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LETTER OF TRANSMITTAL

December 31, 1985
The Governor of North Carolina
Raleigh, North Carolina
Sir:

Pursuant to the provisions of Section 62-17(b) of the General Statutes of
North Carolina, providing for the annual publication of the final decisions of
the Utilities Commission on and after January 1, 1985, we hereby present for
your consideration the report of the Commission's decisions for the 12-month
period beginning January 1, 1985, and ending December 31, 1985.

The additional report provided under G.S. 62-17(a), comprising the
statistical and analytical report of the Commission, is printed separately from
this volume and will be transmitted immediately upon completion of printing.

Respectfully submitted,

NORTH CAROLINA UTILITIES COMMISSION
Robert 0. Wells, Chairman

Dr. Robert K. Koger, Commissioner
Sarah Lindsay Tate, Commissioner
Edward B. Hipp, Commissioner

A. Hartwell Campbell, Commissioner

Ruth E. Cook, Commissioner

Julius A. Wright, Commissioner

Sandra J. Webster, Chief Clerk
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GENERAL ORDERS - GEMNERAL

by

DOCKET NO. M-100, 5UB 105
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of .
Proposed Rule Revision - Request to Amend the Commission's ) ORDER AMENDING
Rules and Regulations to Permit Single Source Leasing ) RULE R2-2(g)

BY THE COMMISSION: The Commission has received letters from J. P. Stevens
& Co., Inc.; Commercial Equipment Company, Inc.; PPG Industries, Inc; Gold Bond
Building Products; Westinghouse Electric Corporation; Simmons, U.S.A.; Cone
Mills Corporation; Blue Bell Services; The Stroh Brewery Company; Carolina
By-Products Company, Inc.; and Lowes' Companies, Inc., wherein it is sought
that the Commission amend its Rules and Regulations so as to allow single
source leasing; i.e., the lease of equipment and driver from the same source to
a private carrier.

Having considered these letters, the Commission concluded that it should
initiate a rulemaking investigation to consider whether or not to modify its
Rules and regulations so as to permit private carriers operating within Nerth
Carolina to lease their.equipment and drivers from a single source. In its
Order entered on March 22, 1985, the Commission initiated this proceeding and
requested that parties desiring to file comments and proposed rules do so hy
May 1, 1985. The Order of March 22, 1985, was served on all certificated
common and contract carriers, as well as other interested parties.

In addition to those letters previously filed in this docket, comments
have been received from the Private Carrier Conference, Inc., of the American
Trucking Associations, Inc.; the National-American Trucking Associations, Inc,;
the National-American Wholesale Grocers' Association; Champion Home Builders
Co.; and Tultex Corporation in support of the adeption by the Commission of a
rule permitting single source leasing. Wicker Serb{ce, Inc., a certifiéated
common carrier, has filed a Jetter advising of its opposition to the Commission
allowing single source leasing.

Conmission Rule R2-2(g}, which is presently in effect, prohibits single
source leasing and reads as follows:

"The lease of equipment with driver for use in private transportation
of property is prohibited,"

The Interstate Commerce Commission in allowing single source leasing,
announced a list of minimum requirements which, if included in the lease
arrangement, would create a presumption that the transportation being performed
is private carriage controlled by the shipper. Those minimum requirements are
as follows:

(1) the 1leased equipment must be exclusively committed to the
lessee's use for the term of the lease; (2) the lessee must have
exclusive dominion and control over the transportation service during
the term of the Jease; (3) the lessee must maintain liability
insurance for any injury caused in the course of performing the
transportation service; (4) the lessee must be responsible for
compiiance with safety regulations; (5) the lessee must bear the risk
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of damage to cargo; and (6) the term of the lease must be for a
minimum period of 30 days.

The comments filed in support of the change in the Commission's Rules and
Regulations to allow single source leasing reflect that the Interstate Commerce
Commission in Ex Parte No. MC-122 (Sub No. 2) permitted single source leasing
on an interstate basis which estabiished parity and resulted in equitable
treatment for both private and regulated motor carriers as both may now Tease
trucks and drivers from a single source. The comments further reflect that
single source Teasing would benefit domestic private carriage in North Carolina
and particularly those that operate their proprietary fleets on a dual
intrastate and interstate basis and that in the past, private carriers in North
Carolina have had to forego interstate single source leasing on many occasions
because of the concomitant need to use such trucks and drivers on an intrastate
basis in North Carolina. The comments in support of single source leasing also
favor the adoption by this Commission, in the event it permits same, the
establishment of the six (6) criteria stated above so that there will be
complete compatibility on an interstate and intrastate level.

