proceeding be discontinued and that this
docket be closed.

ISSUED BY ORDER OF THE COMMISSION.
This the 11th day of June 1981.

NORTH CAROLINA UTILITIES COMMISSION
(SEAL) Sandra J. Webster, Chief Clerk

DOCKET NO. M-100, SUB 82
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION
In the Matter of

Required Statement of Conformity with Voluntary Wage ) ORDER
and Price Guidelines ) RESCINDING RULE



GENERAL ORDERS - GENERAL

BY THE COMMISSION: On January 23, 1979, the Commissfion issued its Order
amending Commission Rule R1-17 to inelude the requirement that every general
rate applleation lnelude an explanation of how the requested rate increase
complies with the anti-inflation guidelines promulgated by the Council on Wage
and Price Stability or to demonstrate why 1t should not comply.

On Januvary 29, 1981, the President of the United States issued Executive
Order 12288, (Federal Register Volume 46, No. 21, Monday, February 2, 1981}
which terminated the Wage and Price Regulatory Program.

The Commission, therefore, concludes that its rules should be amended to
raeflect said termination,

IT 15, THEREFORE, ORDERED as follows:
That Commission Rule R1-17(b}(9)(g) iz hereby rescinded.

ISSUED BY ORDER QF THE COMMISSION.
This the 27th day of April 1981.

NORTH CAROLINA UTILITIES COMMISSION
(SEAL) Sharon C, Credle, Deputy Clerk

. DOCKET NO. M-100, SUB 85
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of
Proposed Rule Revision Request for Deregulation ) RECCMMENDED ORDER EXEMPTING
Soybean Meal Motor Carriers in North Carolina ) SOYBEAN MEAL FROM REGULATION
) (RULE R2-52)

HEARD IN: Room 215, Dobbs Building, 430 North Salisbury Street, Raleigh,
North Carolina, 27602, on October 1 and 2, 1980

BEFORE: Commissioners A. Hartwell Campbell (Presiding), Leigh H. Hammond,

and Sarah Lindsay Tate (Commissioner Hammond did not participate
in the deeision.)

APPEARANCES:
For the Public Staff:
Theodore C. Brown, Jr., and Thomas K. Austin, Public Staff
Attorneys, North Carclina Utilities Commission, P. 0. Box 991,

Raleigh, North Carolina 27602
For: The Using and Consuming Publlc



GENERAL ORDERS - GENERAL

For the Intervenors:

J. Melville Broughton, Jr., Broughton, Wilkins, & Crampton,
Attorneys at Law, P. 0. Box 2387, Raleigh, North Carolina 27602
For: North Carolina Poultry Federation, Inc.

James M. Kimzey, Kimzey, Smith & McMillan, Attorneys at Law,
P. 0. Box 150, Raleigh, North Carolina 27602
For: Cargill, Inc., and Ralston Purina Company

Ralph McDonald, Balley, Dixon, Wooten, McDonald & Fountain,
Attorneys at Law, P. 0. Box 22u6

For: B&W Grain and Feed Service, Inc., Bowling, Inc., and
Riverside Transportation, Inc.

BY THE COMMISSION: James A. Graham, Commissioner, Department of Agriculture,
State of North Carolina, Raleigh, North Carolina; Tom Farmer, Executive
Secretary, Pork Producers Asscciation, Ine., Raleigh, North Carolina; John A.
Guglielmi, Vice President, Commodity Purchasing, Holly Farms Poultry Industries,
Inc., Wilkesboro, North Carolina; R. G. Gurley, President Gurley’s Inc., Selma,
North Carolina; James F. Wilder, Executive Vice President, North Carolina
Soybean Producers Association, Inc., Raleigh, North Carolina; and John J. Crane,
Harris-Crane, Inc., Charlotte, North Carolina, each wrote the Commission a
letter requesting that soybean meal be declared an exempt commodity by this
Commission. They alleged that the exemption of soybean meal from the
Commission’s regulations would allow the better coordination of the hauling of
soybeans and soybean meal and would result in a significant savings of fuel
costs for the poultry, livestock, and bean processing industries.

Having considered these letters, the Commission concluded that it should
initiate a rule-making investigation to consider whether or not to modify
Commission Rule R2-52 to make soybean meal exempt from Commission regulation.
Accordingly, the Commission proposed for consideration a new subsection to Rule
R2-52 which would read as follows:

"Rule R2-52...(a) Transportation of the following commodities is
exempted from regulation:

(8) Soybean meal, in truckloads."

By Order issued on August 26, 1980, the Commission set a public hearing on
this matter on October 1, 1980, for the purpose of considering comments and
taking testimony. Copies of the Order were served upon all carriers with
authority to haul soybean meal and upon all persons who had written to the
Commission requesting the exemption.

On September 22 and 29, 1980, the Commission issued Orders allowing petitions
of intervention on behalf of Ralston Purina Company, the North Carolina Poultry
Federation, Inc., Cargill, Inc., B&W Grain & Feed Services, Inc., I. W. Bowling,
Ine., and Riverside Transportation Company, Inc.

The Commission received numerous letters from interested persons stating
their desire to appear at the hearing and requesting to offer testimony. The
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Commission also received an affidavit from Zackley Rite Trucking, Inec., in
opposition to the proposed rule revision.

On October 1, 1980, in The Commission’s Hearing Room, Raleigh, North
Carclina, the Commission heard the various witnesses in this docket who appeared
to give testimony.

The Honorable James A. Graham, Commissioner of Agriculture of North Carolina,
testified stating that he supported deregulation of soybean meal. Also
testifying in support of deregulation were: James F. Wilder, Executive Vice
President of the North Carolina Soybean Producers Association; John W. Sledge,
President of North Carclina Farm Bureau Federation; John A. Guglielmi, Vice
President of Holly Farms Poultry Industries, Inc.; Lloyd M. Massey, Master of
the North Carolina State Grange; Ben B. Everett, Jr., a farmer and soybean
producer in Halifax County; Edward H. Weaver, a farmer; Bill Welfare, of Snow
Hill Milling Company; Marc A. Johnson, Associate Professor of Economics and
Business at North Carolina State University; John J. Crane, of Harris-Crane,
Inc.; W. Jay Derby, Purchasing Agent of Goldsboro Milling Company; Flint
Harding, Plant Manager of Cargill, Inec.; and John W. Wagnon, Jr., and Douglas
T. Fink of Ralston Purina Company.

Intervenors resisting any change in the present regulation of soybean meal
who testified were: Mrs. I. W. Bowling of I. W. Bowling, Inc.,; Curtis J.
Whitley of B&W Grain & Feed Services, Inc.; Dennis Adams Peacock of Riverside
Transportation Company, Inc.; and Zack Royce Bissette of Zackley Rite Trucking,
Ine.

WITNESSES IN FAVOR OF EXEMPTING SOYBEAN MEAL

James A. Graham, Commissioner of Agriculture, State of North Carolina,
testified as to the critical financial condition of the farmers of North
Carolina, and his responsibility as Commissioner of Agriculture to help the
farmers of the State lower some of their cost; he contended that one way to
accomplish this is through the deregulation of soybean meal. He gave examples
of how there would be savings from the standpoint of fuel and "trucking
efficiency." He spoke specifically of the present situation where a trucker
takes a farmer’s soybeans to a processor but then has to return empty; whereas,
under deregulation the trucker could bring back soybean meal, resulting in a
full load each way with obvious savings and efficiency.

James F. Wilder, Executive Vice President of the North Carolina Soybean
Producers Association, testified that the "Federal Motor Carrier Act of 1980"
signed into law on July 1, 1980, exempts soybean meal and similar feed
ingredients from interstate truck regulation by the Interstate Commerce
Commission. He pointed out that soybean meal moving in interstate commerce as
an exempt agricultural commodity places intrastate truck shipments within North
Carolina at a competitive disadvantage. He emphasized that intrastate truck
deregulation of soybean meal would be a step towards conserving energy and
increasing productivity, thereby benefiting soybean farmers, poultry and
livestock producers, and all the consumers of the State.

John W. Sledge, President of the North Carolina Farm Bureau Federation,
testified that his organization represented more than 185,000 family members in
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North Carolina and that the organization has for a long time been concerned
about the movement of agricultural commodities in interstate and intrastate
commerce. He spoke of the legislative efforts of his organization to exempt
from regulation all poultry and livestock feed destined to an agricultural
production site or business enterprise engaged in sales to agricultural
producers. He pointed out that deregulation in North Carclina would not deny
any of the present motor carriers their right to continue to haul the product
but that it would allow truckers who haul soybeans from farms or processing
plants to haul soybean meal on the trip back.

John A. Guglielmi, Vice President in Charge of Commodity Purchasing for Holly
Farms Poultry Industries, Inc., strongly urged adoption of the proposed rule
change. He indicated that in the recent past the Commission has responded to
poor service of regulated carriers by granting additional permits to haul
soybean meal. However, the poultry industry in North Carclina needs more
haulers. Soybean meal constitutes 20% to 25% of the average poultry feed
formula. Holly Farms uses over 140,000 tons of soybean meal annually at a cost
of over $28 million. Deregulation is thus important to the consumers of the
State and the poultry industry. Savings in fuel and improvement in competition
and efficiency fully justify the proposed rule.

Lloyd M. Massey, Master of the North Carolina State Grange and a producer of
soybeans, stated the Grange had been urging a more adequate transportation
system to move farm products to market at more reasonable cost and convenience.
Thus soybean meal should be deregulated.

Ben B. Everett, Jr., farmer and producer of soybeans and general crops,
Halifax County, pointed out that he had for a long time shipped soybeans by rail
to Raleigh and to Norfolk and that his feed and fertilizer came to him by rail.
Most of his grain now moves by licensed haulers supplementing farm income; every
possible "backhaul" would be a help to these truckers. He pointed out that a
trucker going to Norfolk can bring back a load of soybean meal unregulated;
whereas, if he goes to Raleigh at the present time he cannot return with meal.

Edward H. Weaver, Route 1, Princeton, North Carolina, trucker and farmer,
testified that when trucks come into mills like Ralston Purina and Cargill with
"a load of beans, most of them today go back empty unless they trip lease." He
pointed out that he must trip lease under a company having soybean rights in
order to haul meal back and that to do this he has to make prior arrangements.
He also has to pay the company having the rights about 15% or 20%. If he did
not have to pay this extra charge to trip lease and could make a haul back in
his own truck with meal, then that savings could be passed on to the farmer.

Bill Welfare, Snow Hill Milling Company, Snow Hill, North Carolina, stated
that he is connected with a grain elevator and part of his work involves buying
and selling soybeans. He hauls the soybeans to mills in Fayetteville and
Raleigh, after buying them directly from the farmer, and resells them in
Fayetteville and Raleigh. After taking beans in his own truck to these two
points, he has to come back empty; he would like to get some freight by hauling
soybean meal back to places in his area. He emphasized that the cost of freight
is a large part of the spread between the purchase price and selling price in
dealing in soybeans. The farmer would benefit from the lower cost.
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Mare A, Johnson, Assceiate Professor of Economics and Business, North
Carolina State Univeraity, Raleigh, North Carolina, t%testified that he had
speeialized in the economics :of agriculiure transportation issues for
approximately seven years and that he was testifying as a public witness to
present resulis of a study. Dr. Johnson’s statement emphasized the following:

1. His purpose in ftestifying 'is to establish that estimated effects of
soybean .meal deregulation for truck transport are based on an
economically and logistically sound and realistic measure of regulatory-
rule-determined empty truck mileage.

2. Avoldable truek cost and fuel losses are direct, absolute measures of the
costs of regulatory rules,

3. Logistieal requirements for fronthaul-backhaul coordination include
volumes of commodity flow moving in ‘opposite directions between two
areas, commodity flow moving at the same time, and commodities moving
which are capable of being moved iIn the same truck equipment. Under
competltive, unregulated conditions, these requirements are necessary and
sufficient for a degree of backhaul encrdination equivalent in volume to
the smallest-volume directicnal flow.

4. Evidence shows that logistical requirements for soybean and soybean msal
backhaul c¢oordinatlion are fulfilled in North Carolina and that
regulation-determined empty truck mileage potentially could be saved by
reclassifying soybean meal as an exempt commodity for trucking.

8. North Carolina has substantial poultry and hog feeding industries locabed
in the region of concentrated soybean production, which is mainly the
Coastal Plain region of the State.

6. Soybean meal is the prineipal form of protein in hog and poultry feed.

7+ The presence of soybean production and meal use in the same area provides
the potentlal for two-way commodity flows between the soybean producing
region and the soybean processing plants.

8. Fuel savings attributable to the reclassification could amount to 48,000
to 56,000 gallons per year,

9. The financial value of trucking resources which could be saved with the
rule change could amount to from $1.5 to $1.7 million. These estimates
of a savings are "fairly conservative,"

Jdohn J. Crane, associated with Harris-Crane, Ing., commodity brokers,
testified that most of the soybean meal produced by Horth Carolina soybean
crushers is delivered within a 200-mile radius. He pointed out that raill
service is extremely inadequate for short hauls of soybean meal. The witness
testified that soybean crushing plants are now striving for better truck
operation by loading trucks more hours of the day and night. In most instances
trucks that are unloading beans could be utilized for meal that is needed in
mixing plants, 1f meal is an exempt item. He emphasized that there are not
enough trucks at the present time. He did not feel the regulated trucks shouid
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have anything to fear with deregulation. Deregulation of soybean meal solves a
problem of regulated trucks not beilng avallable as quickly as needed.

W. J. Derby, Purchasing Agent for Goldsboro Milling Company, testified that
Goldsboro Milling Company is an integrated turkey producer and also operates a
large turkey hatchey, producing about four million turkeys and hatching about 11
million poults annually. The company buys about 20,000 tons (800 truck loads)
of soybean meal annually with a vast majority originating in Raleigh and
Fayetteville. 1In past years most of this came by rail, but with higher rail
rates the company now buys 95% by truck. Deregulation of soybean meal will
eliminate empty backhauls and reduce rates. He presented a model for 1981
showing that if meal is deregulated there could be a saving of 9,000 gallons of
fuel in connection with his company’s operations. Better, more effective use of
trucks will allow the company cheaper freight rates, ranging from $3,00 to $1.00
per ton. This savings (average $2.00 per ton) will equal $30,000 annually. If
agriculture in North Carolina is going to be a competitive, productive entity,
soybean meal must be deregulated.

Flint Harding, Jr., Plant Manager, Cargill, Incorporated, testified that
Cargill operates in Fayetteville a soybean processing plant and vegetable oil
refinery. His plant receives approximately 22 million bushels of beans a year,
of which T70% come by truck and 30% by rail. He further testified that
approximately 22,000 truckloads per year of beans were shipped to his plant in
intrastate commerce from farmers in North Carolina and that most of these trucks
go out empty. He also testified that Cargill shipped out approximately 480,000
to 485,000 tons of meal per year and that 55% of that was shipped by truck, or
approximately 13,000 truckloads of meal per year. Of these 13,000 truckloads,
he estimated that at least 90% of them arrive empty, so that less than 10% have
a double haul of beans into the plant with meal out. He further testified that
all freight on the meal and the beans is paid for by the farmer or processor.
He testified that the farmer and the processor, rather than Cargill, would
benefit on lower rates resulting from deregulation. He stated that there would
be a savings of from one to two dollars per turn on double loads; since there
were 266,000 tons of meal going out by truck per year, that could result in a
savings of anywhere from $266,000 to $532,000 a year as the number of double
loaded vehicles increased as a result of deregulation. He also testified that
approximately 140,000 gallons of gasoline could potentially be saved with two-
way hauls taking the place of the existing one-way traffie. These figures
indicate a much higher potential saving than those found in Mr. Johnson’s
studies and confirm Mr. Johnson’s testimony that his figures were conservative.
He stated on cross-examination that there was nothing to prevent regulated
carriers now carrying soybeans from continuing to carry them if soybeans were
deregulated. He testified that the present regulated haulers, with the
exception of Mr. Whitley, do not engage in two-way hauls.

John W. Wagnon, Jr., buying manager for Ralston Purina Company in North
Carolina, testified that the Ralston Purina plant in Raleigh is a soybean
processing plant producing soybean oil and meal. He testified that his plant
processes in excess of 300,000 tons of soybeans a year, ylelding 60,000 tons of
0il and around 225,000 tons of meal. He also testified that approximately 95%
of those shipments moved within the State of North Carolina and the majority of
them moved by truck. He stated that there are 329 grain dealers in North
Carolina who handle soybeans, and only 123 of these are located on a railroad.
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He testified that less than 5% of those trucks which come into his plant with
beans are reloaded with soybean meal before leaving the plant. He also stated
that on an average day there are an average of 21 trucks leaving with meal and
that there were less than an average of three a day that arrive loaded with
beans that left with meal. He testified that the farmer or the user of the meal
would benefit from any lower rate. He also stated he thought Mr. Johnson s
conclusions concerning the savings to be realized by deregulation were very
conservative. He stated that the farmers of North Carolina would benefit from
deregulation of soybean meal.

WITNESSES IN OPPOSITION TO THE EXEMPTION OF SOYBEAN MEAL

Mrs. I. W. Bowling testified that she is connected with I. W. Bowling, Inc.,
which holds common carrier authority (Certificate No. C-1077) from the
Commission to haul all feed ingredients statewide. She stated that her company
is transporting soybean meal on a regular basis year-round; that in 1979 the
company transported 917 loads of soybean meal, at a revenue from these moves of
$61,871.48. The company’s total revenues from all operations in 1979 was
$120,915. For the year 1980 (through August) the company transported 270 loads
of soybean meal, with revenues therefrom of $38,089. Ninety percent of the
company’s soybean meal moves comes out of Fayetteville and is transported back
to the Bonlee-Goldston area in Chatham County. The trucks go to Fayetteville
empty. The company at present operates three trucks, with an investment therein
of $150,000 to $200,000. The company pays collision and liability insurance
premiums in excess of $13,000 a year.

Curtis J. Whitley, of B&W Grain Feed Service, Inc., testified that he was
connected with the management of B&W Grain Feed Service, Inc., and that it holds
common carrier authority (Certificate No. C-1114). He testified that he carried
both soybean meal and soybeans and indicated the number of loads and revenue
produced therefrom. In 1980, B&W transported 801 truckloads of soybean meal and
realized revenues of $169,198 therefrom. He also testified that a grain company
owns B&W Trucking Company and operates a grain-buying and storage facility. He
testified he handled things other than soybean meal, such as wheat mids, and he
tries not to let his trucks run empty. Mr. Whitley testified on cross-
examination that only three or four of the 23 authorized carriers were carrying
soybean meal.

Dennis Adams Peacock, President of Riverside Transportation Company,
testified that Riverside Transportation Company was a common carrier
(Certificate No. C-1084) in North Carolina carrying animal feed and feed
ingredients, among other things. He testified as to the number of shipments and
the revenue produced by his soybean meal shipments. During 1980 (through
August) the company transported 240 truckloads of soybean meal, with revenues of
$53,000. He stated that he had not been successful in coordinating backhauls of
soybean meal with soybean shipments. He testified that most of his meal hauled
was strictly on an emergency basis, but that he hauled both to and from Cargill
and Ralston Purina. He stated that in addition to soybeans he hauls pinebark,
fishmeal, meatmeal, feathermeal, blood, and a lot of coal.

Zack Royce Bissette, Zackley Rite Trucking, Inc., testified that his company
carried soybean meal under authority contained in a Recommended Order and that
he had only been in the business for a few weeks. He testified that he was
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averaging carrying about 10 loads of soybean meal a week and did not desire to
transport soybeans. He stated the cost of his equipment ($320,000) and the type
of equipment which he uses. On cross-examination he stated that he had begun
operation under trip leases to Mr. Peacock’s firm since 1977, but that he had
been operating illegally from 1967 to 1977. Once he started operating on the
trip leases he had to pay 15% to the owner of the rights just to haul the beans,
and that was over and above his profit.

Upon consideration of the testimony and exhibits presented at the hearing and
the entire record in this proceeding, the Commission makes the following

FINDINGS OF FACT

1. The production of soybeans 1n North Carolina is an important
agricultural commodity that has increased in volume in recent years.

2. The poultry industry in North Carolina has grown in recent years and
there are many poultry processing plants in the State at various locations.

3. The continued production and increase in production of soybeans in North
Carolina is essential to the poultry and livestock industries in North Carolina.
Soybean meal is an important ingredient in poultry and livestock feed, it being
the principal source of protein.

4, The producers of soybeans in North Carolina, as well as all farmers, are
worse off financially than a year ago; during the period from September 1979
through August 1980 the index of prices received by North Carolina farmers and
producers rose 7%, while the index of prices paid by farmers rose 13%, a spread
between cost and revenue of 6%.

5. The cost of transportation is a vital factor in the expense of hauling
soybeans and soybean meal, both as to the producers of soybeans and the
processors of soybean meal. Since rail transportation of soybean meal has
proven ineffective and inadequate in North Carolina, transportation of soybeans
and soybean meal by trucks has been steadily increasing to a dominant position
for producers and for processors.

6. In North Carolina, there are substantial poultry and livestock feeding
industries located in those counties where the production of soybeans is
concentrated. Further, the commercial and farm storage of soybeans is located
primarily in the region of concentrated soybean production.

7. In the counties of North Carolina where soybean production is the
heaviest there are many movements by truck of soybeans from the farm or storage
facility to soybean processing plants such as Cargill in Fayetteville and
Ralston-Purina in Raleigh. Cargill receives about 22,000 truck loads of
soybeans per year in intrastate commerce, and Ralston-Purina receives a similar
amount. These processors convert the raw soybeans to soybean meal.

8. The transportation of soybeans is exempt from regulation by this
Commission. Most or nearly all of the transportation of soybeans from farm or
storage facility to processing plants is by exempt haulers.
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9. Most of the truek loads of soybeans that are recelved by the major
soybean processors, Cargill and Purina, leave the plants empty as a result of
the present regulatory scheme which requires a Certiflcate from this Commission
to transport' soybean meal. This situation, whereby exempt truckers carry
soybeans to the processing plants and leave empty, creates what 1s known as an
"empty back haul."

10, Soybeans and scybean meal are carried at the same time of the year and
in similar truck equipment.

i1. The presence of soybean production and soybean meal use in the same area
of North Carollna provides the opportunity for two-way commodity flows between
the soybean-producing region and the soybean-processing plants.

12. The reeclassification of soybean meal as an exempt commodity for truck
transportation in North Carolina will allow the exempt haulers of soybeans %o
coordinate soybean meal backhauls with the front hauls of soybeans to the
processors, thereby reducing empty truck miles and yielding fuel, truck costs
and highway use savings. Also, since exempt haulers of soybeans originate loads
in soybean producing countles, these haulers are in a position to know the
demands for loads of soybean meal by feed blenders located in soybean-producing
counties, Consequently, reclassification would make meal hauls directly
available for backhaul to those truckers who best know the demands for meal
hauls.