In opposition to the proposal, it is alleged that by permitting single
source leasing, -existing common carriers, especially the smaller ones, will
experience economic hardship by the diversion of traffic and revenues.
Further, that shippers desiring to operate private carriage are currently
afforded multiple alternatives and do not require the proposed single source
lTease arrangement.

Upon consideration of all of the comments and the entire record in this
matter, the Commission, acting under the power and authority delegated to it
for the promulgation of rules and regulations pursuant to G.S. 62-31, concludes
that Rule R2-2(g) should be amended as set forth in Exhibit A attached hereto
to permit single source leasing within Nerth Carolina so as to eliminate the
operational difficulty encountered by private fleets operating on a dual basis
and to create uniformity at the State and Federal level.

IT IS, THEREFORE, ORDERED as follows:

1. That Rule R2-2(g) of the Commission's Rules and Regulations is hereby
amended as set forth in Exhibit A attached hereto to become effective the date
of this Order. 1

2. That a copy of this Order be served on all parties of record in this
matter and shall be published in the next issue of the Commission's Calendar of
Hearings.

ISSUED BY ORDER OF THE COMMISSION.
This the 14th day of May, 1985.
NORTH CAROLINA UTILITIES COMMISSION
(SEAL) Sandra J. Webster, Chief Clerk

EXHIBIT A

Rule R2-2{(g) The lease of equipment with driver for use in private
transpertation of property is prohibited unless the private carrier leases
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vehicle(s) from a single source on an intrastate basis and the lease contains
the fellowing requirements:

(1) the Teased equipment must be exclusively committed te the
lessee's use for the term of the Jease; (2) the lessee must have
exclusive dominion and control over the transportation service during
the term of the lease; (3) the lessee must maintain Tiability
insurance for any injury caused in the course of performing the
transportation service:; (4) the lessee must be responsible for
compliance with safety regulations; (5) the lessee must bear the risk
of damage to cargo; and {6) the term of the lease must be for a
minimum period of 30 days.

DOCKET NC. M-100, SUB 106
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of
Request to Determine Whether Ethanol Is Included ) CGRDER AMENDING
in Group 3, Petroleum and Petroleum Products, ) RULE R2-37, GROUP 3,
Rule R2-37 ) TQ INCLUDE ETHANOL

BY THE COMMISSION: On July 17, 1985, the Commission received a letter
from Mr. Ralph McDonald, Bailey, Dixon, Wooten, McDonald, Fountain & Walker,
Attorneys at Law, Raleigh, North Carolina, on behalf of a client which holds a
certificate authorizing motor carrier transportation of petroleum and petroleum
products between certain points in the State of North Carolina, seeking an
opinion as to whether ethanol is included in the definition of petroleum and
petroleum products as set forth in Group 3 of Rule R2-37 of the Commission's
Rules and Regulations.

By Order entered on August 2, 1985, the Commission initiated a rulemaking
investigation to consider the amendment of Rule R2-37, Group 3, as to whether
or not to include ethanol in the description of petroleum and petroleum
products,

The Order of August 2, 1985, was served wpon all carriers who have
appropriate authority from the Commission to transport petroleum .and/or
petroleum products, as well as commadities in bulk, in tank vehicles.

The Order further provided that parties desiring to file comments or
become formal parties of record should do so on or before September 9, 1985,
and that if no substantial protests or petitions to intervene are filed with
the Commission on or before September 9, 1985, requesting a hearing, the
hearing scheduled on September 19, 1985, will be cancelled and the matter
decided on the records on file with the Commission.

No party has requested a hearing in this docket; and, therefore, the
Commission is of the opinion that the hearing scheduled on September 19, 1985,
should be cancelled and the matter decided on the record.
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Comments 1in support of including ethanol in Group 3, Rule R2-37, were
timely filed with the Commission by the North Carolina Trucking Asseciation,
Inc., Raleigh, North Carolina, on behalf of carriers participating in its
Petroleum Tariff 5-U, N.C.U.C. No. 149; Reliable Tank Line, Winston-S5alem,
North Carolina; U Fill'er Up, Greensboro, North Carolina; and Chemica! Fuels
Corporation, Chamblee, Georgia. Also, Comments and Petition to Intervene was
filed by counsel on behalf of Transport South, Inc., Atlanta, Georgia, the
party which initiated the inquiry in this docket.