13. The loglstieal requirements for soybean-soybean meal _ backhaul
coordination are fulfilled 1in North Carolina. These requirements were
established by Dr. Marc A. Johnson and Dr. William 8. Tyny in a study entitled
"Effects of Re-Classifying Soybean Meal as an Exempt Commodity for Truck
Transport in North Carolina." The requirements include:

a. Volumes of commedity flow moving in opposite directions between two
areas,

b. Commodity flow moving at the same time, and

¢, Commogdities moving which are capable of being moved in the same
truck equipment.

14. Fuel savings attributable to the reclassification of soybean meal as an
exempt commodlty could amount to at least 48,000 to 56,000 gallons per year.

15, The financial wvalue of ftrucking resources which could be saved by
reclassification ecould amcunt to $1,500,000 to $1,700,000. Most of these
savings would be passed on to soybean producers and consumers of poultry and
livestock products.

16. Reclassification of soybean meal will allew a greater utilization of all
trucks in North Carolina that are available to haul this important commodity,
thereby improving competition and bringlng about greater effictency. Soybean
producers, progessors, and the consuming public would be benefited.
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17. There continues to be a need in North Carolina for additional truck
transportation of soybean meal, and such additional transportation would be a
benefit to all segments of the soybean industry in North Carolina.

18. There are 23 motor truck carriers holding certificates from this
Commission to haul soybean meal; of this number, only four entered protests and
testified in opposition to the proposed exemption. There are only four or five
active carriers of soybean meal at the present time. The four Intervenor
carriers operate in total only 21 tractors and two straight trucks. The
Commission, taking judieial notice of the Intervenors® tariffs on file with it,
finds, for example, that the rate (excluding fuel surcharge) for the
transportation of soybean meal between Raleigh and Goldsboro is $7.00 per ton in
Riverside’s Tariff N.C.U.C. No. 4; $4.80 per ton in B&W Grain’s Tariff N.C.U.C.
No. 1; $5.73 in I. W. Bowling’s NCMCA Tariff 10-H, N.C.U.C. No. 117; and $6.22
per ton in Zackly Rite’s Tariff N.C.U.C. No. 1.

19. The exemption of soybean meal will not adversely affect the ability of
the certificated carriers to operate, since they will retain the right to
transport soybean meal and other commodities included within their certificate.

20. Numerous publie witnesses testified in favor of the Commission
declaring soybean meal an exempt commodity, inecluding the Commissioner of
Agriculture of the State of North Carolina, the offieials of various farm
organizations, and soybean farmers and processors. No public witnesses
testified in opposition to reclassifying soybean meal as an exempt commodity.
The only witnesses testifying against the proposed reclassification were
representatives of trucking companies holding certificates to haul soybean
meal.

CONCLUSIONS

1. The Commission concludes that the transportation of soybean meal in
truck loads should be exempted from regulation under the Public Utilities Act
(except as provided in G. S. 62-260(g) and G. S. 62-281) and that Commission
Rule R2-52 should accordingly be amended by adding a new subsection (8) thereto
S0 as to read, in relevant part, as follows:

"Rule R2-52. Exemption of clay, fertilizer, lumber, grain, pipe, peanuts,
cotton seed, ete. - (a) Transportation of the following commodities is exempted
from regulation:

(8) Soybean meal, in truckloads."

2. In so deciding that soybean meal should be declared an exempt commodity,
the Commission further finds and concludes that the transportation of soybean
meal in truck loads in intrastate commerce is of such a nature and character as
not substantially to affect or impair uniform regulation by the Commission of
transportation by motor carriers engaged in intrastate commerce. G.S. 62-261
(8).

The Commission further concludes:
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3. The exemption of soybean meal approved herein will bring about
substantial fuel savings of at least 48,000 to 56,000 gallons per year.

4, The value of trucking resources which could be saved by the exemption
approved herein could amount to $1,500,000 to $1,700,000 and most of the savings
would be passed on to soybean producers and to consumers of poultry and
livestock products.

5. The exemption of soybean meal will allow a greater utilization of all
trucks in North Carolina that are available to haul this important commodity,
thereby improving competition and bringing about greater efficiency in
transportation of soybean meal.

6. The reclassification of soybean meal as an exempt commodity will not
endanger or impair the operations of existing carriers who hold certificates
from this Commission.

T. As a result of the savings and greater efficiency that will flow from
the declaration of soybean meal as an exempt commodity, the public interest will
be served thereby.

The adoption herein of Commission Rule R2-52(8) declaring soybean meal in
truck loads to be exempt from regulation is but the latest in a long line of
rule-making proceedings exempting specific commodities from regulation by this
Commission. See, for example, Commission Rules R2-49 (fresh cucumbers), R2-50
(wrecked or disabled motor vehicles), R2-52 (clay, conerete or shale products;
dry fertilizer; lumber; grain, other than seed grain; peanuts; cotton seed), and
R2-53.1 (native fresh wvegetables, fruits and orchard products). These Rules
have been adopted in various dockets since 1962 pursuant to the Commission’s
statutory authority to exempt various commodities from regulation. The
exemption over the years of the various commodities enumerated above cannot be
legally distinguished from the case at hand. This longstanding practice of the
Commission is, in and of itself, evidence of the authority of the Commission to
so act.

The evidence in this proceeding amply supports the Commission’s declaration
of soybean meal as an exempt commodity. The evidence clearly establishes the
importance of soybeans and soybean meal in the economy of North Carolina. Most
or nearly all truck loads of soybeans that are received by the soybean
processors in North Carolina (Cargill and Purina) are hauled by exempt
carriers. Under the present regulatory scheme these haulers are not allowed to
return home with truck loads of soybean meal, even though "home"™ is most likely
in that area of North Carolina that has a high concentration of soybean meal
use. Empty back hauls are the result. As the evidence and the findings herein
point out, soybean production and soybean meal use largely exist in the same
area of North Carolina, thereby providing for two-way commodity flows between
the soybean-producing region and the soybean-processing plants. The
reclassification of soybean meal as an exempt commodity will afford the exempt
haulers of soybeans ample opportunity to coordinate soybean meal back hauls with
their front hauls of soybeans to the processors. There will be attendant
savings to farmers and to consumers of poultry products. There will also be
greater efficlency in the transportation of soybeans and soybean meal.
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The evidence in this proceeding also amply demonstrates that the exemption of
soybean meal approved herein will not substantially affect or impair uniform
regulation by the Commission of transportation by motor carriers engaged in
intrastate commerce. As the Public Staff pointed out in its Proposed Order
supporting the exemption of soybean meal, the present economic regulation of
soybean meal has not been uniform in the sense that all rates are the same for
like transportation services. Finding of Fact No. 18 above found that the four
Intervenor carriers each charged different rates for the transportation of
soybean meal for the same distance. As the Public Staff further pointed out in
its Proposed Order, the exemption of soybean meal would not impair any
uniformity of entry regulation, but would, on the contrary, improve the
availability of transportation to meet the needs of the processors and users of
soybean meal. The total number of common carriers authorized to transport
soybean meal is 23, Curtis J. Whitley, Manager of B&W Grain & Feed Services,
Inc., a certificated carrier, acknowledged that there are only four or five
active carriers of soybean meal in intrastate commerce. This means that 23
carriers demonstrated a public need for the service, but only four or five of
these carriers are currently fulfilling the obligation to serve. The fact that
23 carriers are certificated to transport soybean meal is indicative of this
Commission’s previous efforts to assure that the transportation needs of the
soybean meal industry would be adequately met. The fact that only four or five
of these 23 carriers are actively performing the service is of great concern to
this Commission. The soybean meal industry is too important an industry in
North Carolina to be left in this transportation posture. The exemption of
soybean meal approved herein will allow a greater utilization of all trucks in
the State that are available to haul soybean meal.

IT 1S, THEREFORE, ORDERED AS FOLLOWS:
(1) That the transportation of soybean meal, in truck loads, be, and the
same 1is hereby, exempted from regulation under the North Carolina Public

Utilities Act, except as provided in G. S. 62-260(g) and G. S. 62-281.

(2) That Commission Rule R2-52, be, and the same is hereby, amended by
adding the following subsection:

"(8) Soybean meal, in truck loads."

(3) That this Order shall become effective on and after the effective date
hereof and shall remain in effect until vacated or modified by further order of
the Commission.

ISSUED BY ORDER OF THE COMMISSION.
This the 15th day of January 1981.

NORTH CAROLINA UTILITIES COMMISSION
(SEAL) Sandra J. Webster, Chief Clerk
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DOCKET NO. M-100, SUB 87
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of
Proposed Rule Revision - Request to Include Gasohol ) ORDER AMENDING
in Group 3, Petroleum and Petroleum Products, ) RULE R2-37, GROUP 3,
Rule R2-37 } TO INCLUDE GASOHOL

HEARD IN: Commission Hearing Room, Dobbs Bullding, 430 North Sallsbury Street,
Raleigh, North Carolina, on April 23, 1981, at 10:00 a.m.

BEFOQRE: Hearing Examiner Wilson B. Partin, Jr.
APPEARANCES:
For the Intervenor:

J. BRuffin Balley, Bailey, Dixon, Wooten, MeDonald & Fountain,
Attorneys at Law, P. 0. Box 2246, BRaleigh, North Carolina 27602
For: Tidewater Transit Company

PARTIN, HEARING EXAMINER: On February 17, 1981, the Commission issued an
Order instituting a rulemaking proceeding to conslder whether or not to modify
Commission Rule R2-37 to include gasohol In the deseription of Group 3,
petroleum and petroleum products. The Order scheduled a publle hearing on the
proposed rule amendment but provided that 1f no substantial protests or
petitions to intervene were filed on or before April 13, 1981, the matter would
be decided on the record without a hearing.

A copy of the Order was served upon all carriers of pefroleum products.

The Publie Staff filed Notice of Intervention on March 18, 1981, and
Tidewater Transit Co. filed Petition to Intervene on April 10, 1981. A3 a
result of these Interventions the Commission reaffirmed the hearing achedule in
this docket.

The pmatter came on for hearing as schedule, Tidewater Transit Co. was
present and represented by counsel. Tidewater offered the testimony of Charles
W. Smith, President of the Company, and Wayne A. Mallard, Jr., Prestdent of
Mallard 011 Company.

No one else appeared at the hearing.
FINDINGS OF FACT

1. Gasohol 1Is a blend or mixture of approximately nine parts gasoline to one
part alechol.

2. Gasohol 43 a relatively new product and its use as a fuel for
motor vehicles is growing in North Carolina.
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3. Gasohol is to a large extent retailed by persons and firms that also
market gasoline.

4, Commission Rule R2-37 defines petroleum and petroleum products to include
"gasoline, natural or blended.”

5. There is a demonstrated need to amend Rule R2-37, Group 3, to include
gasohol, so as to allow all certificated carriers of petroleum and petroleum
products to transport gasohol within their operating territories and thereby
eliminate wasteful and inefficient use of equipment.

CONCLUSIONS

1. Commission Rule R2-37, Group 3, should be amended to ineclude gasohol.

2. The certificates of all existing common carriers of petroleum and
petroleum products, in bulk, in tank trucks, should be amended to authorize the
transportation of gasohol between all points within their present operating
territories.

IT IS, THEREFORE, ORDERED as follows:

1. That Commission Rule R2-37, Group 3, be amended by inserting the word
"Gasohol" immediately after the term "Gas, liquefied Petroleum™ and before the
term "Gas 0il."

2. That the certificates of all existing common carriers of petroleum and
petroleum products, in bulk, in tank trucks, be amended to authorize the
transportation of gasohol between all points within their present authorized
operating territories.

ISSUED BY ORDER OF THE COMMISSION.
This the 8th day of May 1981.

NORTH CAROLINA UTILITIES COMMISSION
(SEAL) Sandra J. Webster, Chief Clerk

DOCKET NO. M-100, SUB 87
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of
Proposed Rule Revision - Request to Include Gasohol in ) ORDER CORRECTING
Group 3, Petroleum and Petroleum Products, Rule R2-37 ) CAPTION

PARTIN, HEARING EXAMINER: The Order issued in this docket on May 8, 1981,
should have been issued as a Recommended Order, with the time for filing
exceptions attached thereto.

IT IS, THEREFORE, ORDERED as follows:
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1. That the caption to the Order of May 8, 1981, shall be amended to read
"RECOMMENDED ORDER AMENDING RULE R2-37, GROUP 3, TO INCLUDE GASOHOL."

2. That the attached sheet giving the time for filing exceptions to the
Recommended Order shall be attached to the front of the Recommended Order and
made a part thereof.

ISSUED BY ORDER OF THE COMMISSION.
This the 18th day of May 1981.

NORTH CAROLINA UTILITIES COMMISSION
(SEAL) Sandra J. Webster, Chief Clerk

DOCKET NO. M-100, SUB 89
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of
Revision of the Commission’s Safety Rules ) NOTICE OF
and Regulations Rule 8-26 and R9-1 ) RULE REVISION

BY THE COMMISSION: On October 27, 1972, the Commission issued an Order in
Docket No. E-100, Sub 11 entitled "Notice of Rulemaking Procedure," thereby
proposing amendment of Commission Rule RB-26 (Safety Rules and Regulations) in
conformity with the various safety rules then promulgated and known as the
"National Electrical 3Safety Code."

A composite statement in opposition to the proposed rulemaking was
subsequently filed with the Commission on February 28, 1973, by the following
electric utilities: Nantahala Power and Light Company; Carolina Power & Light
Company; Virginia Electric and Power Company; and Duke Power Company. As
therein pertinent, the above-referenced electric utilities alleged in their
composite statement that the National Electrical Safety Code, as it then
existed, was totally obsolete and did not represent present day technology nor
operating practices. Said utilities further suggested that the proposed
rulemaking should be withdrawn in view of the fact that the National Electrical
Safety Code was then in the process of being reviewed by a Committee of the
American National Standards Institute.

A revised edition of the National Electrical Safety Code was subsequently
issued in 1977. However, that edition did not include a revision of all Parts
comprising said Code. On January T, 1980, the Commission took judicial notice
of the fact that the National Electrical Safety Code was being completely
revised for the new edition and closed Docket No. E-10, Sub 11, The Commission
advised the public and all electric utilities in the January 7, 1980, order that
when coples of the new edition of the National Electrical Safety Code became
available for general consideration, the Commission would institute a new rule-
making proceeding to consider adoption of such revised rules and regulations.
The 1981 Edition of the National Electrical Safety Code (American National
Standard ANSI C2.1981) was issued on September 5, 1980. Under American National
Standards Institute rules, ANSI C2.1981 became effective nationally 180 days
after issuance.
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The National Electrical Safety Code is a concensus standard and is
promulgated under the rules of the American National Standards Institute
(ANSI). The working subcommittees ineclude broad representation from all facets
of utility related fields, including senior staff from this Commission. As a
result of this Commission’s efforts, the NESC is now regularly updated on a
published three-year cycle. Although Parts 1, 3, and 4 were updated in the
early 1970"s, the 1977 Edition was the first significant revision of Part 2 of
the Code since the late 1930°s. All parts of the Code were revised in the 1981
Edition according to the Change Proposals received by the code subcommittees.
Because the utilities and other interested parties have had the opportunity to
have input to this national concensus code through two recent revisions of the
code, the Commission is of the opinion that their substantial proposals have
been given due attention in the 1981 Edition of the National Electrical Safety
Code, ANSI C2.1981. Unless significant cause is shown otherwise, the Commission
concludes that ANSI C2.1981 should be adopted as the safety rules of this
Commission, to apply to all electric, telephone and telegraph companies which
operate in North Carolina under the jurisdiction of this Commission, and that
Rules R8-26 and R9-1 should be revised accordingly.

IT IS, THEREFORE, ORDERED, that unless significant protest and request for
hearing is received on or before October 14, 1981, the Commission will adopt the
1981 Edition of the National Electrical Safety Code, ANSI C2.1981, as its safety
rules and will revise Rules RB-26 and R9-1 as shown on Appendix A on the basis
of its knowledge and the record.

ISSUED BY ORDER OF THE COMMISSION.
This the 14th day of September 1981.

NORTH CAROLINA UTILITIES COMMISSION
(SEAL) Sharon Credle Miller, Deputy Clerk

APPENDIX A
REVISED RULES

Rule R8-26. Safety rules and regulations - American National Standard ANSI
C2 1981, the 1981 Edition of the National Electrical Safety Code, is hereby
adopted by reference as the electric and communications safety rules of this
Commission and shall apply to all electric utilities which operate in North
Carolina under the jurisdiction of this Commission. (A copy of the National
Electrical Safety Code may be obtained from the Standards Division, Institute of
Electrical and Electronics Engineers, Inc., 345 East U7th Street, New York, New
York 10017.) (NCUC Docket No. M-100, Sub 5, 7/15/65; NCUC Docket No. M-100,
Sub 6, 11/4/68; NCUC Docket No. M-100, Sub 89, 10/ /81)

Rule R9-1. Safety rules and regulations - American National Standard ANSI
C2.1981, the 1981 Edition of the National Electrical Safety Code, is hereby
adopted by reference as the electric and communications safety rules of this
Commission and shall apply to all telephone and telegraph utilities which
operate in North Carolina under the jurisdiction of this Commission. (A& copy of
the National Electrical Safety Code may be obtained from the Standards Division,
Institute of Electrical and Electronies Engineers, Inc., 345 East 47th Street,
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New York, New York 10017.) (NCUC Docket No. M-100, Sub 5, 7/15/65; HCUC Docket
No. M-100, Sub 6, 11/4/68; NCUC Docket No. M-100, Sub 89, 10/ /B1)

DOCKET NO. M-100, SUB 89
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of
Revision of the Commission’s Safety Rules ) ORDER ADOPTING THE 1981
and Regulations Rule 8-26 and R9-1 ) EDITION OF THE NATIONAL
) ELECTRICAL SAFETY CODE
) ANSI C2.1981

BY THE COMMISSION: Cn September 14, 1981, the Commission issued a Notice of
Rule Revision and ordered "that unless significant protest and request for
hearing is recelved on or before October 14, 1981, the Commission will adopt the
1981 Edition of the National Electrical Safety Code, ANSI C2.1981, as its
safety rules and will revise Rules R8-26 and R9-1 as shown on Appendix A on the
bazis of its knowledge and the record.

No protests or requests for hearing were recelived.
IT 1S, THEREFORE, ORDERED THAT

Commission Rules RB-26 and R9-1 are hereby amended as revised in Appendix A
attached hereto.

ISSUED BY ORDER OF THE COMMISSION.
This the 8th day of December 1981,

NORTH CAROLINA UTILITIES COMMISSION
{SEAL) Sandra J. Webster, Chnief Clerk
) APPENDIX A
REVISED RULES

Rule R8-26. Safety rules and regulationg -~ American National Standard ANSI
C2.1981, the 1981 Edition of the Natlonal Electrical Safety Code, is hereby
adopted by reference as the electrlc and communications safety rules of this
Cormission and shall apply to all electric utilities which operate in North
Carolina under the jurisdiction of this Commission. (A copy of the Naticnal
Electrical Safety Code may be obtained from the Standards Division, Institute of
Electrical and Electronies Engineers, Ine,, 345 East 47th Skreet, New York, New
York 10017.) (NCUC Docket No. M-100, Sub 1, 9/18/63; NCUC Docket No. M-100, Sub
5, 7/15/65; NCUC Docket No. M-100, Sub 6, 11/L/68; NCUC Docket No. M-100, Sub
89, 12/17/81)

Rule R9-1. Safety rules and regulations - American National Standard ANSIL
C2.1981, the 1981 Edition of the National Electrical Safety Code, 13 hereby
adopted by reference as the electric and c¢ommunications safety rules of this
Commission and shall apply to all telephone and telegraph utilities which
operate in North Carolina under the jurisdiction of this Commission. (A copy of
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the National Electrical Safety Code may be obtained from the Standards Division,
Institute of Electrical and Electronics Engineers, Inc., 345 East 4Tth Street,
New York, New York 10017.) (NCUC Docket No. M-100, Sub 5, 7/15/65; NCUC Docket
No. M-100, Sub 6, 11/4/68; NCUC Docket No. M-100, Sub 89, 12/7/81)
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DOCKET NO. E-100, SUB 25
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of
Electric Utility Demonstration Project: ) ORDER ACCEPTING FINAL REPORTS,
Implementation of Experimental Time-of-Day ) PRESENTING STUDY RESULTS, AND
Rates for Carolina Power & Light Company ) CLOSING DOCKET
and Blue Ridge Electric Membership Corporation )

HEARD IN: The Commission Hearing Room, Dobbs Building, 430 North Salisbury
Street, Raleigh, North Carolina, on September 5, 1980, at
10:00 a.m.

BEFORE: Chairman Robert K. Koger, and Commissioners Edward B. Hipp, John

W. Winters, Sarah Lindsay Tate, Leigh H. Hammond, A. Hartwell
Campbell, and Douglas P. Leary

APPEARANCES:
For Carolina Power & Light Company:

Richard E. Jones, Asscciate General Counsel, Carolina Power & Light
Company, Box 1551, Raleigh, North Carolina

For the North Carolina Utilities Commission and the Research Triangle
Institute:

Wilson B. Partin, Jr., Deputy General Counsel, North Carolina
Utilities Commission, P. 0. Box 991, Raleigh, North Carolina

BY THE COMMISSION: On March 8, 1977, the Commission issued an Order in this
docket setting an investigation and hearing on experimental time-of-use (TOU)
electricity rates. By orders issued on June 6, 1977, Carolina Power & Light
Company (CP&L) and Blue Ridge Electric Membership Corporation (Blue Ridge) were
authorized to implement TOU electric rates on some of their customers as part of
the North Carolina Electric Utility Demonstration Project. The orders provided
that the rates were to remain in effect through May of 1979 and thereafter on an
optional basis.

The Demonstration Project was a cooperation undertaking between the
Commission and the United States Department of Energy (formerly, the Federal

Energy Administration). The implementation of this project fulfilled two
legislative purposes:

(a) The experimental rates would assist the Commission in fixing just and
reasonable rates, as it is required to do under Chapter 62 of the General
Statutes; and

(b) The experimental rates would enable the Commission to carry out the
mandate of G. S. 62-155, which requires the Commission to study time-of-use
rates for implementation in North Carolina.
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Research Triangle Institiute (RTI) was contracted by the Commission to
design, coordinate, and execute the project in cooperation with CP&L and Blue
Ridge.

On or about August 1, 1980, RTI filed its draft final reports of the
demonstration project with the Commission.

Thereafter, on August 8, 1980, the Commission issued an Order scheduling a
hearing on the demonstration project results.

The matter came on for hearing before the Commission on September 5, 1980.
The Commission heard the testimony of Dr. Allen K. Miedema, Manager of the
Economics Department of RTI; Norris L. Edge, Manager of the Rates and Service
Practices Department, CP&L; and Taylor Bingham, head of the Environmental
Economic Section in the Department of Economics, RTI, who testified on the Blue
Ridge project.

On January 5, 1981, RTI filed with the Commission the final reports in the
North Carolina Rate Demonstration Project: the Carolina Power & Light Company
Study, Volumes I and II; the Blue Ridge EMC Study, Volumes I and II; and the
Project Library, consisting of four volumes.

The Commission hereinafter presents the abstracts prepared by RTI in the CP&L
and Blue Ridge final reports and adopts the findings therein as the findings of
the Commission.

CAROLINA POWER & LIGHT COMPANY STUDY

The Carolina Power & Light Company Rate Demonstration Project was conducted
to observe the effects of time-of-use electricity rates on household electricity
consumption. Under time-of-use (TOU) rates higher prices are charged for
electricity used during those times when demand and system costs are higher; and
lower prices, when demand and system costs are lower. 1In this project 514
residential customers were placed on a number of seasonal time-of-use
electricity rates for periods of 14 to 18 months starting October 1977 and
February 1978 and ending in May 1979. A total of 86 customers on the existing
rate served as a control group. Participation in the study was mandatory and
customers did not receive incentive or participation payments.

Three rate forms which could be implemented under current North Carolina
rate-making regulations were compared with the control rate. Variations of one
of these rates were used, along with that rate, to estimate own- and cross-price
elasticities of demand for electricity consumption by time-of-use and additional
subsamples of customers assigned to the two other rates were offered free
installation and ownership of certain demand management devices called
“interlocks.”

Electricity consumption patterns under TOU rate schedules TO5, T10, and T11
were examined by rating period (peak, intermediate, base, and overall) for both
the average day of the month and for the day of system peak.

In comparing TOU rates T10 and T11 with the control rate, some evidence was
found of conservation of electrieity during the summer period. Consumption was
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generally less under the TOU rates in all rating pericds and in many instances
the monthly decroases were statistically significant, This pattern was reversed
during the winter months as the estimated levels of consumption under the TOU
rates were generally higher than for the control group rate achedule in all
rating periods. The monthly increagses were not, in most cases, statistically
gignificant.

Relative to the contrel rate, TOU rate TOS5 showed no significant effect on
consumption patterns. Usage under T0% was not significantly different from the
control group for any of the rating periods In any month. However, base-period
usage was slightly higher in every month. The above patterns hold for both the
average day of the month and the day of system peak,

Other varlables (i.e., 60- and 15-minute noncoincident demand, maximum
diversified demand, and demand at the time of monthly system peak) were observed
to follow this same pattern of lower values under the TOU rates during the
summer and higher values during the winter months. Generally, the differences
were not statistically significant.

TOU customers knew that the experiment was limited to a 18- to 18-month
period, and thus they had little incentive to invest in any appliances or home
improvements that might be attractive under the TOU rate but only over a leonger
period. S0 these short-term results may not represeni the long-term
response of these or similar customers to the TOU rates tested.

The results for the comparative analyses apply to approximately 94 percent of
the sampled population that was atill in the service area on April t, 1978, the
date for which meter installation was complete for all study participants.

Generally, the results of the CP&L study leave some questions about the
advisability of implementing TOU rates of the type used in the experiment. Even
though all of the TOU rates seemed to reduce electricity consumption during some
hours, there was no reliable evidence that they would reduce the need for
generating and transmission capacity. So the main effect of implementing these
TOU rates would be to reduce the total electricity usage of resldential
customers but not necessarily their demands on CP&L capacity. It is
questionable whether the resulting fuel cost savings to CP&L would alone offset
the additonal cost of metering usage by time of day, at the presdent costs of TOU
meters.,

Responses to a post-experimental survey of experimental and control group
customers participating in the TOU study indicated that all groups of customers
had quite similar demographic, fuel, and appliance cwmership characteristies., A
substantial number of all customers, including those on the existing residential
rate, reported several efforts to conserve electricity. Survey responses also
showed that participants tried to curtaill electricity usage to take speecific
advantage of the TOU rates and that, overall, TOU rate customers expressed
satisfaction with their bills under the TOU rates. While only one-fifth of the
TOU participants knew the precise details of their experimental rates, most were
aware of the implications of TOU pricing. 1In general, well over half of the
customers had favorable reactions to the experimental rates and the utility, and

about one-third chose to econtinue on the TOU rates at Lhe coneclusion of the
atudy.
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In part because their bills did not include a charge for TOU metering, a
ma jority of the experimental customers on the three main TOU rates had lower
bills than they would have if billed on the existing residential rates. The
average annual saving ranged from $20 to $42. The remaining experimental
customers paid from $10 to $25 more per year than they would have on the
existing residential rates.

BLUE RIDGE EMC STUDY

The BREMC study was conducted to observe the effect of a time-of-use
electricity rate schedule on household electrieity consumption. Under time-of-
use (TOU) rates higher prices are charged for electricity used during those
times when demand and system costs are higher; and lower prices when demand and
system costs are lower. In this project 102 residential customers were placed
on a seasonal time-of-use electricity rate for a 12-month period beginning in
October 1977. The experimental rate schedule used three daily rating periods
during the winter and two during the summer. A total of 98 customers on the
existing rate served as a control group. Participation in the study was
mandatory, and customers did not receive incentive or participation payments.

Electricity consumption patterns were examined by rating period (peak,
intermediate, base and overall) for both the average day of the month and for
the day of system peak. The results indicated that throughout the 12-month
study period, consumption patterns under the TOU rate schedule differed very
little from those under the existing (declining block) rate schedule. There was
no indication either of a shifting of electricity usage by those on the TOU rate
from the period of highest price to the period of lowest price, or of a
conservation effect by customers on the TOU rate schedule. In general, the
findings of this study showed a negligible response to the TOU rate schedule
used in the experiment. Since the sample size was large enough to enable
experimenters to detect any significant responses to the experimental rate,
failure to isolate effects attributable to time-of-use pricing of electricity
does not affeet the credibility of the study or lessen the importance of the
results.

Two types of analyses were conducted. The first, a comparative analysis, was
completed for all 12 months of the experimental period and applied to
electricity consumption patterns by rating period (peak, intermediate, base, and
overall) for both the average day of the month and for the day of system peak.
The results indicated that throughout the 12-month study period, consumption
patterns under the TOU rate schedule differed very little from those under the
existing (declining block) rate schedule. There was no indication either of a
shifting of eleetricity usage by those on the TOU rate from the period of
highest price to the period of lowest price, or of a conservation effect by
customers on the TOU rate schedule. In general, this analysis showed a
negligible response to the TOU rate schedule used in the experiment.

The second type of analysis, regression analysis, was conducted for the
average weekday in the peak month, February. The findings of the two methods
were fundamentally the same - the percentage changes in consumption caused by
TOU rates were generally less than 15 percent in absolute value, regardless of
the time of day.
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Both methods were also applied to estimate shifts in consumption by high
usage customers. For them the estimated shifts were generally larger in
percentage terms and more often in the expected direction. However, the shifts
were generally not found to be different from zero by a statistically
significant margin. Still, these estimated differences could be real but too
small to detect with the relatively small size of the sample allocated to
high-usage customers alone.

Instead, the sample was designed and allocated primarily to detect
significant responses by nearly all BREMC residential customers. Since the
sample was large enough to achieve that purpose, failure to isoclate effects of
this particular TOU rate does not affect the credibility of the study or lessen
the importance of the results.

TOU customers knew that the experiment was limited to a 12-month period, and
thus they had no incentive to invest in any appliances or home improvements that
might be attractive under the TOU rate only over a period longer than one year.
So these short-term results may not represent the Ilong-term response of
these or similar customers to the TOU rate tested.

CONCLUSIONS

The RTI reports contain wvaluable evidence on the potential effects of
time-of-use rates. The project has demonstrated that TOU rates will very
likely cause residential customers to conserve electricity. It also indicates,
however, that the magnitude of potential capacity savings attributable to such
rates are highly uncertain. These results suggest that the rate differentials
tested in this experiment were not of a magnitude sufficient to cause a shift in
electric usage patterns that would make it cost effective at this time to
require TOU rates for all residential customers. In other words, the cost of
the metering equipment required for mandatory TOU rates would exceed any savings
derived from reductions in peak demand. A combination of TOU rates and direct
load control programs such as devices to interrupt water heaters, air
conditioners, or other major appliances may improve the cost effectiveness in
the future. Likewise, the development of new and cheaper metering technology
will lead to a more favorable benefit-cost ratio.

Nonetheless the studies indicate some promise for the selective
implementation of TOU rates. This approach is suggested in part by the
detection of somewhat greater responsiveness to TOU rates among residential
customers using large amounts of electricity. It is also suggested by the
finding of generally positive attitudes toward TOU rates among customers in the
two experiments. At the conclusion of the CP&L study those customers on the
experimental TOU rates were given the opportunity to continue service on a TOU
schedule. Approximately 200 customers initially elected to continue service on
a TOU schedule.

This project and the studies resulting therefrom have been important to the
Commission in its consideration of TOU rate schedules that have been approved
for implementation on a voluntary basis by the major eleectric utilities in North
Carolina. The Commission will continue to monitor new developments in TOU
metering technology and the costs of TOU meters relative to the costs of
additional generating facilities. The results of this project will provide the
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basic framework for an ongoing examination by the Commission of the potential
benefits from both direct and indirect load management programs. The project
has also provided critical input into the Commission”s annual load forecasts
proceedings.

IT IS, THEREFORE, ORDERED that the final reports filed by the Research
Triangle Institute in this docket for the CP&L and Blue Ridge projects be
accepted and adopted as the final reports of the Commission in fulfillment of
its obligations under the Demonstration Project and that this docket be closed.

ISSUED BY ORDER OF THE COMMISSION.
This the 27th day of May 1981.

NORTH CAROLINA UTILITIES COMMISSION
(SEAL) Sandra J. Webster, Chief Clerk

DOCKET NO. E-100, SUB 36

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of
Investigation and Rulemaking Relating ) ORDER ADOPTING FINAL RULES ON
Information to Electric Utility ) INFORMATION TO ELECTRIC UTILITY
Consumers ) CONSUMERS

BY THE COMMISSION: On October 14, 1980, the Commission issued an Order in
this docket entitled "Order Setting Forth Findings With Respect to PURPA
Standards Regarding Master Metering, Automatic Adjustment Clauses, and
Information to Consumers." Attached to said Order as Appendix A were certain
proposed rules regarding information to be provided to consumers upon which the
parties to this proceeding were invited to file comments not later than
November 14, 1980. Comments on the proposed rules were subsequently filed by
Duke Power Company, Carolina Power & Light Company, Virginia Electric and Power
Company, and the Intervenors Lillia Brooks, et al., wherein changes in the
proposed rules were suggested. No other party to this proceeding filed any
comments with respect to the proposed rules on information to consumers.

Based upon a careful consideration of the entire record in this proceeding,
including the comments filed herein in response to the Commission’s proposed
rules, the Commission is of the opinion, and therefore finds and concludes, that
it should now adopt the final rules on information to electric utility consumers
attached hereto as Appendix A. 1In formulating said final rules for adoption,
the Commission has incorporated many of the changes proposed herein by the
parties who offered written comments on the proposed rules. The Commission
strongly believes that the final rules on information to electric utility
consumers which are set forth in Appendix A attached hereto are entirely fair
and equitable to the regulated electric utilities in this State and also to
their rate-paying customers. Furthermore, the Commission is of the opinion, and
so concludes, that said final rules are clearly responsive to the statutory duty
of this Commission to engage in responsive and reascnable regulation in North
Carolina.
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Accordingly, for all of the reasons set forth hereinabove and in the Order
previously issued in this docket on October 14, 1980, the Commission adopts the
final rules on information to electric utility consumers as set forth in
Appendix A attached hereto.

IT IS, THEREFORE, ORDERED as follows:

Yo That Rules R8-48 through RB-51, which rules are attached hereto as
Appendix A, be, and the same are hereby, adopted as final rules of this
Commission.

2. That Rules RB8-48 through R8-51, as set forth in Appendix A attached
hereto, shall be effective on and after March 1, 1981.

ISSUED BY ORDER OF THE COMMISSION.
This the 5th day of January 1981.

NORTH CAROLINA UTILITIES COMMSSION

(SEAL) Sandra J. Webster, Chief Clerk
APPENDIX A
Article 11

Information to Electric Utility Consumers

Rule R8-48. Information to be Provided to New Consumers.

(a) Each utility shall provide to each of its new consumers within sixty (60)
days after commencement of service a clear and concise explanation of the
rate schedule(s) applicable to such consumer. This can be accomplished in
one of the following manners at the option of the utility:

(1) A description of the rate schedules, special clauses, and riders which
are reagsonably available to the consumer with respect to the
customer’s particular rate classification or usage pattern (e.g.,
residential, small commercial, general service, large power).

(2) A copy of applicable rate schedules or similar documents on file with
the Commission which contain such information.

(3) A combination of items (1) and (2) above to inform the customer of
rate schedules available to that particular service.

(4) The information stated in (1) and (2) above may alsc be provided to a
new consumer prior to commencement of service at the utility’s option
if such 1s normally provided in the course of routine service
negotiation.

(5) In addition to the above, each new consumer is to be furnished either
a summary description of the current procedures whereby the utility,
pursuant to provisions of North Carclina General Statute Section
62-13U(e), is permitted to increase or decrease its rates based solely
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upon the cost of fuel used in generation or production of power, or
a copy of the Commission rule setting forth such procedures.
Each utility is encouraged, but is not required, to furnish the following
information to each new consumer at the time that it provides the

information required to be provided by subparagraph (a) of this rule:

(1) an explanation of its policies and rules with respect to consumer
credit;

(2) an explanation of its policies and practices with respect to meter
reading and billing cycles;

(3) an explanation of its service termination and reconnect procedures;

(4) general company information concerning reporting power failures,
billing information, requests for service changes, and the like; and

(5) energy conservation tips and load management information.
Nothing in this rule shall be construed to conflict with the provisions of

Rule RB-25(a) or to negate the duty of the utility to supply any informa-
tion to a consumer upon request as provided in that rule.

Rule R8-49, Notification to Consumers of Tariff Changes.

(a)

Unless otherwise ordered by the Commission, each utility that files an
application with the Commission seeking tc change its rate tariffs,
excluding adjustments of base rates for fuel costs, shall publish notice
of such application in the local news media within thirty (30) days of the
date of the Commission’s order requiring such notice to be filed relative
to the subject application. In addition, each utility will provide a bill
insert notifying its consumers of such appliecation within sixty (60) days
of the Commission’s order. The form of such notices will be supplied to
the utility by the Commission and will normally contain the following
information:

(1) a desecription of the overall amount of the increase applied for in
terms of dollars and in terms of percentage increase over current
levels, and any proposed changes in tariff designs or tariff
availability clauses;

(2) a brief comparison of present versus proposed billings for the major
rate categories for specified usage levels;

(3) a schedule of times, dates, and locations of public hearings to be
held with respect to the application;

(4) a schedule of filing deadlines for persons interested in intervening
in the case and a reference to Commission rules specifying the
procedures for intervening;
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(5) a specification of a location where interested parties can review the
documentation filed in support of the rate application and where
copies of the proposed rate tariffs and pleadings filed in the case
can be obtained by the general publie; and

(6) any other information deemed appropriate by the Commission with regard
to the utility”s appliecation.

Rule R8-50. Notification of Available Rate Schedules and Breakdown of Company
Operating Expenses. -

(a) At least once each calendar year, each electric utility shall notify its
consumers of the rate schedules that are available within the rate
classification in which such consumer falls., Such notice should contain
brief summaries of all rate schedules within a consumer’s rate
classification. In addition, the notice shall contain a statement that
"Complete Rate Schedules are available upon request." Each utility shall
annually notify the Commission of the completion date of this
notification.

(b) Each electric utility shall annually provide to each of its consumers a
breakdown of its operating expenses for the most recent available twelve
(12) month period expressed as a percent of each dollar of revenue. This
information may be communicated graphically as part of a regular bill
insert, or if the utility does not ineclude inserts with its bills, in a
special mailing.

Rule R8-51. Provision of Past Billing History Upon Consumer Request. - Each
utility, upon the request of one of its consumers, shall provide the past
billing information of such consumer as provided in this rule. The minimum
information which shall be provided shall include the following in an easily
understood format: the name of the rate schedule under which such consumer is
served; a clear specification of the months and years of data supplied (twelve-
month minimum); and a clear itemization of the demand billing units, basic
facilities charge, KWH usage, and dollar amount of bills for each bill rendered
during the period to which the data relates. The utility may charge up to $5.00
for all subsequent requests for a past billing history made by the same consumer
for the same service location within a twelve (12) month period.

DOCKET NO. E-100, SUB 36
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of
Consideration of Electric Rate ) ORDER SETTING FORTH FINDINGS WITH RESPECT TO
Design and Regulatory Standards ) PURPA STANDARDS REGARDING COST OF SERVICE,
Pursuant to the Public Utility ) DECLINING BLOCK RATES, TIME-OF-DAY RATES,
Regulatory Policies Act (PURPA) ) SEASONAL RATES, INTERRUPTIBLE RATES, LOAD
of 1978 ) MANAGEMENT TECHNIQUES, AND LIFELINE RATES
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The Commission Hearing Room, Dobbs Building, 430 North Salisbury
Street, Raleigh, North Carolina, on September 9, 10, 11, and 17,
1980

Chairman Robert K. Koger, Presiding; and Commissioners Leigh H.
Hammond, Sarah Lindsay Tate, John W. Winters, Edward B. Hipp,
A. Hartwell Campbell, and Douglas P. Leary

For the Respondents:

John T. Bode and Robert V. Bode, Bode, Bode & Call, P. 4.,
Attorneys at Law, P.0O. Box 391, Raleigh, North Carolina
For: Carolina Power & Light Company

Edgar M. Roach, Jr., and Stephanie C. Wilson, Hunton & Williams,
Attorneys at Law, BB&T Building, Suite 400, Fayetteville Street
Mall, Raleigh, North Carolina 27602

For: Virginia Electric and Power Company

W. Edward Poe, Jr., & Edward L. Flippen, Assistant General
Counsel, Duke Power Company, P.0. Box 33189, Charlotte, North
Carolina 28242

For: Duke Power Company

For the Intervenors:

Augustus S. Anderson, Jr., East Central Community Legal Services,
P.0., Box 1731, Raleigh, North Carolina 27602, and

Amy L. Cox, Staff Attorney, Catawba Valley Legal Services, 403 S.
King Street, Morganton, North Carclina 28655, and

Richard M. Klein, Legal Services of North Carolina, Ine., P.O.
Box 6505, Raleigh, North Carolina 27628, and

Paul E. Meyer, Staff Attorney, Central Carolina Legal Services,
Ine., P.0. Box 3467, Greensboro, North Carolina 27402
For: Intervenors Lillia Brooks, et al.

Frank Crawley, North Carolina Attorney General’s Office, Box 629,
Raleigh, North Carolina 27602, and

Jerry B. Fruitt, Chief Counsel, and Thomas K. Austin, Staff
Attorney, Public Staff, North Carolina Utilities Commission, P.O.
Box 991, Raleigh, North Carolina 27602

For: The Using and Consuming Public

Thomas R. Eller, Jr., Attorney at Law, P.0. Drawer 27866, Raleigh,
North Carolina 27611
For: North Carolina Textile Manufacturers Association, Inc.
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Ralph McDonald, Bailey, Dixon, Wooten, MeDonald & Fountain,
Attorneys at Law, P.0. Box 2246, Raleigh, North Carolina 27602,
and

Henry R. MacNicholas, MecNees, Wallace & Nurick, Attorneys at Law,

100 Pine Street, Harrisburg, Pennsylvania 17108

For: Abbott Laboratories, Ine.; Air Products & Chemicals, Inc,;
American Cyanamid Company; Broyhill Furniture Industries,
Ine.; Carter-Weber, 1Inc.; Champion International
Corporation; Corning Glass Works (Inc.); Drexel Heritage
Furnishings, Inc.j; Federal Paperboard Company, Ine,; Ideal

Basie Industries, Ing.; Lithium Corporation of America;
Mallinekredt, Ine.; Monsanto North Carolina, Ine.,; Olin
Corporation; Owens-Illincis; PPG Industries, Ine.; R. J.
Reynolds Industries, 1Ine.; The Black and Decker
Manufacturing Company; The Firestone Tire & Rubber Company;
The General Tire & Rubber Conmpany; Union Carbide
Corporation; Weyerhauser Company; and W. R. Grace & Company,
Airmold Products

Ralph McDonald, Bailey, Dixon, Wooten, Mcbonald & Fountain,
Attorneys at Law, P.0. Box 2246, Raleigh, North Carclina 27602
For: Kimberly-Clark Corporation

BY THE COMMISSION: The Publiec Utility BRegulatory Polieies MfAct of 1978
(PURPA) became law on November 9, 1978, as a part of the National Energy Act.
The provisions of Title I of PURPA require each state regulatory authority (with
respect to each covered electrie utility for which it has rate-raking authority)
to consider 11 rate design and regulatory standards and the concept of lifeline
rates within statutorily mandated time pericds.

On August 14, 1979, the North Carolina Utilities Commission issued an Qrder
scheduling a public hearing to commence May 6, 1980, and continuing at the
Commission”s discretion, to consider the 11 PURPA standards and also the life-
line rates concept. The Commission Order made Carolina Power & Light Company,

Virginia Eleetric and Power Company, Duke Power Company, and the Public Staff
parties of record.

By Order issued January 21, 1980, the Commission established the sequence
within which the PURPA standards and the 1lifeline rates concept would be
considered, The hearing on the standards concerning master metering, automatie
adjustment clauses, and information to consumers was scheduled to begin on
May 6, 1980, at 10:00 a.m., in the Commission Hearing Room, Dobbs Building,
430 North Salisbury Street, Raleigh, North Carclina. The Commission Pfurther
determined that the May 6, 1980, hearing would be continued until September 9,
1980, at which time hearings would -be held concerning the other PURPA standards
not previcusly considered and the lifeline rates concept. The Order required
that the Notice of Hearing attached thereto be published by the utility
companies which had been made parties of record by the August 14th Order.

The Publie Staff filed a Notice of Intervention on January 22, 1980.
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On March 20, 1980, the Conservation Council of North Carolina filed a Motion
to Intervene, which the Commission granted by its Order issued March 24, 1980.