Based upon the foresaid comments and the entire record in this docket, the
Comnission makes the following:

FINDINGS OF FACT

1. Ethanol is a blend of 95% grain alcohol and 5% unleaded gasoline by
volume,

2. After grain alcohol and unleaded gasoline are blended to make
ethanol, the product can no Tonger be ingested and is useful only as an octane
enhancer. Ethanol is blended with gasoline to make gasohol.

3.  Gasohol was included in the definition of petroleum products under
Rule R2-37, Group 3, in May 1981, pursuant to Docket No. M-100, Sub 87. Like
gasohol, ethanol 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 "gaseline, natural or blended" as well as "gasohol."

5. There is a demonstrated need to amend Rule R2-37, Group 3, to include
ethanol, so as to allow all certificated carriers of petreleum and petroleum
products to transport ethanol within their operating territories, thereby
allowing more efficient, energy saving and cost effective transportation.

CONCLUSIONS
1. Commission Rule R2-37, Group 3, should be amended to include ethanol.

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 ethano]l between all points within their present operating
territories.

IT IS, THEREFORE, ORDERED as follows:

1. That the hearing scheduled in this docket on September 19, 1985, is
hereby cancelled.

2. That Commission Rule R2-37, Group 3, be amended by inserting the word
“"Ethanol" immediately after the term "Drain 0i1 Drip 0i1" and before the term
"Ethyl Benzene."

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

ISSUED BY ORDER OF THE COMMISSION.
This the 16th day of September 1985.
NORTH CAROLINA UTILITIES COMMISSION
(SEAL) Sandra J. Webster, Chief Clerk
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DOCKET NO. E-100, SUB 36
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of
Consideration of Electric Rates Design )
and Regulatory Standards Pursuant to the ) ORDER AMENDING REPORTING
Public Utility Regulatory Policies Act ) REQUIREMENTS
(PURPA) )

BY THE COMMISSION: By Order issued February 4, 1981, in the above-
captioned matter, the Commission required in ordering paragraph 5 that each
electric utility subject te said Order “file, as a part of its annual load
forecast, a statement concerning the status of dits efforts in obtaining
interruptible customers. This statement shall contain the number of customers
contacted relative to 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."

The Commission is now of the opinion that portions of the required report
are no longer needed, and that the only informatien still required is that
which will enable the Commission to continue its annual reports to the U.S.
Department of Energy pursuant to PURPA.

IT 1S, THEREFORE, ORDERED as. follows:

1. That ordering paragraph 5 of the Commissfon Order of February 4, 1981,
in the above-captioned matter 1is hereby amended to require each electric
utility subject to said Order to file, as a part of its annual load forecast
report under NCUC Rule R8-43, a statement containing the number of
nonresidential customers eligible for interruptible rates, the number of
nonresidential customers served on interruptible rates, and the total
nonresidential interruptible load in megawatts.

ISSUED BY ORDER OF THE COMMISSION.
This the 27th day of February 1985.
NORTH CAROLIMA UTILITIES COMMISSION
(SEAL) Sandra J. Webster, Chief Clerk

DOCKET NO. E-100, SuB 37
BEFORE THE MORTH CAROLINA UTILITIES COMMISSION
In the Matter of
Establishment of a North Carolina ) ORDER EXTENDING THE LIFE OF THE NORTH
Alternative Energy Corporation ) CAROLINA ALTERNATIVE ENERGY CORPORATION

HEARD IN: Commission Hearing Room 217, Dobbs Building, 430 North Salisbury
Street, Raleigh, North Carolina, November 9, 1984, at 9:30 a.m.
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BEFORE: Chairman Robert K. Koger, Presiding; and Commissioners Edward B.
Hipp, Sarah Lindsay Tate, A. Hartwell Campbell, Ruth E. Cook,
Charles E. Branford, and Hugh A. Crigler, Jr.

APPEARANCES:  Senator McNeill Smith, Franklin D. Hart, Jon M. Veigel, Marvin
Marshall, Donald H. Denton, Jr., John 5. Monroe, Jr., James M.
Hubbard, James T. Earwood, Jr., Jack Elam, D. Gray Faulkner,
Joyce Anderson, Jane Sharp, Dennis Nightingale, Tom L. Phelps,
and Carson D. Culbreth

BY THE COMMISSION: This matter results from earlier actions taken by the
North Carolina Utilities Commission in support of the expressed need of North
Carolina's major electric utility organizations for assistance in determining
appropriate long-term energy system alternatives. Those actions resulted in
the establishment of the North Carclina Alternative Energy Corporation (AEC), a
nonprofit corporation.