On March 26, 1980, the North Carolina Textile Manufacturers Association,
Inc., filed a Petition to Intervene, which the Commission allowed by its Order
issued March 28, 1980.

On March 31, 1980, Lillia Brooks, Flora Cannady, Katherine E. Henderson,
Franeis C. Hill, Eva Ramsey, and Mary Ransom filed a Petition to Intervene,
which was allowed by Commission Order of April 2, 1980.

On April 1, 1980, Ralph McDonald of the Raleigh law firm of Bailey, Dixon,
Wooten, McDonald & Fountain filed a Petition to Intervene on behalf of 20 named
industries. The Kudzu Alliance also filed a Petition to Intervene on that same
date. Both of these Petitions to Intervene were allowed by Commission Orders
issued April 4, 1980.

On April 30, 1980, the Attorney General of the State of North Carolina filed
a Notice of Intervention in this docket.

The initial hearing was held on May 6, 1980, in the Commission Hearing Room,
Dobbs Building, Raleigh, North Carolina. The standards discussed were master
metering, automatic adjustment clauses, and information to consumers. The
Commission received the testimony of the public witnesses, the testimony of the
witnesses appearing on behalf of the Publie Staff, and the testimony of the
witnesses appearing on behalf of the three utilities involved.

On October 14, 1980, the Commission issued its Order on the three topiecs
discussed in the May hearing. Briefly, the Commission concluded:

1. The Commission declined to adopt the standard on master metering based on
current North Carolina G.S. 143-151.42 which prohibits master metering in new
residential applications.

2. The Commission declined to adopt the standard on automatic adjustment
clauses based on current North Carolina G.S. 62-134(e) and Commission Rule R1-36
which encompass and exceed the provisions set forth by PURPA.

3. The Commission declined to adopt the standard on information to customers
and established a rule-making proceeding to consider additional requirements
concerning utilities” information to customers.

On June 5, 1980, a Petition to Intervene in this proceeding was filed by
counsel for and on behalf of Kimberly-Clark Corporation.

By Order dated July 22, 1980, the Commission scheduled five evening hearings
for the purpose of receiving testimony from members of the using and consuming
publie with regard to this docket. These hearings were to be held in Raleigh,
September 9; Asheville, September 22; Greensboro, September 22; Wilmington,
September 29; and Charlotte, September 29, 1980.

At the evening hearing held in Raleigh on September 9, 1980, the following
public witnesses appeared and offered testimony: Jim Overton, Robert Eidus,
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Gary Gumz, Henry S. Cole, Elisa Walter, Marilyn Butler, Meredith Emmett, Jeff
Wyckoff, Helene Robertson, Angelo Melvin, Steve Schewel, Dan Reed, Kenneth
Foscue, Heyward Robinson, John Runkle, Lee Richardson, Jeff Lockwood, James
Cuomo, and Wells Eddleman.

During the evening hearing held in Greensboro on September 22, 1980, the
following public witnesses appeared and offered testimony: Jim Harrison, Sadie
Lawson, Mildred Chapman, Linda Hatfield, Minnie Gant, Addie Hooker, David
Atkerson, Dr. Lawrence Morse, Art Donsky, Howard Luehrs, Barbara Darr, Stephanie
Clark, Dan Besse, Walt Clark, Richard Zweigenhaft, and Robert Williams.

At the evening hearing held in Asheville on September 22, 1980, the following
witnesses testifled: Helen T. Reed, Tish Robbins, C. L. Satterfield, and Foster
Aldridge.

At the evening hearing held in Wilmington on September 29, 1980, the
following witnesses appeared and offered testimony: Ernest F. Yacht, Alfreda
Webb, Vashti Sinclair, and Robert Hughes, Sr.

During the evening hearing held in Charlotte on September 29, 1980, the
following public witnesses testified: Clarence Sebastian, Roy C. Lowe, Jesse
Riley, Roxi McLean, and Mae Combs.

The comments given during testimony presented by the public witnesses were
generally similar in nature. Many comments were heard concerning removal of
declining block rates from the utilities” rate structures. Many witnesses felt
that declining block rates do not promote conservation, that such rates favor
larger commercial and industrial users rather than residential customers, and
that such rates are, therefore, inequitable.

A number of public witnesses also testified that rates should be based on the
marginal cost of providing service rather than the accounting cost. They felt
that marginal costs would be more equitable and promote conservation.

Testimony was also presented advocating a 1lifeline rate. Many publie
witnesses stated that a 1lifeline rate would allow poor and needy utility
customers an opportunity to save money on utility bills, and that such money
could be used to purchase other essentials. Many public witnesses testified
that such a rate would be especially useful to those persons on fixed incomes.

On July 31, 1980, the Commission received for filing the comments and
testimony of Duke Power Company concerning the six standards not previously
discussed and the lifeline rate concept. On August 1, 1980, the Commission
received for filing the testimony of Carolina Power & Light Company, the
testimony of Virginia Electric and Power Company, the testimony of Wells
Eddleman, a member of the Kudzu Alliance, the testimony of H. Randolph Currin,
Jr., of Currin and Associates, Inc., on behalf of the Public Staff, the
testimony of J.B. Kennedy, of the Electricity Consumers Resource Council for the
Carolina Industrial Group of Fair Utility Rates (CIGFUR), the testimonies of
Mark Drazen, Alan Chalfant, and Nicholas Phillips, Jr., of Drazen-Brubaker and
Associates, Inc., on behalf of the CIGFUR, and the testimony of Colin S, Tam, on
behalf of Air Products & Chemicals, Inc.
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On August 21, 1980, a Petition to Intervene in this docket was filed by the
Carolinians for Safe Energy, which petition was allowed by Commission Order
dated August 29, 1980. On August 29, 1980, the North Carolina Publiec Interest
Research group filed a Petition to Intervene in this proceeding. The Commission
allowed said party to intervene by Order dated August 29, 1980.

On September 9, 1980, the Commission received a Petition to Intervene from
Air Products & Chemicals, Ine., R.J. Reynolds Industries, Inc., and W.R. Grace
and Co, Airmold Products, which Petition was allowed by the Commission,

Upon call of the matter for hearing at 10:00 a.m., on September 9, 1980,
Jerry B. Fruitt, Chief Counsel of the Public Staff of the North Carolina
Utilities Commission, presented opening comments to the Commission outlining the
Public Staff’s views on the six standards which were to be discussed in these
hearings as well as the concept of lifeline rates. Thomas Eller, representing
the North Carolina Textile Manufacturers Association (NCTMA), noted in his
opening comments that the North Carolina Utilities Commission had instituted
long before the enactment of PURPA all of the programs specified in PURPA and
was a leader in the nation in these various areas. He also noted that the North
Carolina Utilities Commission, through its leadership in the regulatory field,
was one of the principal reasons why the individual states did not lose their
Jjurisdietion entirely in the PURPA Act passed by the Federal legislature.

The Public Staff presented a panel of witnesses consisting of H. Randolph
Currin, Jr., Randolph G. Brecheisen, and Robert F. Drennan, Jr., of Currin and
Associates, Inec. After reviewing the requirements of PURPA, Mr. Currin, who was
the Publie Staff”s primary witness, summarized the Public Staff’s
recommendations with regard to the six standards under consideration, as well as
the lifeline rate concept. On the subject of cost of service, witness Currin
testified that the current reporting procedures required by the Commission
clearly meet or exceed the requirements specified in section 115 (a) of PURPA.
Based on his review of past Commission Orders, he concluded that the Commission
has substantially considered the PURPA standard relating to cost of service. In
order to ensure future compliance, witness Currin recommended that each utility
continue to file fully distributed cost-of-service studies and proposed rates
which are based on long-run marginal costs. In addition, he recommended that
the Commission should continue to require each utility to present evidence
before the Commission in general rate case proceedings which supports the design
of the utility’s rate schedules. He recommended that the Commission report to
the Department of Energy that it was already in compliance with the intent of
the cost-of-service standard.

As to declining block rates, witness Currin stated that the Commission had
long stressed that energy charges should be equally allocated to all kilowatt-
hour blocks in an effort to avoid wasteful energy consumption by consumers.
This is in compliance with the intent of PURPA in this area and has been the
case, he testified, since 1973. The Commission Staff, prior to 1977, and the
Public Staff, since 1977, have advocated that utility rates should reflect
variable costs associated with producing the additional units of energy. He
therefore recommended that the Commission report to the Department of Energy
that it has already implemented the PURPA standard relating to declining block
rates.
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In the area of time-of-day rates, witness Currin noted that the Commission
established Docket No. E-100, Sub 21, in 1975, for the purpose of investigating
peak-load pricing methods, time-of-day metering, conservation, and load
management techniques. Subsequent to this, the Commission had ordered numerous
customer trial applications of time-of-day rates. A final determination of the
cost effectiveness of time-of-day rates has not been made by the Commission
pending completion of the customer trial projects, which it previously ordered.

Witness Currin recommended that the Utilities Commission should report to the
Department of Energy that it has investigated time-of-day rates, that these
rates will be gradually phased in where cost effective and, therefore, that the
Utilities Commission is in compliance with, and has, in fact, already
implemented, the PURPA time-of-day rate standard.

Witness Currin also noted that, in an effort to promote efficiency and equity
of rates, the Commission should investigate the possible adoption of time-of-day
rates with metering surcharges where such rates without a surcharge have been
found not to be cost effective.

The fourth standard discussed was that of seasonal rates. Again, citing the
evidence and testimony from previous Commission rulings, witness Currin noted
that the Utilities Commission had ordered the adoption of seasonal rates to
reflect seasonal cost differences. At present, all three major electric
utilities subjeet to the PURPA standard have some type of seasonal rates in
effect. Witness Currin noted that Duke may not be in compliance with the true
intent of the PURPA seasonal rates standard in that its present winter discount
may not be cost Justified in light of the nearly equal magnitude of the
utility’s summer and winter peaks. He noted that possibly only Vepeo is in
compliance with the PURPA standard from the viewpoint of an on-peak versus off-
peak cost basis. He therefore recommended that the North Carolina Utilities
Commission instruct Duke, CP&L, and Vepco to present before the Commission
evidence concerning the cost basls for their existing summer/winter
differentials, and further present evidence concerning the advisability of
adopting seasonal differentials which encompass possible on-peak (summer/winter)
versus off-peak (other months) cost variations. However, he recommended that
the Utilities Commission report to the Department of Energy that it has
previously implemented, and is fully in compliance with, the PURPA seasonal
rates standard contained in section 111(d)(4).

The next PURPA standard discussed was that of interruptible rates. Witneszs
Currin noted that the Commission had reviewed this concept in Docket No. E-100,
Subs 21, 32, and 35, and Docket No. M-100, Sub 78. In 1978 the Commission
ordered that the three major electric utilities of the State develop
interruptible rates primarily for large industrial loads as well as for the
direct control of certain residential loads. The electric utilities filed such
rates in September 1979, and these rates were tentatively approved by the
Commission in November 1979 for implementation. Therefore, witness Currin
recommended that the Commission report to the Department of Energy that it has
previously implemented the PURPA interruptible rate standard.

Load management techniques was the sixth rate-making standard discussed.

Witness Currin explained that in 1975 the North Carolina General Assembly
ordered the Utilities Commission to study and implement methods by which
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utilities and consumers could conserve energy through the more efficient
utilization of all resources. The Commission embarked on several investigations
of methodologies to ensure the most efficient utilization of utility resources.
The Commission ordered the utilities to develop numerous pricing alternatives as
well as to investigate direct and indirect load management programs. The
Commission conducted hearings on this subject in Docket No. E-100, Subs 21, 25,
32, and 35, and Docket No. M-100, Sub 78.

The Commission has also retained outside consultants to assist it in
developing the most cost effective load management programs for implementation
by each of the major utilities in the State.

In reviewing the efforts to date of the Utilities Commission, CP&., Duke, and
Vepco in the area of load management, witness Currin testified that the PURPA
requirements for the load management standards were being fulfilled. He
therefore recommended that the Commission report to the Department of Energy
that it has implemented the PURPA standard relating to load management and has
been actively involved in promoting electrie load management in North Carolina
since 1975.

The last topic discussed by witness Currin concerned the concept of lifeline
rates, He recommended that the Commission should notify the Department of
Energy that, after full evidentiary hearings, the Commission has determined that
lifeline rates are not appropriate for implementation at this time. There were
two primary reasons for this recommendation.

First, the North Carolina General Statutes give no explicit authority to the
Utilities Commission to appropriate money to "needy" consumers to help them pay
their electriec bills. The Commission 1s expressly prohibited by G.S. 62-140
from approving discriminatory rates which would intentionally tax some consumers
30 that other low usage and/or low income users may be subsidized. Until such
time as the General Assembly grants authority to the Commission to implement a
lifeline rate, the Commission is prohibited from doing so.

Second, the Utilities Commission 1is currently studying the concept of a
lifeline rate in its investigation of the so-called Supplemental Security Income
(8SI) rate. This experiment is designed to collect data in response to the
General Assembly’s mandate to the Utilities Commission to study the feasibility
of lifeline rates. Since data for this experiment will not be available until
late 1981, the Commission has not yet communicated its findings to the General
Assembly, If this data shows that the SSI rate is justified solely on the basis
of cost of service, it could be permanently implemented. If the rate is found
not be to be cost justified, G.S. 62-140 would prohibit its continuance.

Samuel Behrends, Jr., Vice President for Corporate Regulatory Policy of
Carolina Power & Light Company, testified on behalf of his company. In witness
Behrends’ opening comments, he noted that even though the Commission was holding
a generic proceeding on the PURPA standards, the determination to be made by the
Commission according to PURPA must be on a utility-by-utility basis. In
addition, a separate determination must be made for each standard for each
utility. He went on to note that the Commission’s task was first to determine
whether each standard was appropriate, if implemented by CP&L, in order to carry
out any of the three purposes of section 101 without negatively impacting either
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of the other two purposes. After the Commission makes this basic determination,
it must then decide whether the standard should be implemented or partially
implemented, or have a phased-in implementation, or not be implemented at all by
CP&L.

Finally, witness Behrends stressed to the Commission that Congress made it
very clear in PURPA that regulatory agencies would have broad discretion in
determining the degree to which it would be appropriate to implement each of the
PURPA standards.

With respect to the cost-of-service standard, witness Behrends noted that
CP&. has followed the concept that rates for a class should attempt to
approximate the cost of serving the class. That principle has been followed by
the company whether it had elaborate studies to use or whether it had general
perception or some Intuition, as in prior years, Witness Behrends stated that
the company now uses detailed cost allocation studies which are based on a
mature load research program., Thus, he concluded, CP&L has long considered the
principle appropriate for ratemaking and believes that it should be declared
appropriate for the PURPA purposes.

Witness Behrends did take exeption to one particular aspect of the PURPA
cost-of-service standard. This exception concerned the statement whereby the
Commission should take into account the extent to which total costs are likely
to change if capacity is added to meet the peak demand relative to the base
demand and additional kilowatt-hours are delivered., He concluded that if the
Commission were to drop this portion of the standard, it would be sound policy
to find that the standard is appropriate for CP&L and that CP&L should implement
it., Based on the studies filed in CP&L"s rate cases, the Commission should find
that CP&. is implementing the standards to the maximum extent practicable.

Witness Behrends viewed the declining block rates standard as simply a
specific application of the cost-of-service standard, In his wview it is
appropriate for implementation by CP&L. Since CP&L has a virtually flat energy
component charge in its rates at present, he concluded that the company is
already implementing it and that the Commission should so find.

As to the time-of-day rates standard, witness Behrends stated that CP&L has
no difficulty with whether the concept of time-of-day rates is appropriate to
improve conservation and use of facilities and 1is applicable in given
situations, but that implementation raises several problems. He noted that
customer response to the time-of-day rates is almost unknown at present, and
where there are some indications, it appears that a change to time-of-day rates
is not worth while, He then described the present activity of CP&L in the area
of time-of-day rates. This activity involves a study which was made in
conjunction with the Blue Ridge Electric Membership Corporation and the Research
Triangle Institute. Witness Behrends briefly described the results from this
study, which had been presented to the Commission several days prior to the
hearing of September 5, 1980. The preliminary results of this study indicate
that, because of the relatively low electricity rates in North Carolina, time-
of-day rates are not cost effective in this State. He also noted that Vepco had
filed testimony in this docket concerning its studies of large residential time-
of-use rates, which also indicated a lack of cost effectiveness. He stressed
that the company would continue to gather further data and examine it to
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determine whether or not some net benefits might come from subgroups of its
residential rate classes, so as to make the implementation of time-of-day rates
cost effective. He noted that the Commission would be justified in finding that
the PURPA standards should be implemented as rapidly as studies and research
determine that the cost effectiveness of time-of-day rates 1s favorable for the
class under consideration.

As to the seasonal rates standard, witness Behrends explained that CP&L has
seasonal rates for most of its customers either in the per unit charges or
through the operation of seasonal ratchets, These two techniques seem to be
working well, The company’s customers have recognized the importance of, and
have acted to control, their demand loads. CP&. therefore concludes that the
standard is appropriate for improved facilities used by the company and fulfills
one of the three PURPA purposes, that reasonable implementation by CP&L is
warranted, and that the company is currently implementing it.

Concerning the interruptible rate standard, witness Behrends stated that the
interruptible service principle seems to contribute to the conservation and
optimization of efficiency of use purposes of Title I of PURPA, and thus
warrants a determination that it is an appropriate standard. The standard,
however, presents a situation where the State regulatory authority should decide
to implement the standard only partially. 1In the Joint Statement accompanying
the Act, Congress recognized that at times partial, rather than full,
implementation by the State authority would be the preferable course of action.
The degree of implementation of this standard needs to be governed by the
practicality of offering such a rate. Witness Behrends noted that the cost of
administering the rate for a small customer would far exceed any benefits that
might be gained from interrupting the service and would not serve the purpose of
the Act. He went on to explain CP&L’s interruptible rate, which offers a
substantial discount and starts at a rather low level of load in order to
qualify (3,000 Kw of which only 1,000 need be subject to interruption). 1In
addition, customers have shown an interest in an interruptible standby rate
which is now pending before the Commission.

As to the load management techniques standard, the specific statute states
three criteria: techniques must be practicable and cost effective, must be
reliable, and must provide useful energy or capacity management. CP&L presently
has a number of various load management techniques under study. However, the
available data and knowledge about customer responses to these techniques are
not adequate at present to accurately determine if the long-run cost savings to
the utility are likely to exceed the long-run cost of implementation, which the
PURPA standard requires. Nevertheless, the company is moving ahead with its
investigation to determine the practicality, cost effectiveness, reliability,
and usefulness of various load control techniques. Several of the Iload
management programs cited by witness Behrends were CP&L"s thermal
storage/alternate energy source schedule for residential customers, thermal
storage for general service customers, improved residential insulation programs,
and the recently introduced electric water heater load control program.

In addressing the subject of lifeline rates, witness Behrends noted that the
Joint Statement accompanying the PURPA standards recognized that any such rates
would be an exception to the cost-of-service standard and that a certain portion
of such a rate to residential electric consumers would thus not necessarily
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reflect the cost of providing service to bthe beneflciaries of the exceptive
rate, He went on to state that 1lifeline rates typleally provide a low dost
initial block for resldential service. If the utility 1s te earn its allowed
revenue requirement, this below-cost charge requires a subsidy from other rate
classes, Hence, lifeline rates are mechanisms for income redistribution.

Witness Behrends stated that CP&L was concerned about the low income and
fixed income people In 1ts service territory. However, the avallable
information on the subject does not show that the lifeline rates which have been
propcoged in the past, or which may be iIn existence, effectively address the
needs of the poor, The studies made on thée subjeet tend strongly to show two
basic flaws in the lifeline rates concept. The first one 1s that lifeline rates
do not necessarily benefit 'the persons whom they are intended to benefit, 1f the
purpose 1is to provide relief to the poor. If the purpose is to provide a
speclal benefit to the residential class without regard to pecuniary status,
then the second flaw becomes obvious; that 1s, the residential class 1s calling
on the other classes to provide a subsidy to it. Such a concept violates the
prineiple that rate classes should, to the maximum extent practicable, cover the
full cost, including capital costs, of serving them and not be called upon to
cross-subsidize other classes, He also reminded the Commission that lifeline
rates are contrary to the present call for providing proper price signals to
customers in order to encourage conservation. To reinforce the
inappropriateness of lifellne rates and to emphasize a point that lifeline rates
will not benefit the low income familles for which they are intended, witness
Behrends noted that CP&L had Jjust completed an investigatlon of the usage
patterns of its customers who participated last winter in the federally assisted
fuel purchase program, The results of that investigatiod indicate that the
majority of those customers, who were certified by government agencies as
néeding financial assistance to pay their fuel bills, would not benefit from a
lifeline rate, even if the lifeline rate were set as high as 500 kilowatt-hours
per month. Durlng the time pericd of the investigation, which was fpom July
1979 through June 1980, CP&L°s -average residentlal customer consumed 993
kilowatt-hcours per month. But the customers on the fedérally assisted fuel
purchase program averaged using 1,264 kilowatt-hours per month, Witness
Behrends concluded that this is a further demonstration that a lifeline rate
would not benefit low income customers, especially those Whe heat with
electricity., He stated that the relatively high usages of these customers in
the fuel program show that realistic rellef as far as heating purposes probably
lies in the area of conservatlon measures, such as insulation, adminlstered by
the same government agencies that supervise the fuel assistance program, thercby
reaching low income groups regardleéss of the type of energy on which they rely
for heating. ’

M,T. Hatley, Jr., Vice Presaident - Rates, and Donald H. Denton, Jr., Vice
President - Marketing, testified on behalf of Duka. -

Witness Hatley, in discussing the cost-of-gérvice standard, noted that Duke
routinely files both jurisdictional and fully distributed cost-of-service
studies with the North Carolina Utilities Commission. The jurisdictional cost-
of-service study identifles that portlion of revenues, operating expense, and
rate base related to providing service in North Cardlina. Witness Hatley stated
that the North Carolina rate-making statute, G.5. 62-133, requires that the
test-period data consist of the 12 months of historical operating expense

&
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incurred prior to the date increased rates are to become effective. There is no
specific reference in this statute to embedded cost as such; however, the
statute implies the fixing of the rates based on embedded cost.

Witness Hatley explained that a fully distributed cost-of-service study
identifies that portion of electric revenues, operating expenses, and rate base
items for providing service to each rate schedule. Under a given set of rate
schedules, this study shows the extent to which each rate reflects cost of
service, Duke’s cost-of-service studies use the summer peak as the primary
allocation factor for rate design. This technique has been used in the design
of the retail rate schedules for approximately 10 years.

Witness Hatley noted in the Commission’s Final Order in Docket No. E-7,
Sub 262, issued on October 8, 1979, that "Duke has filed cost-of-service studies
based on summer peak, winter peak, and the average of summer and winter peak for
present and proposed rates. The rate designs and allocation methods approved
herein are, to the extent practicable, based on cost of service. The Commission
concludes that this,..is appropriate and consistent with State law."

In conclusion, witness Hatley stated that the Commission has already
implemented the basic intent of the PURPA standard as it relates to cost of
service and he believes the formal adoption of these standards to be
unnecessary. The adoption of a standard or concept, whose interpretation is
subject to change by an agency outside the control of this Commission, could
require later implementation of policies regarding these standards which were
not contemplated nor intended by this Commission. Therefore, the Commission
should reject the PURPA cost-of-service standard.

Relating to the declining block rate standard, witness Hatley indicated that
Duke presently has no rate schedule in which the energy component declines as
the kilowatt-hour consumption increases. The Commission concluded in its Final
Order in Docket No. E-7, Sub 262, dated October 8, 1979, "The energy component
of the rate schedules, particularly with regard to residential rates, are
uniform, There are no declining block rates as defined by PURPA. Some of the
rates appear to decline, but this merely reflects that customer and/or demand
cost are being recovered fully prior to the tail block. The Commission
concludes that this is appropriate and consistent with State law."

Witness Denton addressed the time-of-day rates standard. He noted that after
conducting its own studies and arriving at the conclusion that time-of-day rates
were cost effective for a certain segment of its customers, Duke requested of
the Commission and received approval with regard to the implementation of a
residential time-of-day rate available to customers served from its
bidirectional communications system. Studies of the general service and
industrial customer classification were extended beyond the studies of the
residential customer class in order to provide additional information. Duke is,
however, currently prepared to offer a general service and an industrial time-
of-day rate to its customers subject to the approval of the rate by the
Commission. Witness Denton summarized by stating that he felt that this
Commission and Duke had complied with the PURPA standards relating to time-of-
day rates in an effort to effect a significant reduction of the growth rate of
its demand peak.
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Concerning seasonal rates, witness Hatley noted that Duke, in addition to the
seasonal difference in its time-of-day schedules, has residential schedules
which also have a summer/winter rate differential. This differential has been
in effect since 1978.

With respect to interruptible rates, witness Denton noted that Duke had filed
with the Commission and received approval for an interruptible provision in its
general service and industrial rate schedules. Currently, there are no
customers on these rate schedules, and Duke is revising the rate schedule in an
effort to attract customers to the rate., Witness Denton explained that Duke had
an industrial and commercial interruptible goal of 96 megawatts summer and 93
megawatts winter and intended for this to be achieved as a minimum. Therefore,
it would be revising the present interruptible rate schedule in an effort to
attract customers, so that it can achieve its goal. Witness Denton summarized
by stating that he felt that Duke and the Commission were in compliance with the
goals and intent of PURPA in the area of interruptible rates.

Concerning load management techniques, witness Denton explained that Duke
currently has in its residential rate schedule provisions for voluntary control
of water heaters and air conditioners. He also noted that the company had filed
with the Commission a parallel generation rate to encourage cogeneration in
small power production. The company feels that there is an opportunity to
develop economically justifiable cogeneration in small power production on its
system, which would assist the company in accomplishing its overall load
management objective. He summarized by stating that Duke was in compliance with
the load management standards of PURPA.

Relating to the 1lifeline rate concept, witness Hatley explained that the
lifeline section of PURPA requires the Commission to determine if utilities
should implement a lower than cost-of-service rate for essential needs of
residential or electric consumers., This is in conflict with the PURPA cost-of-
service standard which requires the rates of each class to be based on cost of
providing service to such class., Witness Hatley felt that pricing electricity
usage below cost may encourage increased energy consumption and, therefore, be
in conflict with the purpose of conservation of energy. Therefore, equitable
rates to electric consumers cannot be achieved when the pricing of part of the
electric usage 1is below cost (requiring subsidization), or above cost, for the
remaining electric energy usage.

Duke does not have any rates that are recognized as lifeline rates. However,
the Commission in its Final Order in Docket No. E-7, Sub 237, set forth an
experimental rate which was applicable to the residential customers receiving
SSI administered by the Social Security Administration and to customers who are
heads of household. These rates charge a reduced price for the first 350
kilowatt-hours of usage billed each month. Duke currently had approximately
8,600 customers on the SSI rate.

Robert S. Gay, Executive Manager of BRates and Regulations for Vepco,
testified on behalf of his company. In his opening remarks, witness Gay stated
that Vepco supports three purposes of Title I of PURPA, which are (1) the
encouragement of conservation of energy supplied by electric utilities, (2) the
optimization and the efficiency of use of facilities and resources by electric
utilities, and (3) equitable rates to consumers. He stated that the cost-of-
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service standard provides that, to the maximum extent practicable, rates shall
be designed to reflect cost of service to each customer class to which such
rates are applicable. This shall be done on the basis of methods prescribed by
the Commission and, to the maximum extent practicable, shall permit
identification of differences 1n costs incurred attributable to daily and
seasonal time-of-use service. He stated that Vepco has based its rates on
embedded cost-of-service principles for many years. Mr. Gay testified that,
although there appears to be some dispute as to whether or not section 115(a) of
PURPA requires marginal cost studies to be made, Vepco believes that there is a
definite place for both the marginal cost studies and embedded cost studies in
the rate-making process. The embedded cost studies have long been used for
determining the relative contribution of each customer class” total cost;
whereas the marginal cost studies serve as useful tools in the rate design,
providing a means of determining the appropriate price signals to effect, as
nearly as practicable, an optimal authorization of economic resources. Under
either methodology, Vepco is prepared to provide the required cost studies.
Witness Gay noted that, following the embedded cost-of-service principles which
are the specific policies of the Commission, Vepco’s rates in North Carolina are
based as nearly as practicable on uniform rates of return among the respective
class of customers for the appropriate historical test year and that each rate
schedule recognized cost causation characteristics within each class. Vepco
believes that the rates subject to the jurisdiction of this Commission are
consistent with the cost-of-service standard.

With regard to the declining block rates standard, witness Gay stressed that
the standard requires cost justification where the energy component declines in
price as consumption increases. He noted that within each rate which Vepco has
on file in North Carolina the energy component of cost is constant for that
rate; that is, it does not decline. Because of varying line loss cost factors,
the energy component may differ slightly among classes, but under the present
rate structure the amount attributable to the energy component in each rate does
not decline as consumption increases.

In certain of Vepco’s rates where the demand component of cost and a portion
of the customer component are recovered through the kilowatt-hour charges, the
declining block structure for the rate as a whole is utilized in order to track
cost. This prineiple is in no way proscribed in PURPA section 111(d)(2), which
relates expressly to the amount attributable to the energy component.
Therefore, Vepco feels that its rates are 1in full compliance with the PURPA
standard in this area.

Regarding time-of-day rates, witness Gay indicated that Vepco had been
considering this topic extensively in Docket No. E-100, Subs 21, 32, and 35, and
Docket No. M-100, Sub 78. Vepco and other utilities in the State submitted in
these dockets a series of proposals for time-of-use rates and implementation
plans, supporting cost studies, and testimony or affidavits. As a result of
these studies, Vepco submitted a residential time-of-usage rate for Commission
approval on September 24, 1979. Implementation of this program began in April
1980 and, at the time of the testimony in the hearing, approximately 1,350 of
its North Carolina customers had responded to the company’s offer for additional
information concerning the program and 88 of these customers had volunteered for
the program.
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Witness Gay, however, indicated that Vepco did not endorse the mandatory
application of residential time-of-usage rates at this time. The key to
successful application of such rates hinges on a favorable cost/benefit ratlo.
Based on the company’s experience thus far with the residential time-of-~usage
power programs, witness Gay stated he did not know whether the long-run beneflts
of such rates would likely exceed the cost of implementing them, As an example,
he ecited the implementation of a pilot program with its Virginia customers. A
post-implementation survey indleated that despite the massive customer education
program- which the company had undertaken, many customers demonstrated lack of
knowledge of how to respond to the time-of-usage rate structure and a lack of
acceptance of its proposed mandatory application. Nearly H0% of the
participants were dissatisfied with the program. Unless there 1s substantlal
customer acceptance, the benefits of reduced on-peak usage and reduced on-peak
demand will not be realized. For these reasons Vepco believes that the task of
customer education concerning this concept could best be served through a
voluntary program.

Therefore, the company does not believe that the time-of-day rate standard
should be adopted at this time, since the wording of the applicable PURPA
standard would appear to require time-of-day rates unless a determination is
made that they would not be cost effective. The company believes that time-of-
day rates should not be mandatory unless and until they are shown to be cost
effective,

Concerning the seasonal rate standard, witness Gay reiterated that Vepco has
had some form of seasonal rates in effeet in North Carolina since 1971. In the
company "8 current residential schedule and small general service schedule, there
is a seasonal price differential in the kilowatt-hour charges; the large general
service schedule contains a seasonal demand ratchet. Witness Gay noted that the
summer/winter price differentlals in its rate structure have been instrumental
in eclosing the gap between the seasonal peaks and in leading towards the
eventual transltion to a winter peaking condition, with a consequent beneficial
effect on the company’s overall lead curve. Witness Gay concludes that the
company should continue the seascnal priecing differentials and, therefore, 1s in
compliance with the PURPA standard.

The interruptible rate standard was the next tople discussed by witness Gay.
He noted that based on Vepeo’s analysis of the concept and its experience to
date throughout the entire service system, 1t believes that interruptible rates
are not of universal interest or applicability. Moreover, in order for there to
be any potential long-term benefits to the utility and to the general ratepayer
sufficient to justify the bllling credits offered to customers contracted for
interruptible service, he belleves that 1t 1z essential that such service be
restricted to customers with curtailable load of a certain minimum level.

In September 1979, Vepco filed a Rate Schedule 9 {Separately Metered
Interruptible Service) together with a deseription showing the derivation of
that rate. This rate requires a commerclal or industrial customer to have a
minimum of 2,590 Kw load that ecan be separately metered. There are presently 17
customers in Vepeo“s North Carolina service area who can potentially qualify for
the interruptible rate. Although each of these customers has been visited by a
Vepco representative, no customer to date has agreed to participate in the
program. Witnhess Gay feels that the company”s filing of the rates with the
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North Carolina Commission is in compliance with the intent of the PURPA
standard. He noted further that if the Commission elects to adopt this
particular standard, Vepco recommends that the language be modified to restrict
such service to customers contracting for 2,500 Kw or more of interruptible
service,

Relating to the load management standard, witness Gay indicated that Vepco,
along with the Commission, had thoroughly studied this concept in numerous
dockets. In this area Vepco has several pilot programs underway, primarily in
the area of the residential water heating program as well as a time clock-
controlled program. He felt these activities, along with those the company
presently has in progress, sufficiently satisfy the standard relating to PURPA
in this area.

Regarding the concept of lifeline rates, witness Gay stated that Vepco’s
position was that it shared the universal concern over the impact of the
increasing cost of energy and all other costs of living on low income customers
and those with fixed incomes. However, Vepco is nevertheless fundamentally
opposed to the adoption of lifeline rate forms because that approach is an
inefficient, ineffective, and inequitable means of dealing with the problem.
Moreover, the lifeline rates method is duplicative of other, more direct methods
of providing financial assistance for those in need. He indicated that Federal
and State programs are already in existence to provide financial assistance on
fuel and utility bills to the needy, to the elderly, to low income citizens, and
to certain handicapped persons. He also pointed to several other State and
Federal programs which are designed to assist the poor with their electrie
bills. He stated that the best solution to the problem of providing needed aid
in meeting utility costs is to continue to provide financial assistance through
governmental agencies, rather than attempting an artificial manipulation of the
entire electric utility rate structure and subsidization of one group of
customers by other customers. He felt that the existing agencies are better
equipped to determine appropriate levels of assistance and to screen
applicants. Also, these agencies have in place the organization to accomplish
such purposes more effectively and to coordinate activities with other related
governmental programs as opposed to forcing Vepco into undertaking such a
program.

Witness Gay went on to explain why the lifeline concept constitutes an
effective means of dealing with the program of helping low income or fixed
income customers to cope with rising utility costs. This view was based on the
results of several studies that Vepco had undertaken in an attempt to determine
if there was any correlation between energy usage and income level. He cited a
report to the West Virginia Public Service Commission in December 1975, which
showed that any lifeline or a low first block rate will afford the same benefit
for as many moderate and middle income customers as it does to the tax
subsidized poor. He went on to explain that usage patterns are also
significantly affected by other items such as type of structure, mix of
appliances, type of heat, degree of insulation, size of household, ete. In
summary, he indicated that because of the inherent implementation problems in
the lifeline concept, he felt that the Commission should not adopt lifeline
rates for customers at levels below cost of service, where the revenue deficit
was to be recovered from other customers. Also, he recommended that subsidies
of the type that would be provided by a lifeline rate should be met by the
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implementation of an expanded lower income energy assistance program, which
would provide financial assistance to those with the demonstrable need of aid in
meeting fuel and utility bills.

C. Edward Scott III, an Engineer with the R.J. Reynolds Tobacco Company in
Winston-Salem, North Carolina, spoke on the efforts of the R.J. Reynolds
Industries, R.J. Reynolds Tobacco Company, and R.J. Archer, Incorporated, in the
area of energy conservation. Witness Scott summarized the large investment in
physical plant and human resources which the Reynolds companies have committed
to North Carolina. Much of this commitment and that of numerous other
industries in the State came about as a result of the North Carolina favorable
industrial climate. Through the leadership of the General Assembly and the
Governor, the State has offered an attractive package to prospective industries
for expansion and relocation in the State. A keystone in this package 1s the
fair distribution of the cost of utilities service for all classes of
consumers. A regulatory climate of fairness and objectivity has been a major
stimulant for industrial growth. Witness Scott congratulated the Utilities
Commission on its use of the true cost-of-service concept in establishing rates
for customers in North Carolina.

Witness Scott explained that the various Reynolds companies in North Carolina
required electrical demand from their power suppliers from a high of 40
megawatts during the day to a low of approximately 30 megawatts at night. He
cited such consistent electrical use as a reliable demand base for the utility,
which in effect minimizes peaking and allows the utility to economically
schedule their more efficient electrical generating units. Reynolds is very
conscious of energy management and is therefore happy that its consistent use
pattern is beneficial to the utilities and their other customers.

Seven years ago the Reynolds Tobacco Company formed an energy management
program in an effort to reduce its energy consumption. Since that time other
companies in the Reynolds group have formed their own committees and are
achieving significant savings in all forms of energy usage. Since the various
energy management programs were formed in 1973, it is estimated that a total of
more than 11 trillion BTUs have been saved in Reynolds”™ North Carolina
operations. Of these savings, it is estimated that approximately 400 million
Kwhs are included. These total savings represent an energy utilization
improvement (esnergy per unit of product) of more than 25%. Translating this
into dollars results in savings of nearly $25 million. Techniques such as more
efficient design of new buildings, power factor correction, use of energy
efficient motors, 1lighting optimization, heating and air conditioning system
modification, installation of heat removal systems, process modifications, ete.,
were used to achieve these savings.

Witness Scott summarized by stating that Reynolds and other industries are
very serious about their energy management programs and wish to emphasize that
electrical energy costs are extremely important to all industrial operations.
Citing an increase in Reynolds” electrical cost of almost 200% since 1972, he
stated that the industrial class of customers was also experiencing significant
cost increases along with the residential consumers.

Wells Eddleman, Route 1, Box 183, Durham, North Carolina, testified on behalf
of the Kudzu Alliance. In his opening comments, he urged the Commission to
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consider the goals of fairness, conservation, and efficiency that are shared by
PURPA and North Carolina’s current energy policy. He urged the Commission to
consider using the PURPA standards in ratemaking with an aim toward encouraging
the most effective ways to increase efficiency and save energy and resources in
a fair manner. Concerning the subject of cost of service, witness Eddleman felt
that pricing below long-run marginal costs was unfair. He stated that the
problem is aggravated by low rates to all electric heat pump customers, whose
large contributions to peak demand are a major reason peak demand increases. He
went on to explain that he does not like the facilities charge since this charge
is, in his opinion, regressive in nature and impacts more severely on the poor
people. He felt that in establishing rates the Commission must consider
current, short-run, and long-run marginal costs and that the total revenues of
the class of customers must cover the cost of that particular class. Concerning
declining block rates, he felt that the energy charge that a customer pays
should increase with use. This would reflect again the marginal cost approach.

Witness Eddleman favored the concept of time-of-day pricing. He stated that,
for time-of-day pricing to work, computerized meters and economical thermal
storage devices would be necessary. Further, if the rates are properly deslgned
so that there are high peak prices, it may cause shifts by consumers to
alternate fuels. Unfortunately, however, there is little direct incentive for a
power company with more than adequate reserve and 1lots of plant under
construction to wuse the most economical means of implementing time-of-day
pricing. He recommended that the Commission reduce the allowed rate of return
on investment for those power companies who do not make good progress in
reducing their peak.

Concerning the seasonal rates standard, witness Eddleman testified that costs
are obviously higher in the summer and winter for the power company. With the
present fuel adjustment procedure in effect in the State, he stated that the
consumers who use power during the peak periods were not being properly charged
for this usage. He therefore recommended that the fuel adjustments be delayed
by six months. This action would force the high fuel costs of the summer months
to be borne during the winter and vice versa. This would act as a pricing
mechanism to alert the consumers who use power during the peak periods that the
cost for this usage is very significant.

In his discussion of the lifeline concept, witness Eddleman addressed this
issue in combination with the objectives of the other PURPA standards previously
discussed. Witness Eddleman explained that natural resources, the power
supplier, its customer, and the rate tariff were all a part of a broad system
whereby change in one component of the system interacts in some way, either good
or bad, with the others. If effective load management and energy conservation
are to be truly achieved, he feels that the customer must be alert as to how his
actions affect the system”s other components. Utilizing a marginal cost
approach, he designed a set of rates using the Duke residential classification,
where the average residential consumer would not see an increase in his rate
over the present rate now in effect. However, under the theory that the very
low user is not contributing to the peak of the utility and thereby not forcing
additional expensive construction, these customers would see their bill drop
from $4.78 to $0.20 at 10 Kw of usage. As the usage increases, the customer’s
bill goes up drastically, so that at 3,000 Kwh usage the bill would increase
from its present range of $106-$136 to a proposed level of $285. Such a rate
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design would create an incentive to the consumer to undertake steps to reduce
demand and consumption, as well as not to penalize the small consumer, many of
whonm, are poor and needy. Under such a rate schedule, all parties would benefit
in that nabural resources would be preserved through conservation, the ubility
would not be required to build as much plant, many consumers who cannot afford
the. high electric rates and use very 1little energy would recelve a rate
reduction, and those consumers contributing to the psak would pay their fair
share toward the cost of new plant to meet that peak. Witness Eddleman
recommended that the Commisszion take such actions as this to improve effieclency,
conservation, and fairness in the State’s power systems.

Relating to interruptible rates, witness Eddleman urged the Commission not to
approve such rates whereby the power cost for the customer only recovers the
fuel cost and no capacity cost. Such a rate would force the other customers on
the system to pay for the power plants serving the interruptible consumer.
However, customers with standby generators or thelr own cogeneration to meet
essential loads can benefit from an interruptible rate. Such a rate would
éncourage efficiency and conservation by reflecting the savings during
interruptible periods, while avoiding the marginal- costs of additional capacity.
He noted that the three major electrlc power suppliers of the State offer an
interruptible rate, but that no customers are curreantly on the rate. He felt
that the Commission should eéstablish a minimum level of interruptible load to
help c¢ontrol growth and rising energy costs. The Commission should then
establish a timetable for achleving this goal and state that failure to achieve
this goal would have an adverse impact on the compatiy’s allowed rate of return.

Witness Eddleman also urged that the residential and small general and
industirlal customers be allowéd to participate in an interruptible effort
through the control of appliances and other small electrical loads.

Witness Eddleman strongly endorses the concept of load management. In
addition to techniques such as iInterruption of loads, time-of-day rates, and
other general methodologies, he offers numerous other examples where peak demand
can be reduced by a large number of customers. Those examples included
insulating water heaters, using under-voltage circuit breakers for water heaters
and refrigeration loads (reduction of demand at time of system peak by sensing
under-voltage on distribution system), using reflective ccatings on the roof of
a structure, and using solar shading of roof-mounted alr conditioning units.

With respect to the insulation of water heaters, witness Eddleman went
through an analysis to illustrate that the power companies should be providing
this service at no charge for its customers, instead of constructing new
expensive power planks.

Dr. E, Roy Weintraub spoke as a representative of the Duke Faculty Committee
for Alternatives to Nuclear Power. He endorsed .the concept of marginal cost
pricing and urged the Commission to adopt the PURPA cost-of-service standard.
He stated that the concept of marginal cost pricing was a simple idea related to
the prineiple of ocptimization, Marginal prieing does not require highly
sophisticated theoretical reasons for its implementation, as the concept is well
established in utilities literature. Dr, Weintraub sought to dispel frequently
discussed problems of marginal pricing, such "excess" revenues and ease of
embedded cost versus marginal costs, by citing the efforts of others in the
field.
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Concerning declining bloeck rates, Dr. Weintraub stated that it was difficult
to justify such rates in conjunction with marginal costing.

Dr. Weintraub explained to the Commission about the doctorial dissertation
efforts of two Duke University students in the area of time-of-day rates. One
study concerned residential time-of-day rates in which the demand elasticity
estimates were low. However, he felt that this was due more to the short-run
nature of the experiment than to a reflection of the time-of-day concept. He
alsc quoted a second study concerning industrial customers on time-of-day rates.
This study showed very little consumption variation between customers on the
time-of-day rate and a control group. This result did not surprise Dr.
Weintraub, because the study was not long-term. Had the industries been placed
on the time-of-day rate for a long period, he felt that shifts in usage pattern
and the development of cogeneration would have occurred as industries expended
monies in an effort to reduce utility bills.

Dr. Weintraub stated that the double winter-summer peak in North Carolina
utility consumption could be smoothed by the introduction of a seasonal rate.
However, he did not endorse rates which would create a flat load curve because
the off-peak times are necessary to perform scheduled plant maintenance.

Interruptible rates on the surface appear to be attractive, but Dr. Weintraub
felt that such rates may be giving an incorrect pricing signal to the consumer,
He viewed such rates as being effectively equivalent to an infinite price for
the interrupted period.