Because the AEC is an organization formed for the intended purpose of
serving to the benefit of the electricity ratepayers of North Carolina, the
North Carolina Utilities Commission performs an oversight role to ensure that
no fundamental changes in the Corporation are made without the approval of the
members of the Utilities Commission as representatives of the general pubiic
interest. Thus, the seven Commissioners serve as the members of the AEC's
nonprofit corporatien. The Commissioners' rights and responsibilities as
members of the Corporation include approval of (a) changes proposed by the AEC
Board of Directors to the Articles of Incorporation, (b) any proposed plan of
merger or consalidation, (c) any disposition of all or substantially all of the
AEC's property and assets (not including funding of the AEC's normal program
activities), (d) dissolution of the AEC, and (e) extension of the life of the
Corporation.

In exercising its oversight function, the Commission requires the AEC
Board of Directors to (1) appear before the Commission annually for a review of
the AEC's activities and progress, (2) have an independent audit annually
performed by a certified public accounting firm, and (3) prepare an annual
report of AEC activities and programs.  These actions have been regularly
performed by the Commission in order to ensure that ratepayer funds are
expended by the AEC only for proper corporate purposes.

The need for additional research and development efforts to concentrate on
finding and implementing specific cost-effective alternative energy
technologies and strategies appropriate for North Carolina's environment was
first fdentified in a Duke Power Company rate case in 1979, Docket No. E-7,
Sub 262. That docket identified that (1) more efforts were needed to find
alternatives suitable for North Carolina's requirements and (2) economies of
scale and synergism could be gained if a "consortium effort" of the major
electric suppliers was started in this area. ODuke's test year expenses were
increased by $1,000,000 to cover the cost of increased efforts to find
appropriate alternatives to the ways in which the Company and its customers
presently produce and use electricity.

Cn January 3, 1980, the Commission held a formal hearing to explore the
effective ways that MNorth Caralina's electric suppliers could assist their
ratepayers in both limiting future electricity cost escalation and assuring
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adequate supplies of reliable electricity. The response of the public, the
regulated electric suppliers, and the unregulated electric suppliers to the
idea of joint utility/public participation in the development of their future
was a positive one.

Witnesses at the hearing on January 3, 1980, ‘included the Honorable James
B. Hunt, Jr., Governor of the State of North Carolina; Dr. James Bresee,
Director of the North Carelina Energy Institute; Dr. Henry B. Smith, Dean of
Research at North Carolina State University; Dr. Douglas Worf of the North
Carolina Consumers Council; Warren Rock, Energy Coordinator for the North
Carolina Department of Agriculture; Frank Benford of the Sierra Club; Dr. Jacky
Smith of Warren Wilson College; Robert Boone of the Mountain Convergence
Coalition; Paul Gallimore of the Long Branch Environmental Center; Robert Eides
of SUNREP--The Southern Unit Network for Renewable Energy Resources and
Projects; Kitty Boniske of the Mountain Convergency; Roger Weisman of CHANGE;
Thomas Gunter and Gary Gumz of North Carolina Coalition for Renewable Energy
Resources; Dr. Ben Gravely of the North Carcolina Solar Energy Association;
Joyce Anderson of the League of Women Voters; Geoffrey Wycoff of the People's
Alliance; Jesse Riley of the Carelina Environmental Study Group; Dr. Lavon Page
of the Conservation Council of North Carolina; Dr. George Reeves, President of
Energy Control Company; Jerome Kohl, a CP&L customer; William L. Gettys, a
lecturer in physics; Dr. L. A. Winetrap of Ouke ‘Faculty Committee for
Alterpatives to Nuclear Power; Wells Eddleman of "Kudzu Alljance; Donald H.
Denton, Vice President--Marketing, Duke Power Company; Dr. Thomas 5. Elleman,
Vice President~-Nuclear Safety and Research, Carolina Power & Light Company;
R. D. Mclver, Vice President--North Carolina Operations, Virginia Electric and
Power Company; Jack Aulis, Manager of Member Relations, ElectriCities of North
Carolina; and James M. Hubbard, Executive Vice President, North Carolina
Electric Membership Corporation.