In the view of Dr. Weintraub, lifeline rates are more a concept than a
precise formula. Marginal pricing should be considered in this matter. If
marginal pricing were instituted, any resulting revenues could be given back to
all consumers through the use of a negative monthly service charge. Using
several examples, he explained that a rate based on marginal cost would likely
raise the Kwh charge, and the resulting demand quantity change could be used to
reduce low user bills without significant change in high user bills. In
conclusion, Dr. Weintraub felt that lifeline rates are best defended as a social
dividend that would arise from rational pricing of electricity rather than as an
income redistribution or social welfare system.

James F. McMullen, Purchasing Manager for Energy - Pisgah Forest Plant,
Ecusta Power and Film Group of Olin Corporation, spoke on behalf of his company.
He urged the Commission to use rates based on cost of service, as he perceived
this to be the fairest way to charge for electricity. He stated that O0lin was
not in favor of lifeline rates and that aid to the disadvantaged could be served
by governmental agencies using general tax revenues. The imposition of noncost
related rates on 0lin would have a profound effect on the company since its
demand is essentially inelastiec. This would place Olin and other industrial
customers at a competitive disadvantage.

Witness McMullen stated further that Olin would be interested in cogeneration
or an interruptible rate in an effort to help reduce peak demand.

Clarence W. Hollerung, Electrical and Instrument Supervisor at the Monsanto
Textile Plant in Fayetteville, North Carolina, said that the Fayetteville plant
is a filament polyester plant which operates year round. The plant”s load
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factor is nearly 92%. Being such a large consumer of energy, Monsanto has
instituted energy reduction programs designed to achieve a 25% decrease in usage
in 1980 over a 1972 base. The goal at the Fayetteville plant, however, is for a
42% reduction. Techniques such as power factor correction, use of more
efficient lighting systems, steam trap maintenance, ete., are being used to
achieve savings of nearly $700,000 in electric power on an annualized basis at
the plant.

Monsanto’s goal on the corporate level for 1985 is a 35% reduction, the
Fayetteville plant”s goal is 53.4%.

Witness Hollerung urged the Commission to design rates based on actual costs.

Shifts in the costing methodology would cause Monsanto difficulty in evaluating
actual savings in energy costs.

Alan Chalfant, an economist for Drazen-Brubaker & Associates, Ine., testified
on behalf of the Carolina Industrial Group for Fair Utility Rates (CIGFUR).
Witness Chalfant addressed the Commission on PURPA’s cost-of-service standard.
He recommended that the Commission specify actual embedded costs for the basis
of implementing the standard and reject the concept of marginal costing for the
purposes of rate design. He rejected the concept of marginal pricing at three
levels.

1. Theoretical Level: The necessary assumptions underlying the validity
of the marginal cost pricing proposition are absent in the real world.

2. Interpretive Level: The concept that the underlying theory considered
to be marginal cost is not the same as the marginal costs which proponents have
attempted to calculate.

3. Practical Level: Marginal cost priecing proponents have been
unsuccessful in their attempts to calculate marginal cost, and had such attempts
actually been successful, the Commission’s current methods of determining
revenue requirements for allocation to the various classes of consumers would
prevent the application of such costs to electric rates.

At the theoretical level, witness Chalfant discussed the various rationales
for marginal pricing; that being a quest for "Pareto optimality" and the goal of
maximizing "consumers® surplus." He concluded that marginal cost pricing of
electricity cannot guarantee Pareto optimality and that the concept of
consumers” surplus is a one-dimensional yardstick because it ignores the
relationship of electricity with the rest of the economy, in addition to relying
on very restrictive assumptions.

Witness Chalfant dismissed the argument that long-run marginal cost equals
short-run marginal cost. Long-run marginalists make this assumption for the
optimal utility which accurately forecasts demand, future generation mix, fuel
prices, etc. He concluded that this is not a reality.

Witness Chalfant also concluded that many marginalists equate marginal costs
to social costs. However, he dismissed this argument by stating that
externalities at work in the system cannot be quantified and therefore the
marginalists have not accounted for all of the costs in their analyses.
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Concerning the practical level, witness Chalfant déscribed several attempts
at determining marginal costs. These efforts have been less than successful in
his view and highlight the difficulties marginalists have with the issue of
excess revenues resulting from such rates. He pointed to several methods of
defusing this excess revenue problem. The first is to charge the industrial
customers at the marginal rates and use the excess revenues to subsidize other
categories. Another method is to charge the most inelastic customers at the
marginal rate, typically industrial customers, and refund the excess according
to the elasticity of demand for the class. This would result, in his view, of a
value-of-service concept as opposed to a cost-of-service concept.

Concerning whether the PURPA standard requires a marginal cost approach,
witness Chalfant felt that if such an approach was intended, it would have been
more directly stated. The Statement of Managers accompanying the Act explains
that embedded cost analysis 1is not being excluded from consideration. The
Conferees did seem to imply some form of peak responsibility method in the
analysis, especlally when considering time-of-use or interruptible rates.

Nicholas Phillips, Jr., of Drazen-Brubaker & Associates, Inc., testified on
lifeline rates on behalf of CIGFUR. He discussed four traditional
Justifications for lifeline rates and sought to explain the fallacies in them.
They are as follows:

1. Welfare Argument: Low-use customers have low income and high income
relates to high-energy usage.

2. Conservation Argument: Higher prices charged larger users will induce
them to conserve, whereas the small user cannot reduce his consumption any
further,

3. Marginal Cost Argument: Electric rates based on marginal costs would
create excess revenues which could be given back to consumers through reduced
facilities charge and declining block rates with reduced early blocks.

4. Cost Assignment Argument: Low cost energy sources would be assigned to
the initial portion of usage and higher cost sources to high-usage customers.

Witness Phillips notes that each argument is designed to create utility rates
which affect someone’s social goal. Given that the revenue requirements of the
utility are fixed by a regulatory body, designing rates to satisfy one or more
of the above arguments will necessitate rates discriminatory to certain classes
of customers.

Concerning the "welfare argument," witness Phillips notes that electric rates
are being unduly blamed for the welfare problem, whereas poverty is a much
larger problem. The focus on electric rates arises because such rates are
controlled by a regulatory body and not by the marketplace. Citing the 1975
study of the West Virginia Public Service Commission, which showed that lifeline
rates benefitted high-income people as well as low-income people, witness
Phillips concluded the welfare argument was invalid because of its imprecision
in helping the intended group.
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Lifeline rates for low levels of usage, although designed to help low-income
customers, are discounted as inefficient because, in addition te helping some
low income customers, they also aid a large number of owners of seldom used
second homes, apartment dwellers, and electric customers who use gas and oil for
heating. The remaining low-income users are hurt by lifeline rates because they
use normal levels of electricity which would be priced higher to make up for
revenue lost by the lifeline rate.

Attempts to force additional revenue requirements on the industrial class in
an effort to conserve energy will 1likely be ineffective because of the
relatively high inelasticity of energy usage by industrial customers.

Witness Phillips discounted the marginal cost argument as being speculative
and directed attention to the testimony of witnesses Chalfant and Drazen who
examined this coneept in more detaill.

The cost assignment argument is discounted because of its impractieality.
Rates under cost assignment would assign low-cost sources of energy to the
initial bleock of -a rate and high costs to the terminal blocks. Another scenario
would attempt to assign old plant to old usage and new plant to new usage.

Summarizing, witness Phillips noted the worthwhile goals of lifeline rates to
alid the poor and promote conservation, but stated that such goals do not produce
good rates. The purpose of utility regulation 1s not to cure the ills of our
society. He recommended that an energy stamp program be instituted, whieh would
be a better alternative than lifeline rates and would be more equitable to all
ratepayers as well as provide more effective benefits to the needy.

Mark Drazen of Drazen-Brubaker & Assoclates, Inc., filed testimony on behalfl
of CIGFUR. Concerning cost of service, he recommended that the Commission
continue the use of the current cost-of-service methodology. He recommended
that the embedded cost approach be used over any marginal cost analysais, which
creates a number of pricing problems for the rate makers. He drew this
conclusion because of the difficulty In the use of actual book costs iIn the
rate-making process, the diffieulty of actual revenues exceeding required
revenues, no generally acceptable computational definition of marginal costs, no
guarantee that marginal costs will better allocate resources than current
methodologies, and the faet that marginal cosis are not required to design time-
differentiated or seasonal rates.

Addressing the declining block rate standard, witness Drazen pointed out
that the standard applies only to the energy component, The utility industiry
can still be considered a declining cost industry in many areas. He endorsed
this standard if it is literally interpreted by regulators that the general
concept of a deelining block rate is acceptable if such a rate ecliects demand
and/or customer charges along with energy costs in a multi-block rate,

Concerning seasonal and time-of-day rates, witness Drazen stated that these
rates are a Jlogical extension of cost of service, He stated that such rate
coneepts have been implemented in the indusirial sector, evidenced by seasonal
demand ratchets and time-of-use rates. He recommended that the residential and
commercial sectors should be congidered with respeet to these types of rates,
since their usage 13 generally seasonal in nature and has day-to-day and hour-
to-hour fluctuations.
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Witness Drazen endorsed interruptible rates if such rates are not mandatory
and can be designed so as to achieve the utility’s goal without adverse effect
on the customer.

On the matter of load management, witness Drazen endorsed any concept which
can reduce a utility”s peak demand. As in the case of interruptible rates, he
suggested that load management programs should be voluntary in nature and that
the customer should bear any special costs associated with the program.,

Colin S. Tam, Manager of Electricity Supply, Air Products and Chemicals,
Ine., Corporate Energy Department, Allentown, Pennsylvania, provided testimony
on behalf of Air Products” North Carolina plants. His testimony was limited to
discussion of interruptible rates for industrial customers. Speeifically, he
urged the Commission to require Duke to develop a curtailable service rate which
more accurately reflects the long-term value such a rate can provide for Duke.

Witness Tam’s company operates an air separation plant in Reidsville, North
Carolina, which produces 1liquid oxygen and nitrogen through the cryogenic
separation of air. This process is very energy intensive (more than 79% of the
variable costs of production is for eleectricity), and Air Products has sought

ways to curtail its usage through more efficient design and operation of its
plants.

Witness Tam stated that Duke’s present interruptible tariff does not
adequately reward the interruptible customer for the expense associated with an
interruption. He strongly contends that if proper rate design can induce
customers to participate in the rate (Duke currently has no one on the rate),
this will benefit the utility, the interruptible customers, as well as the other
customers of the utility since peak demand is reduced,

Witness Tam recommended the following:

1. Duke should be ordered to develop, in conjunction with interested
customers, an acceptable interruptible service tariff.

2. A change in the calculation of the credit for interruption should not be
tied to load factor or the customer.

3. There should be a significant increase in the per kilowatt credit to the
customer over the current levels.

4.  There should be a specification in the tariff to include a reasonable
maximum hourly limit of interruption in relation to the frequency of
interruptions. Currently, Duke’s rate only specifies maximum annual hours of
interruption.

Richard P. Torre of Akron, Ohio, provided testimony on behalf of the General
Tire and Rubber Company. He related the importance of electricity in the
manufacturing of rubber tires. Electrieity is an inelastic resource in the tire
industry. Recognizing this, General Tire has embarked on an energy conservation
program along with other tire manufacturers. In 1979 at its Charlotte
manufacturing plant, General Tire has been able to achieve a 21.6% savings in



54
GENERAL ORDERS - ELECTRICITY

energy when compared to a 1972 base year. These savings have been made possible
through aggressive maintenance and housekeeping efforts.

Witness Torren stated that General Tire was in favor of cost-based rates.
The company did not favor the concept of lifeline rates, as this was merely an
income redistribution plan being disguised as an energy conservation plan. Such
a rate would distort the cost picture to the point that energy conservation
decisions also would be distorted, thereby lessening the likelihood of achieving
energy conservation goals.

Jay B. Kennedy, Executive Director of the Electricity Consumers Resource
Council (ELCON), filed testimony on behalf of its members. ELCON is a nonprofit
association of 16 large industrial users of electricity, 10 of whom have plants
located in North Carolina. Concerning the cost-of-service standard, he endorsed
the concept of cost-based rates. Penalty or subsidy pricing of electricity is
contrary to statute and is preferential in nature, Such rates do not provide
accurate pricing signals to consumers, thereby making rationale decisions
relating to conservation more difficult. ELCON’s position is that eleetric
rates should be based on today’s actually incurred cost, and not on costs
evaluated on often confusing hypothetical distortions of economic theory. He
dismissed marginal cost pricing in ratemaking, citing a detailed study of
marginal cost pricing by the Ontario Energy Board (December 1979). Specific
portions of this report are provided in witness Kennedy’s testimony. With the
use of the peak responsibility method of allocating capacity costs, adjustments
for fuel expense through monthly or quarterly adjustment clauses, inclusion of
construction work in progress (CWIP) in the rate base, and the normalization of
depreciation and other expenses are aimed at ensuring that the customer’s bill
reflects as nearly as possible the cost of providing him service.

Witness Kennedy endorsed the concept of time-of-day or seasonal rates so long
as such rates are properly designed to reflect actually incurred costs. Such an
approach would include determination of the total cost of service, allocation of
that cost to the appropriate time periods, and then distribution of the cost to
the classes of customers based on load data regarding their time of consumption
and delivery characteristics. He cautioned the Commission not to use such rates
as a form of penalty pricing for the industrial sector or as an effort to force
a reduction in peak demand. Because of the nature of many industrial
operations, reductions in peak demand cannot be easily obtained.

Concerning declining block rates, witness Kennedy notes that the standard
applies only to the energy component of the rate. Therefore, PURPA does not
mandate that such rates be eliminated. PURPA’s declining block rate standard is
acceptable to him as long as the basis for the design of the rate is based on
actually incurred costs.

With respect to interruptible rates, witness Kennedy states that such rates
will not be beneficial to most of the industrial customers. Only in cases where
the interruptions will not place burdens on production and efficiency will an
industry be interested in such a rate. He urged that such rates be voluntary.
Although the utility may not attract a significant number of customers to such a
rate, it should nonetheless attempt to do so, because of the potential benefit
to the utility and its other customers.
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As to load management techniques, witness Kennedy endorsed such efforts if
they are cost-effective for the utility and the customer. Such efforts should
be a voluntary effort on the part of the customer.

Witness Kennedy rejected the concept of lifeline rates because they are not
cost-based, are ineffective for aiding the needy, and are discriminatory to
certain rate classes depending on from whom the lifeline deficits are to be
recovered. He stated that the problem of the impoverished is a social problem
and not a rate-making problem. To state that the purchase of electricity is
more vital than other types of purchases by the poor 1is false. This problem
should be addressed through other agencies which specialize in getting aid to
those in need.

Richard Conlin, Legislative Network Coordinator for the Solar Lobby, appeared
before the Commission as an expert in Policy Analysis and Public Administration.

Witness Conlin”s testimony centered on the use of marginal cost pricing to
properly reflect to the consumer the true cost of each additional unit of
energy. By establishing rates which are set equal to marginal costs, this will
ensure that the utilities” cost of expansion will be covered. He recognized
that a windfall profit would result for the utility using such rates. He
therefore proposed that customer classes which are primarily responsible for the
utility”s growth and which have the greatest elasticity of demand should have
rates at or near marginal costs. Rates for other customers would deviate from
marginal costs according to their relative elasticity and contribution to
growth.

To achieve this goal, witness Conlin proposed inverted rates using a
three-tiered structure with at least a 1¢ difference between tiers. 1In this
way, the customers with heavy usage who are causing growth in the utility will
be forced to pay a greater share of the utility’s cost. He stated that this
also would constitute a lifeline approach to the small users who generally are
the poor and needy.

Based upon a careful consideration of all of the foregoing, the Commission
makes the following

FINDINGS OF FACT

1. Carolina Power & Light Company, Duke Power Company, and Virginia Electric
and Power Company, being duly 1licensed public utilities subjeet to the
Jurisdiction of this Commission, hold franchises to provide electric utility
service in their respective territories in the State of North Carolina. Said
electric utilities are subject to the applicable provisions of the Public
Utility Regulatory Policies Aet of 1978.

2. The Commission has now complied with the applicable provisions of PURPA
requiring public notice and hearings to be held with respect to the six
rate-making standards of section 111 of PURPA, regarding cost-of-service,
declining block rates, interruptible rates, seasonal rates, load management
techniques, and time-of-day rates, and with respect to section 114 of PURPA,
relating to the concept of lifeline rates.
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3. The pertinent provisions of PURPA require this Commission to make, with
respect to each electric utility for which it has rate-making authority and
which 1s subject to Title I of PURPA, a determination concernlng whether or not
it iz appropriate to implement each of the standards of sectlon 111(d) of PURPA
to carry ocut the purposes of Title I of that Act. The Commission may then
implement any such standard determined to be appropriate or may decline to do
so, If it .declines to do so, the reasons must be stated in writing. In
addition, the Commission must determine, for each such utility, whether lifeline
rates as described in section 114 of PURPA should be implemented.

The purposes of Title I of PURPA are contalned in section 101 thereof and are
as follows:

“(1) conservation of energy supplied by electric utilities;

(2) the optimiZzation of the effieclency of use of facilitiés and resources
by electric utilities; and

(3) equitable rates to electric consumers.”

4. Section 111(d)(1) of PURPA provides that the rates charged by an electric
utility for providing electric service to each class of electric consumers
"shall be designed, to the maximum extent practicable, to reflect the costs of
providing electric service to such class as determined under section 115(a)."

Section 115(a) of PURPA provides as follows:

"(a) COST OF SERVICE. - In undertaking the &onsideration and making
the determination under section 111 with respect to the standard conecerning
cost of service established by seetlon 111(d}(1), the costs of providing
electric service to each class of electrle consumers shall, to the maximum
extent practicable, be determined on the basls of methods prescribed by the
State regulatory authority (in the case of a State regulated electric
utility) or by the electric utility (in the case of a nonregulated electric
utility), Such methods shall to the maximum extent praecticable

(1) permit identification of differences in cost-inecurrence, for each such
c¢lass of electric consumers, attributable to daily and seasonal time of
use of service and

(2) permit identification of differences in cost-ineurrence, attributable to
differences in cugstomer demand, and energy components of cost. In
prescribing such methods, such State regulatory authority or
nonregulated electrie utility shall take into account the extent to
which total costs to an electriec utility are likely to change if:

(A) additional capaclty 'is added to meet peak demand relative to base
demand; and

(B) additiomal kilowatt-hours of electric energy are delivered to
electric consumers."
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5. The North Carolina Utilities Commission has, for more than a decade,
placed great emphasis on costs of service in its determination of Jjust and
reasonable electric utility rates in order to reflect costs of service and to
recognize changes in long-run incremental costs. This Commission requires
annual fully distributed cost-of-service studies from each of the major electric
utilities and considers both embedded costs and marginal costs in setting
rates.

6. Section 111(d)(2) of PURPA provides as follows:

"(2) DECLINING BLOCK RATES., -~ The energy component of a rate, or the
amount attributable to the energy component in a rate, charged by any
electric utility for providing electric service during any period to any
class of electric consumers may not decrease as kilowatt-hour consumption by
such class increases during such period except to the extent that such
utility demonstrates that the costs to such utility of providing electric
service to such class, which costs are attributable to such energy component,
decreases as such consumption increases during such period."

7. Since 1973, the North Carolina Utilities Commission has required that the
costs associated with production of energy should be equal in each block of each
rate in order to avoid wasteful consumption of electriecity by electric utility
customers. Customer costs and demand costs differ between rate blocks to
reflect differing customer costs and demand characteristies. CP&L, Duke, and
Vepco presently have no rates in effect in which the energy component of the
rate declines.

8. Section 111(d)(3) of PURPA provides as follows:

"(3) TIME-OF-DAY RATES. - The rates charged by any electric utility for
providing electric service to each class of electric consumers shall be on a
time-of-day basis which reflects the costs of providing electric service to
such class of electric consumers at different times of the day unless such
rates are not cost-effective with respect to such class, as determined under
section 115(b}."

Section 115(b) of PURPA provides as follows:

"TIME-OF-DAY RATES. - In undertaking the consideration and making the
determination required under section 111 with respect to the standard for
time-of-day rates established by section 111(d)(3), a time-of-day rate
charged by an electric utility for providing electric service to each class
of electric consumers shall be determined to be cost-effective with respect
to each such class if the long-run benefits of such rate to the electric
utility and its electric consumers in the class concerned are likely to
exceed the metering costs and other costs associated with the use of such
rates."

9. In 1975, the North Carolina General Assembly enacted G.S. 62-155, which,
in pertinent part, requires this Commission to study the feasibility of
implementing a system of nondiseriminatory on-peak/off-peak pricing. Since
enactment of this statute, this Commission has ordered a number of different
on-going types of studies aimed at determining the feasibility of time-of-use
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rates for the State’s electric ratepayers. Results for some of these studies
have shown the merit of such rates, such as in the case of Duke’s residential
class, and the Commission has ordered both Duke and CP&L to offer such a rate on
a voluntary basis to any interested residential customers.

10. Section 111 (d)(4) of PURPA provides as follows:

"(4) SEASONAL RATES. - The rates charged by an electric utility for
providing electric service to each class of electric consumers shall be on a
seasonal basis which reflect the costs of providing service to such class of
consumers at different seasons of the year to the extent that such costs vary
seasonally for such utility."

1. As early as in a 1971 Vepco case, the North Carolina Utilities
Commission recognized the benefit of seasonal rates in helping to smooth a
utility’s annual load curve. G.S. 62-155 requires this Commission to
investigate the billing of electric customers so as to reflect the costs
associated with serving them at peak times; seasonal rates are a tool in this
effort. At present, Duke, CP&L, and Vepco have a residential seasonal rate and
some form of demand ratcheting or seasonal energy charge for their large power
users.

12. Section 111(d)(5) of PURPA provides as follows:

"(5) INTERRUPTIBLE RATES. - Each electric utility shall offer each
industrial and commercial electric consumer an interruptible rate which
reflects the cost of providing interruptible service to the class of which
such consumer is a member.”

13. Prior to the passage of G.S. 62-155 in 1975, this Commission had begun
to study numerous techniques designed to reduce the peak demand of electric
utilities. One of these techniques was interruptible rates. Subsequent to
1975, the Commission continued investigating the interruptible rate concept and,
in 1978, ordered the State’s electric utilities to develop interruptible rates
for industrial customers and for direct control of certain residential loads,
primarily water heaters. In the fall of 1979, the utilities filed interruptible
rates pursuant to the Commission Order; these rates were approved for
implementation in November 1979, by an Order entered in Docket No. M-100, Sub 78

14, Section 111(d)(6) of PURPA provides as follows:

"(6) LOAD MANAGEMENT TECHNIQUES. - Each electriec utility shall offer to
its electric consumers such load management techniques as the State
regulatory authority (or the nonregulated electric utility) has determined
will

(A) be practicable and cost-effective, as determined under section
115(e),

(B) be reliable, and

(C) provide useful energy or capacity management advantages to the
electric utility."
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Section 115(c) of PURPA provides as follows:

"(c) LOAD MANAGEMENT TECHNIQUES. - In undertaking the consideration and
making the determination required under section 111 with respect to the
standard for load management techniques established by section 111(d)(6), a
load management tachnique shall be determined, by the State regulatory
authority or nonregulated electric utility, to be cost-effective if

(1) such technique is likely to reduce maximum kilowatt demand on the
electric utility, and

(2) the long-run cost-savings to the utility of such reductions are
likely to exceed the long-run costs to the utility associated with
implementation of such technique."

15. Load management techniques were also under active study by this
Commission prior to the passage of G.S. 62-155 in 1975. Subsequently, extensive
investigations into numerous load management techniques, load forecasting
methodologies, and related tariff designs were completed. This effort is
continuing 4in many areas; the regulated electric utilities and outside
consultants are assisting the Commission in determining the most cost-effective
means of limiting the growth of the electric utilities” demand.

16. Section 114 of PURPA states the following concerning the concept of
lifeline rates:

"(a) LOWER RATES. - No provision of this title prohibits a State
regulatory authority (with respect to an electric utility for which it has
ratemaking authority) or a nonregulated electric utility from fixing,
approving, or allowing to go into effect a rate for essential needs (as
defined by the State regulatory authority or by the nonregulated electric
utility, as the case may be) of resldential electric consumers which is lower
than a rate under the standard referred to in section 111(d)(1).

"(b) DETERMINATION. - If any State regulated electric utility or
nonregulated electric utility does not have a lower rate as described in
subsection (a) in effect 2 years after the date of the enactment of this Act,
the State regulatory authority having ratemaking authority with respect to
such State regulated electric utility or the nonregulated electric utility,

as the case may be, shall determine, after an evidentiary hearing, whether
such a rate should be implemented by such utility.

"(c) PRIOR PROCEEDINGS. - Section 124 shall not apply to the
requirements of this section.”

17. G.S 62-130 authorizes this Commission to ",...fix, establish or allow
just and reasonable rates for all public utilities subject to 1its
Jurisdiction...." G.S. 62-133 requires the Commission to consider the rate
request of a utility on the basis of original cost less depreciation. Also,
G.S. 62-140 prohibits rates which grant unreasonable preference or advantage to
any person or subject any person to any unreasonable prejudice or disadvantage.
Thus, the North Carolina General Statutes prohibit the Commission from
implementing 1lifeline rates which, by definition, are not cost-based. Lifeline
rates have been shown to be an inefficient means of 1income transfer.
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EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 1

The evidence for this finding of fact is contained in the Commission’s files,
the testimony of the Public Staff witnesses and that of the witnesses for the
three electric utility companies here involved, as well as in the Commission’s
Order of August 134, 1979, in this dockeb. This finding of fact 1is
Jjurisdictional in nature and it does not appear that the jurisdiction of this
Commission over the three electrlc utilitlies here involved 1s a controverted
issue in these proceedings.

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 2 AND 3

The evidence for these findings of faet, regarding the type of hearing and
consideration which PURPA requires thils Commission to give to the six
rate-making standards and the concept of 1lifeline rates and regarding the
actions which this Commisslon i3 required or permitted to take with respect to
those six standards and the concept of lifeline rates, is contalned 1In the
testimony and exhibits of the wiltnesses testifying on behalf of the Public Staff
and the three electrle utilities here involved.

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 4 AND S5

The evidence for these findings of fact is contained in section 111{d){1) and
section 115(a) of PURPA and in the testimony of the wibnesses appearing on
behalf of the three electric utilities here involved. Testimony was recelved
which summarized the history of the Commission’s emphasis on cost-of-service
methodologles in its determination of just and reasonable electric rates. This
Commission has long recognized that the proper pricing of electricity in this
State is essential in order to provide appropriate signals to enable consumers
to make efficient consumption-related decisions and to prevent undue
diserimination between customers. .

Based on the record, the Commission has substantially addressed the subject
of cost of service as outlined in PURPA. 1In Docket No. E-2, Sub 229 (CP&L), and
Docket No, E-7, Sub 159 (Duke), the Commission explicitly addressed the design
of rates which reflects costs as deseribed In section 115(a). This Commission
found that the rates of the two utilities were substantially effective in
reflecting cost of service, recognizing changes in long-run incremental costs
and requiring classes of consumers to pay thelr fair share of the costs to serve
them. Inasmuch as the rates of Vepco have been determined and reviewed by this
Commission in accordance with the same general standards applied to CP&L and
Duke, the rates of Vepco also achleve the Intent of PURPA as it relates to cost
of service,

Long before enactment of PURPA, this Commission began to utilize the concept
of cost of sérvice to assign fair and reasonable coats among classes of electric
utllity customers in order to ensure that fair and reasonable rates are designed
to provide proper pricing signals to customers and to meet the revenue
requirements of the utility. The Commission further notes that testimony was
also presented at the hearing concerning the uncertaintles of the meaning of
portions of the special rule of section 115(a) and concerning its potential for
impeding the regulatory process; e.g., there 13 controversy concerning
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interpretations of PURPA requirements as proposed by the Department of Energy in
its Voluntary Guideline for the Cost of Service Standard Under the Public
Utility Regulatory Policies Act of 1978 published at U5 Fed. Reg. 58760

Sept. 4, 1980). In view of the procedural constraints of G.S. 62-133
concerning determination of revenue requirements and the Commission’s past
activities in this area, the Commission accepts, in part, the specific PURPA
cost-of-service standard and has in faet already 1implemented parts thereof.
Therefore, the Commission will continue to consider, adopt, and follow sound
cost-of-service principles 1in designing electric utility rates in North
Carolina, and will, at the same time, also implement, to the maximum extent
practicable, those portions of the PURPA cost-of-service standard found to be
consistent with applicable State law and the rate design principles followed by
this Commission.

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 6 AND 7

The evidence for these findings of faet 1is contained in section 111(d)(2) of
PURPA, the testimony of the witnesses appearing on behalf of the Public Staff,
the testimony of the witnesses appearing on behalf of the three utilities here
involved, and the testimony of witnesses Mark Drazen and Jay B. Kennedy.

This Commission, in conjunction with its efforts in the area of cost of
service, has sought to identify the three major cost components of electric
service: (1) demand or capacity costs, (2) energy costs, and (3) customer
costs. Utilizing this information, the Commission has ordered the three
utilities subject to this proceeding to design cost-based rates to recover these
costs. With the sharp increases in fuel expenses in the early 1970s, the
Commission has focused on this area and has sought to ensure that customers at
all usage levels are beilng charged the average variable cost of producing
additional units of energy.

The Commission rejects the concept of an inverted rate structure as proposed
by witnesses Eddleman and Conlin. As has been stated in other Orders of this
Commission, the revenue instability of such rates renders them impractical; the
excess revenues which may be generated in witness Conlin’s scenario are unlawful
in view of G.S. 62-133.

Based upon all of the foregoing, the Commission concludes that continued
implementation of the PURPA standard on declining block rates 1s appropriate and
consistent with the purposes of PURPA and otherwise applicable State law.

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 8 AND 9

The evidence for these findings of fact 1s contained in section 111(d)(3) and
section 115(b) of PURPA, the testimony of the witnesses appearing on behalf of
the Public Staff and the testimony of the witnesses appearing on behalf of the
three utilities here involved.

This Commission began investigations into time-of-use pricing concepts when
the General Assembly, by the enactment of G.S. 62-155 in 1975, authorized the
Commission to undertake the review of methodologies in the load management area.
This statute, in pertinent part, states:
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"(p) If the Utilities Commission after study determines that conservation of
electricity and economy of operation of the publie utilities will be
furthered thereby, it shall direct each electric public utility to notify its
customers by the most economical means available of the anticipated periods
in the near future when its generating capacity is likely to be near peak
demand and urge its customers to refrain from using electricity at these peak
times of the day...."

G.S. 62-155(d) further provides, in pertinent part, as follows:

"The Commission shall study the feasibility of and, if found to be
practicable, make plans for the public utilities to bill customers by a
system of nondiscriminatory peak pricing, with incentive rates for off-peak
use of electricity charging more for peak periods than for off-peak periods
to reflect the higher cost of providing electric service during periods of
peak demand on the utility system...."

The topic of time-of-day rates 1s being continually studied by the Commission
in cooperation with Duke and CP&L; Vepco is studying the concept in Virginia.
This Commission is on record as endorsing time-of-day rates on a voluntary basis
and is continuing to study the feasibility of such rates under different
conditions. The Commission has, since 1975, been systematically reviewing the
concept of time-of-day pricing and actively pursuing appropriate use of such
methods. The Commission has approved the implementation of voluntary rates for
Duke’s residential class and recently ordered CP&L to file such rates. This
matter will be considered in Vepco’s current rate case. Therefore, the
Commission concludes that continued implementation of the PURPA standard on
time-of-day rates is appropriate to carry out the purposes of PURPA and is also
consistent with the applicable laws of the State of North Carolina.

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 10 AND 11

The evidence for these findings of fact is contained in section 111(d)(4) of
PURPA, the testimony of the witnesses appearing on behalf of the Public Staff
and the testimony of the witnesses appearing on behalf of the three utilities
here involved.

PURPA suggests that electric rates should be priced on a seasonal basis if
studies show seasonal fluctuations in the cost of service. The Conference
Report accompanying PURPA notes that PURPA does not require that such rates be
fully implemented, but instead, that a seasonal price differential apply in the
rates to reflect the cost differentials where it can be shown that seasonal
fluctuations in cost do occur.

The Commission implemented a seasonal rate differential with respect
to the rates of Vepco in 1971 to reflect the costs of meeting Vepco’s sharp
summer peak. In 1976 the Commission ordered CP&L to institute a summer/winter
price differential for its electric heating customers. 1In 1978 the Commission
ordered Duke to implement a summer/winter price differential for its all
electric and conservation rates. Today, the residential rates of all of the
major electric utilities in North Carolina reflect a summer/winter price
differential in an attempt to stem consumption during the summer peak period.
In addition, the Commission has endorsed the wuses of demand ratcheting
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principles for large power users. Duke and CP&L’s electricity usage patterns
have changed from summer peaking to balanced peaking.

Witness Currin, speaking on behalf of the Public Staff, questioned whether
the rate differentials of the Duke and CP&L rates were cost justified in light
of the near equal magnitude of the summer and winter peaks of the companies. He
recommended that the utilities provide cost justification with each rate case
for any existing seasonal pricing differentials. The Commission has concurred
with this point and has, in recent rate cases, ordered utilities to file
appropriate information with subsequent cases to allow periodic review of
seasonal differentials. However, the Commission rejects the position that
allocation methods should be immediately changed whenever utilities, with the
aid of seasonal pricing, finally achieve balanced peaks. To do so would be
contrary to appropriate costing principles.

This Commission has previously recognized the appropriateness of seasonal
rates as a load management tool. The legistative mandate to the Commission in
1975, G.S. 62-155, ordered the Commission to develop on-peak/off-peak style
rates, of which seasonal rates are a variation. The Commission’s actions in
this area since 1971 demonstrate that continued implementation of the PURPA
standard related to seasonal rates is entirely appropriate and consistent with
the purposes of PURPA and applicable State law.

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 12 AND 13

The evidence for these findings of fact 1s contained in section
111(d)(5) of PURPA, the testimony of the witnesses appearing on behalf of the
Public Staff, the testimony of the witnesses appearing on behalf of the three
utilities here involved, and the testimony of witnesses Tam, Drazen, Kennedy,
and Eddleman. The Public Staff and utility witnesses discussed the development
of interruptible rates in North Carolina. The other witnesses, Tam, Drazen,
Kennedy, and Eddleman, also endorsed the concept of interruptible rates as being
beneficial to utilities, interruptible customers, and all utility customers by
reducing peak demand growth.

The Commission has been investigating this concept as a part of the 1975
G.S 62-155 mandate previously discussed. All three electric utilities which are
parties to this proceeding presently offer voluntary interruptible rates which
comply with the PURPA interruptible rate standard.

The Commission recognizes that such a rate design will only attract a limited
number of customers because of the costs and operational problems which such a
rate will have on a business operation. The Commission notes the comments of
witness Tam in this regard. Recognizing that the task of attracting customers
to such a rate will be difficult, the Commission is nevertheless committed to
ensuring that such a viable alternative is promoted by the utilities. The
Commission does not agree with witness Eddleman who wishes to punish the
utilities for not achieving a predetermined goal of interruptible load. Because
of the general types of industries in North Carolina and the generally low
electricity rates in the State, inducement of customers to such a rate will be
difficult, However, as in the case of witness Tam and his company, Air
Produets, Ine., there are companies who are very interested in pursuing an
interruptible style rate. Therefore, this Commission feels that each of the
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utlilitles involved should actlively seek the commenta of 1ts major industrial
customers in an effort to determine a common basls of the development of a cost-
based Interruptible rate which 1s administratively feasible te both parties.
Accordingly, the Commission concludes that each ubility should file, as a part
of its annual load forecast, a sbatement as to status of 1%s efforts in
obtaining interruptible customers. This statement should include the number of
customers contacted concerning the rate, sampling of respongses from those
customers, number of customers on the rate, if applicable, and the amount of
interruptible load, time, reason, and duration of interruptions during the past
year.

Therefore, the Commission concludes that continued implementation of the
PURPA standard on interruptible rates 13 appropriate in North Carolina and
conslstent with the purpeses of PURPA and the laws of this State.

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

The evidence for these findings of fact are contained in section 111(d)(6}
and section 115(c} of PURPA, the testimony of the witnesses appearing on behalf
of the Public Staff, and the testimony of the wltnesses appearing on behalf of
the three utilities here involved,

Subsequent to the passage in- 1975 of G.S. 62-155, this Commission has held
numerous hearings (Docket Nos. E-100, Subs 21, 25, 32, and 35, and Docket
No. M-100, Sub 78) on the subject of load management techniques. In addition bo
the activities in these dockets, the Commlasion retained outside consultants te
advise the Commission as to the most cost effective methods of accomplishing
load management for the State’s major electric utilities.

Continued implementaticn of the PURPA standard relating to load management
techniques 1s appropriate to carry out the purposes of PURPA and 13 also
entirely consistent with G.S. 62-155 which requires the exploration of means of
controlling peak demand. The actions of the Commission since 1975 in this area
have been significant and this Commisslon remains committed to the concept of
load management in an effort to conserve energy through the efficlent
utilization of all resources.

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 16 AND 17

The evidence for these findings of fact 1s contained in section 114 of PURPA,
the testimony of the witnesses appearing on behalf of the Public Staff, and the
testimony of the witnesses of the three utilities here involved.

The Commission has not formally communicated its findings on the i1ssue of
lifeline rates to the General Assembly. The North Carolina General Statutes
give no explleit authority to the Commission to appropriate money to "needy"
consumers to help them pay their electric bllls. The Commiszsion is expreasly
prohibited by G.S5. 62-140 from approving discriminatory rates which would
intentionally tax some consumers so that other low usage and/or low incocme users
may be subsidized. Uantil such time as the General Assembly grants authority to
the Commission to implement a lifeline rate, the Commission is prohibited from
doing so0.
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As previously discussed, the SSI rate is "an experiment to collect data in
response to the mandate...to study the feasibility of lifeline rates." If the
data shows that the SSI rate is justified solely on the basis of cost of
service, then such rates could be permanently implemented on a statewide basis.
If the rate is found not to be cost justified, G.S. 62-140 would prohibit
continuance of the rate.

In addition, the information available to the Commission indicates that
lifeline rates are not efficient as a means of helping those in need. Many of
these individuals have normal electricity use patterns and would be penalized
if rates for normal usage levels were increased to offset the revenue loss
generated by introduction of underpriced lifeline rates for low levels of
usage. This matter is presently under contract for further study.

Therefore, after evidentiary hearings in compliance with the determination
portion of PURPA section 114(b), this Commission concludes that it should
decline to implement the concept of lifeline rates as outlined in section 114 of
PURPA.

IT IS, THEREFORE, ORDERED as follows:

g Having found that this Commission already requires on an annual basis
from each utility here involved fully distributed cost-of-service studies
utilizing embedded as well as marginal cost methodologies, the Commission
adopts the standard on cost of service as set forth in section 111(d)(1) of
PURPA to the extent that it does not conflict with the provisions of G.S. 62-133
concerning determination of revenue requirements. Therefore, based on the
Commission’s past policies and activities in this area, the Commission will
continue to consider, adopt, and follow sound cost-of-service prineiples in
designing electric utility rates in North Carclina and will continue to
implement, to the maximum extent practicable, those portions of the PURPA cost-
of -service standard found to be consistent with applicable State law and the
rate design principles found appropriate by this Commission.

2. Having found that this Commission has long required that the energy
cost on a per Kwh basis be uniformly assigned to each block in a utility’s rates
and that the number of declining block charges of the State’s electric utilities
have been significantly reduced, the Commission continues its previous adoption
and implementation of the standard on declining block rates as set forth in
section 111(d)(2) of PURPA.

3. Having found that North Carolina General Statute 62-155 requires this
Commission to explore on-peak and off-peak electric tariffs, that the Commission
has ordered numerous experiments into the cost effectiveness of time-of-use
rates, that the Commission has approved the voluntary implementation of such
rates for the residential customers of Duke Power Company and that Carolina
Power & Light Company and Virginia Electric and Power Company presently have
time-of-day rates on file which are under consideration by this Commission, this
Commission continues its previous adoption and implementation of the standard on
time-of-day rates as set forth in section 111(d)(3) of PURPA.

4. Having found that this Commission has ordered the design of a
summer/winter price differential in the residential rates of the State’s
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electric utilities and has also approved the implementation of seasonal demand
ratchets for large power users and that such rates have helped to move North
Carolina“s electric utilities toward balanced peaks, this Commission continues
its previous adoption and implementation of the standard on seasonal rates as
set forth in section 111(d)(4) of PURPA.

5. Having found that G.S. 62-155 requires this Commission to explore the
concept of short duration interruptible load and that this Commission has
approved for implementation such rates by CP&L, Duke, and Vepco, this
Commission continues its previous adoption and implementation of the standard on
interruptible rates as set forth in section 111(d)(5) of PURPA. Further, each
of the electric utilities subject to this Order is hereby required to file, as a
part of its annual load forecast, a statement concerning the status of its
efforts in obtaining interruptible customers. This statement shall contain the
number of customers contacted concerning the rate, sampling of responses from
those customers (including negative responses which shall provide specific
reasons for refusal), number of customers on the rate, if applicable, and the
amount of interruptible load, time, reason, and duration of interruptions during
the past year.

6. Having found that G.S. 62-155 requires this Commission to explore
numerous load management techniques in an effort to control peak demand growth
and that this Commission has systematically been studying and implementing such
techniques for five years in conjunction with the three electric utilities here
involved, this Commission continues its previous adoption and implementation of
the standard relating to load management techniques as set forth in section
111(d)(6) of PURPA.

7. Lifeline rates, having been shown to be inefficient as a means of income
transfer, and having been shown to be contrary to G.S. 62-140 which prohibits
this Commission from approving rates which are unreasonable or unduly
diseriminatory, are not appropriate and are not approved for use in North
Carcolina. Implementation of lifeline rates pursuant to section 114 of PURPA is
therefore declined. However, this Commission shall continue to examine the
effectiveness of other rate forms such as the current Duke Power Company system
"SSI" rate experiment which examines the effect of lower rates to approximately
8,600 customers who receive Supplemental Security Income (a group which the
experiment may show to be low-use, high load-factor customers), which may
coineidently achieve some of the same objectives as lifeline rates.

ISSUED BY ORDER OF THE COMMISSION.
This the Uth day of February 1981.

NORTH CAROLINA UTILITIES COMMISSION
(SEAL) Sandra J. Webster, Chief Clerk
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DOCKET NO. E-100, SUB 41

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of
Determination of Rates for Purchase and Sale of ) RECOMMENDED ORDER

Electricity Between Electric Utilities and ) APPROVING RATES AND

Qualifying Cogenerators or Small Power Producers ) TERMS AND CONDITIONS AND

and Rulemaking Concerning Conditions and ) SETTING FURTHER HEARING

Requirements for Such Service ) ON WHEELING PROVISIONS

HEARD IN: The Commission Hearing Room, Dobbs Building, 430 N. Salisbury
Street, Raleigh, North Carolina, on January 6-8, and January 26,
1981.

BEFORE: Chairman Robert K. Koger, Presiding; and Commissioner Edward B.
Hipp

APPEARANCES:

For the Respondents:

John Bode, Bode, Bode and Call, Attorneys at Law, P. 0. Box 391,
Raleigh, North Carolina 27602
For: Duke Power Company

W. Edward Poe, Jr., Attorney, Duke Power Company, P. 0. Box 33189,
Charlotte, North Carolina 28242

Edgar M. Roach, Jr., Hunton and Williams, Attorneys at Law, P. O.
Box 109, Raleigh, North Carolina 27602, and Douglas Michael
Palais, Hunton and Williams, Attorneys at Law, P. 0. Box 1535,
Richmond, Virginia 23212

For: Virginia Electric and Power Company

Stephani C. Wilson and James E. Tucker, Hunton and Williams,
Attorneys at Law, P. O. Box 109, Raleigh, North Carolina 27602
For: Nantahala Power and Light Company

For the Intervenors:

Thomas R. Eller, Jr,, Attorney at Law, P, O. Drawer 27866,
Raleigh, North Carolina 27611
For: North Carolina Textile Manufacturers Association, Inc.

Ralph McDonald, Bailey, Dixon, Wooten, McDonald & Fountain,

Attorneys at Law, P. 0. Box 2246, Raleigh, North Caroclina 27602

For: 0lin Corporation, PPG Industries, Inc., The Singer Company,
Weyerhauser Company, and Kemp Furniture Industries, Inec.

Louis B. Meyer, Lucan, Rand, Rose, Meyer, Jones and Orcutt,
Attorneys at Law, Box 2008, Wilson, North Carolina 27895
For: ElectriCities of North Carolina
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For the Publie Staff:

G. Clark Crampton, Staff Attorney, North Carolina Utilities
Commission, P. ©. Box 991, Raleigh, North Carolina 27602, and
Jerry B. Fruitt, Chief Counsel, North Carolina Utilities
Commission, P.0. Box 991, Raleigh, North Carolina 27602

For: The Using and Consuming Public

BY THE COMMISSION: The Federal Public Utility Regulatory Policles Act of
1978 (PURPA), Section 210, preseribes the responsibilities of the Federal Energy
Regulatory Commission (FERC) and the State regulatory authorities for
encouragement of the development of cogeneration and small power production,

Cogeneration facilities simultanecusly produce two forms of useful energy,
such as electrlc power and steam. Cogeneration facilities use significantly
less fuel to produce electricity and steam (or other forms of energy) than would
be needed to produce the two separately. Thus, by using fuels more efficlently,
cogeneration facilities ecan make a significant contribution to the effort to
conserve energy resources.

Small power production faecilities use blomass, waste, or renewable resources,
ineluding wind, solar, and water, to produce electrie power. Rellance on these
sources of energy can reduce the need to consume traditional fossil fuels o
generate electric power,

Section 210 of PURPA requires the FERC to preseribe such rules as 1%
determines neceasary to encourage cogeneration and small power production,
ineluding rules requiring electric utilities to purchase electric power from and
to sell electric power to cogeneration and small power production facilities.
Additionally, Section 210 of PURPA authorizes the FERC %to exempt qualifying
faeilities from certain federal and State law and regulation.

Under Section 201 of PURPA, cogeneration faellities and small power
production facllities which meet certain standards and which are not owned by
persons primarily engaged in the generatlon or sale of eleetric power can become
"qualifying facilities," and thus become eligible for the rates and exemptions
set forth under Section 210 of PURPA.

EBach electric utility 1s required under Section 210 to offer to purchase
available electric energy from cogeneration and small power production
facilities which obtain qualifying status under Section 207 of PURPA. For such
purchases, electric utilities are required to pay rates which are Jjust and
reagsonable to the ratepayers of the utility, in the public interest, and which
do not diseriminate against cogenerators or small power producers.

The FERC issued its rules with respect to Section 270 of PURPA in 1its
February 19, 1980, amendment of Subchapter K, Part 292, Subparts 4; C, D, and F
of Chapter I, Title 18, Code of Federal Regulations, effective March 20, 1980.
These FERC rules provide that electric utllities must purchase eleetric energy
and capacity made available by qualifying cogenerators and small power producers
at a rate refleecting the cost that the purchasing utility can avoid as a resuit
of obtaining energy and capacity from these scurces, rather than generating an
equivalent amount of energy 1tself or purchasing the energy or capacity from
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other suppliers. To enable potential cogenerators and small power producers to
be able to estimate these avoided costs, the rules require electric utilities to
furnish data concerning present and future costs of energy and capacity on their
systems.

The FERC rules further provide that electriec utilities must furnish electrice
energy to qualifying facilities on a nondiscriminatory basis, and at a rate that
is Jjust and reasonable and in the public interest. They must also provide
certain types of service which may be requested by qualifying faecilities to
supplement or back up those facilities” own generation. All qualifying
cogeneration facilities and certain qualifying small power production facilities
are exempted by the FERC from certain provisions of the Federal Power Act, from
all of the provisions of the Public Utility Holding Company Act of 1935 related
to electrie utilities, and from State law or regulation respecting electric
utility rates and the financlial and organizational regulation of electric
utilities.

The implementation of these rules 1s reserved to the State regulatory
authorities and nonregulated electric utilities. That implementation may be
accomplished by the issuance of regulations, on a case-by-case basis, or by any
other means reasonably designed to give effect to the FERC’s rules.

As a part of its responsibility in these matters, the North Carolina
Utilities Commission will determine the rates, charges, and conditions for the
sale of electric energy and electric capacity between electric utilities and
qualifying cogenerators or small power producers in North Carolina. In
addition, the Commission will determine the relative- responsibilities of
utilities and qualifying facilities with respect to system protection, service
reliability, interconnection of privately owned generation sources with the
utility grid, and other matters affecting such service.

Under Section 210 of PURPA and the corresponding FERC regulations, each
regulated utility is required to file projections of its incremental energy and
capacity costs and its capacity construction schedules with its state regulatory
authority for review and use in setting appropriate rates for purchase and sale
of electricity between electrie utilities and qualifying facilities. The first
filings of this data were required by November 1, 1980. The rates determined by
the Commission will be appropriate for the type of service involved and will
reflect the costs avoided by the utility as a result of purchasing generation
from the qualifying facility.

In determining avoided costs, the FERC regulations require that the following
factors are to be taken into account to the extent practicable:

1. The data filed with the Commission concerning incremental generation
costs;

2. The availability of capacity or energy- from a qualifying faeility
during the system daily and seasonal peak periods, including:

i. The ability of the utility to dispatch the qualifying facility;
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ii. The expected or demonstrated reliability of the qualifying
facility;

iii, The terms of any contract or other legally enforceable
obligation, including the duration of the obligation, termination
notice requirement, and sanetions for noncompliance;

iv. The extent to which scheduled outages of the qualifying facility
can be wusefully coordinated with scheduled outages of the
utility’s facilities;

v. The usefulness of energy and capacity supplied from a qualifying
facility during system emergencies, including its ability to
separate its load from its generation;

vi. The individual and aggregate value of energy and capacity from
qualifying facilities on the electric utility”s system; and

vii, The smaller capacity increments and the shorter lead times
available with additions of capacity from qualifying facilities;

3. The relationship of the availability of energy or capacity from the
qualifying facility as derived in subparagraph 2, to the ability of the electric
utility to avold costs, including the deferral of capacity additions and the
reduction of fossil fuel use; and

4. The costs or savings resulting from variations in line losses from those
that would have existed in the absence of purchases from a qualifying facility,
if the purchasing electric utility generated an equivalent amount of energy
itself or purchased an equivalent amount of electric energy or capacity.

Under PURPA, no electric utility is required to purchase electric energy or
capacity during any period during which, due to operational circumstances,
purchases from qualifying facilities will result in costs greater than those
which the utility would incur if it did not make such purchases, but instead
generated an equivalent amount of energy itself.

PURPA also requires that, upon a request of a qualifying facility, each
electric utility shall provide supplementary power, back-up power, maintenance
power, and interruptible power unless the Commission finds that compliance with
such a requirement will impair the electric utility’s ability to render adequate
service to its customers or place an undue burden on the electric utility.

Because of the complex matters which must be considered and the several types
and levels of determinations required with respect to appropriate rules and rate
schedules, the Commission concluded that it would be helpful to separate the
hearing process into a Phase I to set the issues and a Phase II to make final
determinations. Such a two-part proceeding was established by the Commission’s
Order of June 3, 1980, in this docket. Each regulated electric utility in the
State was made a party of record by the Order and, as such, was required to file
comments and suggestions on the matter and to publish the "Notice of Hearing"
attached to the Order to invite participation in this docket.
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Petitions for Intervention were received from the following parties:
ElectriCities of North Carolina, North Carolina Textile Manufacturers
Association, Ine., Kudzu Alliance, Howard F. Twiggs, Energy Law Institute of
the Franklin Pierce Law Center, 0lin Corporation, PPG Industries, Inc., The
Singer Company, Weyerhaeuser Company, and the Public Staff of the Commission.
The Commission granted all of the petitions for intervention.

In Phase I, for which a hearing was held as scheduled on July 22, 1980, in
the Commission Hearing Room, the Commission considered comments and suggestions
from electric utilities, the Public Staff, and the general public concerning the
types of data which should be filed by the utilities on November 1, 1980; the
types of rules, if any, which should be considered to implement Section 210 of
PURPA; and other issues which needed to be addressed by the Commission in Phase
II. Phase I was intended to allow statements of views by all parties concerning
what determinations must be made as well as the manner in which these
determinations should be made and the results applied.

Utilizing the results of the Phase I hearing, the Commission issued an Order
on August 20, 1980, requiring that Carolina Power & Light Company (CP&L), and
Virginia Electric and Power Company (Vepco) file responses to data listed in
three appendices of that  Order. Appendix A included the avoided cost
information required by FERC Rule 292.302(b) and other historical and projected
data. Responses to Appendix A were requested and received by November 1, 1980.
Appendix B included proposed rates, service standards, and proposed form
contracts. This information was requested and received by December 15, 1980.
Appendix C provided proposed Rule R8-50 for comments, which were requested and
received by November 1, 1980.

The Commission issued a subsequent Order on September 19, 1980, scheduling
the Phase II public hearing in this matter to begin at 9:30 a.m., on Tuesday,
January 6, 1981, in the Commission Hearing Room. Each regulated electric
utility and other previous parties to this proceeding were made parties of
record by this Order. Testimony of the parties to this proceeding was scheduled
to be filed on December 15, 1980. This Order also required the utilities to
publish a Notice of Phase II Public Hearing attached to the Order.

On October 20, 1980, CP&L made early filings and petitioned the Commission’s
acceptance of their responses to Appendix A, Items 3 and 9. The Item 3 filing
consisted of approximately 3,150 pages of hourly incremental fuel costs and logs
of generating operation, Item 9 included cost-of-delay studies made for the
July 1979 Load Growth Hearing under Docket No. E-100, Sub 35. A hearing was
scheduled as part of the weekly Commission Conference to consider CP&L”s
request. Based on the Public Staff’s requests, CP&L was requested to file
additional copies of the Item 3 information and to provide more current cost-of-
delay information for Item 9. The additional copies of Item 3 information were
filed on October 31, 1980, and the revised Item 9 information was filed on
November 7, 1980.

Responses on the Appendix A and Appendix C data requests were received from
CP&L, Duke Power Company (Duke), Nantahala Power and Light Company (Nantahala),
and Vepco in accordance with the November 1, 1980, filing schedule date.
Responses to the Appendix B data request and testimony for the Phase II hearing
were received from CP&L, Duke, Nantahala, and Vepco on December 15, 1980.
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Testimony was alsc recelved from ElectriCities and Weyerhaeuser Company on
December 15, The Public Staff filed a petition for late filing which was
granted by this Commission. The Public Staff filed testimony on December 17,
1980, The Kudzu Alliance filed a petition for late filing and filed rebuttal
testimony on December 23, 1980,

The Phase II hearing began as scheduled on January 6, 1981. Louis B. Meyer,
repregenting the ElectriCities of North Carolina, made a brief statement
concerning ElectriCities” unique position in this proceeding. The ElectriCities
are not regulated by this Commission and none are large encugh te be required to
develop the avolded cost data specified in the FERC Order 6£9. Given the
relatively small size of many of the EleetriCities” members, they could not
accept the energy supplied from a large cogenerator and would have to transmit
such power to their wholesale supplier. Such an arrangement would fall under
the jurisdiction of this Commission. Mr. Meyer requested the Commission’s
consideration of the special eircumstances concerning such an arrangement.
Having pregented his statement, Mr. Meyer was excused for the remainder of %the
hearing.

The general order of presentation was established as publie wiinesses,
utilities, Public Staff, and intervenors.

The Chapel Hill Antinuclear Group Effort (CHANGE), the Conservation Counecil
of North Carolina (CCNC), and the Environmental Law Project of the Unlversity of
North Carelina Law School (ELP) presented Daniel Read, who testified that
cogeneration would have fewer risks than nuclear generation and requested the
Commission to substantially increase cogeneration buy-back rates to encourage
industrial cogeneration.

CCNC also presented Dr. Lavon Page, who testified that rates should be set by
the price the utilitles would commit themselves to for providing power from new
capacity during a future time frame.

Solarbreeze Energy, Inc., presented Bill Williamson, who testified that, to
encourage residential small power production, buy-back rates should be on a time-
of -day basls while supplementary rates should be the same rate zs the customer
is currently paying, without additional meter and interconnection costs.

Howard Twiggs, representing himself, testified that he 1is co-owner of a dam
site and requires 5.6 cents/Kwh, including energy and capacity credits, to make
his projeet feasible. Mr. Twiggs also testified that the encouragement of
small power production by reasonable rates would provide advantages in low
levels of pollution, less environmental damage, reduction in oll dependency, and
inereases in employment. In addition, Mr. Twiggs testified that long-term .
contracts would be beneficial to low head hydro developers.

Representative John Jordan, a member of the North Carolina General Assembly
and a dam owner and developer, testified, representing himself, that Senate Bill
1035 was ratified by the North Carolina General Assembly to authorize and
encourage this Commission to grant long-term rate averaging %o encourage small-
scale hydre production. Representative Jordan also bestified that the Senate
subcommittee which developed this bill recommended a rate of 5.5 cents/Kwh to
make small-scale hydro projects viable.
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CP&L offered the testimony of Bobby L. Montague, Manager of System Planning
and Coordination, and Norris L. Edge, Vice President of Rates and Service
Practices. Mr. Montague testified concerning the calculation of CP&L’s energy
credits and proposed Power Purchase Agreement, which includes an Application,
the rate schedule, and Terms and Conditions. The Terms and Conditions include
interconnection charges and service standards. Mr. Montague also testified
concerning suggested changes to proposed Rule R8-50 and the establishment of an
independent party for assisting developers in interpreting and applying PURPA
standards. Mr. Edge testified concerning the development of CP&L°s Rate
Schedule CSP-1 and the derivation of the capacity credit and customer charge.
Mr. Edge also testified that it was not appropriate for other than "new"
capacity, as described in FERC Rule 292.30U4(b)(1), to receive capacity credits,
unless that financial need was demonstrated to be required for that capacity to
remain in operation.

Duke presented the testimony of Donald H. Denton, Jr., Vice President of
Marketing, and Donald H. Sterrett, Manager of System Planning. Mr. Denton
testified concerning the applicability of Duke’s IP Rate, for Industrial Service
Parallel Operation; PP Rate, for Power Production - Cogeneration; and PG Rate,
for Parallel Generation. Mr. Denton also testified concerning development of
Duke’s Load Management Program. Mr. Sterrett testified concerning the
derivation of Duke’s energy and capacity credits, service standards, and
standard contract form.

Vepco presented the testimony of H. M. Wilson, Jr., Manager of Rates;
Dr. James N. Kimball, Supervisor of Cost Allocations; and James T. Emery,
Supervisor of Circuit Calculations. Mr. Wilson presented Vepco’s Rate Schedule
10, for Cogeneration and Small Power Producer Service; Rate Schedule 12, for
Power Purchase from and Sales to Cogenerators and Small Power Producers ("new"
capacity under 100 Kw); and Rider I, for Purchase of Excess Electricity from and
Sales to Residential or Small General Service Customer. Mr. Wilson testified as
to the applicability of these rates, discussed interconnections costs, proposed
a time-of-usage fuel allocation factor, and recognized the difference between
"old" and "new" capacity as described in FERC Rule 292.304(b). Dr. Kimball
presented the costing methodology used by Vepco in developing their proposed
rates. Mr. Emery discussed protective equipment and standards of operating
safety concerning interconnections with qualifying facilities.

Nantahala presented the testimony of N. Edward Tucker, Director of Rates,
Research, and Corporate Planning, who testified that Nantahala is in a unique
position of having all hydro generation and contracts with TVA for all
additional power requirements. Mr. Tucker also testified that, although
Nantahala was included in this Commission’s Orders, PURPA Section 210 does not
currently require its compliance with the FERC rules regarding implementation of
avoided cost rates due to Nantahala’s total sales being lower than the limit of
applicability.

Weyerhaeuser offered the testimony of Richard E. Tyler, Electric Power
Manager, who testified that specific rates should not be mandated but should be
negotiated between the utility and the cogenerator.

Singer Furniture Company presented William A. Kozart, Jr., Director of
Facilities Engineering, who testified that Singer proposes to use wood waste to
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produce steam, which would drive an induction generator, to be used to offset
their own load.

Kemp Furniture Company presented the testimony of John W. Thompson and
William Kemp, Executive Vice President. Mr. Thompson testified concerning
Kemp’s plans to install a wood waste cogeneration facility which required
6.5 cents/Kwh to be feasible. Mr. Thompson also testified concerning the
aspects of wheeling power from one plant to another plant across the utility’s
grid. Mr., Kemp testified that CP&L°s capacity credits should be based on the
cost of future units.

Kudzu Alliance presented Wells Eddleman, who testified concerning a proposed
method of calculating and implementing avoided cost rates. Mr. Eddleman also
supported the use of long-term contracts.

The Public Staff offered the testimony of Dr. Robert Weiss, Staff Economist,
who presented proposed rates for CP&L, Duke, and Vepco, and testified concerning
the methodology used for the rate calculations.

At the conclusion of testimony presentation on January 8, 1981, the Chairman
requested the utilities to develop levelized avoided cost data for the next
three consecutive five-year periods, through 1995; for the next 10 years (1981-
1990); and for the next 15 years (1981-1995). A continuation of the hearing was
scheduled for Monday, January 26, 1981, at 10:30 a.m. in the Commission Hearing
Room to present the requested data.

During the hearings on January 6, 7, and 8, 1981, the discussions of the
various differentials between the costs which could be avoided and the rates now
being charged were not clear as to whether the filed rates reflected
appropriately the costs that the ratepayers would be avoiding with respect to
the transmission and transformation losses if a cogenerator or small power
producer introduced power directly to the distribution system. Therefore, the
Commission issued an Order on January 9, 1981, requiring each utility to file an
amount to reflect avoided line and transformation losses which would reflect the
interconnection of a cogeneration or small power production facility at the
distribution level and also at the transmission level.

The hearing was continued as scheduled on January 26, 1981, at which time the
utilities presented witnesses to explain their long-term levelized avoided cost
data and line loss calculations. CP&L presented Norris L. Edge, Duke presented
Donald L. Sterrett, Vepco presented Harold M. Wilson, and Nantahala filed a
Statement of Noncompliance.

The Commission heard one additional witness during this continuance, Terrence
L. O’Rourke, Executive Vice President of Consolidated Hydroelectric Corporation
and former counsel to FERC involved with the development of PURPA. Mr. O’Rourke
testified as to his interpretation of the intent of PURPA. Mr. 0 Rourke also
testified that long-term contracts were permissible under PURPA, according to
his understanding of PURPA’s intent.

On February 18, 1981, the Public Staff moved that the affidavit of John
Warren concerning small hydroelectric development be admitted into evidence and
said motion was granted without objection.



75
GENERAL ORDERS - ELECTRICITY

Oral arguments in this docket were presented on February 18, 1981.
Participating were attorneys for the four utilities, the Public Staff, and
several industrial intervenors.

Based upon the foregoing, the testimony and exhibits offered at the hearings,

and the Commission’s file and record in this matter, the Commission now makes
the following

FINDINGS OF FACT

1. CP&L, Duke, and Vepco are subject to the provisions of PURPA, Section 210
requiring that rates for the purchase of electric power from qualified
cogenerators and small power producers be put into effect. Nantahala Power and
Light Company is not subject to the provisions of PURPA, Section 210 at this
time, but Nantahala is subject to G.S. 62-156.

2. When cost-effective, electricity from cogeneration and small power
production facilities can be desirable additions to our electricity supply
system, lessening the need for the use of fossil fuels and the construction of
large central station generating plants.

3. This Commission is required to implement Subpart C of the rule concerning
cogeneration and small power-production issued by the Federal Energy Regulatory
Commission. "Such implementation may consist of the issuance of regulations, an
undertaking to resolve disputes between qualifying facilities and electric
utilities arising under Subpart C, or any other action reasonably designed to
implement such subpart (other than paragraph 292-302 thereof)."

4. A great variety of power producing methodologies and equipment can fall
under the rubric of "qualifying facility."

5. It is appropriate for the rates set by this Commission for purchase of
power by electric utilities from qualifying facilities to be designed to reflect
the utility’s avoided costs, including both short-run costs and long-run costs.
These rates should reflect variations in cost by time-of-day. The short-run
avoided energy costs may be estimated with sufficient accuracy by a production
costing model such as PROMOD. To this it is proper to add an allowance for
variable 0 & M costs, working capital, and transmission losses. Capacity
credits are an appropriate part of the rates for purchase of electric power from
qualifying facilities.

6. The average industrial revenues per kilowatt-hour for CP&L, Duke, and
Vepco in 1980 were as follows: CP&L - 3.03 cents/Kwh, Duke - 2.67 cents/Kwh,
and Vepco - 4.37 cents/Kwh.

7. Fixed, long-term levelized rates are appropriate complementary
alternatives to annual purchase rates which change over time.

8. The energy credit which is appropriate for purchase of electricity from
qualifying facilities in a peak or an off-peak time period is the average of the
expected hourly incremental costs of the power generation or purchase which the
utility can avoid during that time period by purchasing from the qualifying
facility. The appropriate payment for such purchase should depend on the
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amounts of qualifying facility production during the on-peak periods and the off-
pgak periods of the purchasing utility. Purchase rates should paraliel the
utility“s avoided costs in each of those periods.

9. The on-~peak and off-peak periods shown in Appendix A are appropriate for
use in this proceeding. The following are the peak hours by day and year for
CP&L, Duke, and Vepco., Nantahala rates do not differentiate between peak and
off-peak times.

Annual Peak Hours

Peak Hours During During

Per Day Peak Off-Peak
Monday~Friday Months Months Total
CP&L 12 1046 2074 3120
Duke 16 2766 1394 4160
Vepco 14 1230 2410 3640

10. The planning and construction time for new nuelear and coal planis range
from 12 to 14 years for nuclear and 8 to 10 years for cocal. The major utilities

in North Carolina are primarily planning and/er constructing nuclear
facilities,

11. The use of the cost of a peaking unit as the basis for determining a
capacity credit is reasonable for annual contracts and the shorter long-term
contracts, but a base unit cost is appropriate for determining the capaeity
eredit for long-term contracts of 11 years or longer.

12. It is appropriate for annual purchase rates to include provisions for
adjusting avoided costs over time. Adjustments are not appropriate during the
life of flxed-term contracts which are designed on the basis of projections of
avoided costs which take into account future inflation, It is approprlate for
annual purchase rates to be adjusted currently each time a fuel cost adjustment
factor 1s applied o retail rates and each two years as new avolded cost data is
fixed.

13.  In general, the utilities” filed contract dociments are reasonable,
including the terms of the contracta, payment plans for interconnection
facilities charges and customer charges.” It is approprizte that the seller
(qualifying faeility) bear the reasonable and ordinary costs required to
interconnect such facility to the utility’s system. It will be necessary for
the utilitles to refile individual contracts consistent with the lengths and
types of contracts required herein.

14, It is appropriate for utilities to negotiate Individual contracts with
cogenerators and small power producers without obtaining prior Commission
approval. Such negotiated contracts must be consistent with the provisions
found appropriate by the Commission in the standard rates which are set herein.
All contracts, negotlated or otherwise, are subject to Commission action upon
complaint by any party.
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15. The waiver of payment of capacity credits for facilities whose
construction began before November 9, 1978, is appropriate unless the operator
of such facility demonstrates the financial need for the payment of capacity
credits to continue the operation of such facility and to continue the benefits
from such facility over the foreseeable future. 1In addi