These witnesses supported s1ight variations of the same general theme--the
need for an increased and coordinated effort to actively identify, plan, and
control North Carelina's future energy opportunities. The evidence indicated
that an independent organization with broad public and utility support could
increase the attention and effort fn identifying and promoting the development
and commercialization of cost-effective alternate energy systems, help prevent
duplicative efforts, work on a scale larger than that appropriate for
individual electric suppliers or consumers, and establish a continuing dialogue
between electric suppliers and consumers to the mutual benefit of each.

As a result of the findings and conclusions made by the Commission after
the January 3, 1980, hearing, the Commission entered an Order on April 11,
1980, in this docket authorizing the establishment and funding of a North
Carolina Alternative Energy Corporation. That Order was not a necessary
requirement for the establishment of the AEC, but it was useful in assuring
both regulated utility participants and unregulated participants that the
Commission would support their efforts in joint participation and funding of
the AEC, thus speeding up the initial formation and operation of the AEC.

Representatives of the Commission, the Public Staff, and the Energy
Division of the North Carolina Department of Commerce, after consulting with
representatives of each of the prospective electric utility members, jointiy
incorporated the AEC on April 18, '1980. It was promptly joined by the
supporting electric suppliers The AEC Board of Directors, which has full
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power over its expenditures and actions, first met during the summer of 1980
after 1its public members and utility members had been appointed. The
Corporation was initially established with a Tife extending to December 31,
1985.

The AEC has been fortunate during its 1ife to have the services of the
following distinguished board members:

Public Members

Dr. Winser E. Alexander of Greensboro, 1980-1982
Joyce Anderson of Raleigh, 1980-1985

Charles T. Byrd, CPA of Greensboro, 1982-1985
Walter Daniels, Esq. of Durham, 1982-1984
Jack Elam, Esq. of Greensboro, 1982-1984

D. Gray Faulkner of Henderson, 1980-1985

Dr. Ben Gravely of Raleigh, 1980-1982

Dr. Franklin D. Hart of Raleigh, 1981-1985

Dr. Richard I. Levin of Chapel Hi11, 1985
Charles A. MclLendon of Greensboro, 1980-1982
Senator McNeill Smith of Greensboro, 1980-1985
Dr. Jimmie Jack Wortman of Raleigh, 1980-1981

Utility Members

Donald H. Denton, Jr., Duke, 1980-1982

James Earwood, Vepco/North Carolina Power, 1984-1985
br. Thomas Elleman, CP&L, 1980-1985

Tom Hatley, Jr., Duke, 1982-1984

Andrew W. Kistler, ElectriCities, 1983-1985
William M. Jontz, Nantahala, 1980-1981

Marvin 0. Marshall, NCEMC, 1981-1985 v
R. D. McIver, Vepco, 1980-1984

H. Neal Stirewalt, Duke, 1984-1985

N. E. Tucker, Nantahala, 1981-1985

Frederick E. Turnage, ElectriCities, 1980-1983
Cecil E. Viverette, NCEMC, 1980-1981

During the AEC's 1life, it has kept its members, the public, and the
Commission fully informed as to its activities. Its board meetings are open to
the public and are held in various parts of the State to make them more widely
accessible. It provides both quarterly and annual reports on project
actijvities as well as regular updates to the Commission; programs of various
lengths for professional, trade and civic organizations; and . seminars,
television programs, technical bulletins and other means of informing the
public of the AEC's progress and of identified opportunities for alternative
energy system use. Most importantly, the AEC has achieved consumer/utility
Joint participation in the identification, development, performance, and review
of its project activities. Approximately 200 individuals throughout the State
serve and actively participate on the AEC's project and program advisory
committees. Most of the AEC projects have been carried out in partnership by
participation of industries, consumer or other citizen associations, local or
State government units, and/or the utilities serving MNorth Carolina. This
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cooperative consumer/utility interaction is serving as a foundation for the
AEC's planned future activities.

Members of the AEC Board of Directors represent Board interests on each of
the five Program Committees organized by the following energy end-use sectors:
Residential/Commercial, Industry, Agriculture, Utility, and State and Local
Government/Community. Each Program Committee is also composed of both public
and utility members with varied backgrounds especially selected to enhance the
team effort. No projects are considered for funding by the Board until
reviewed and approved by the relevant Program Committee. The AEC Board
formally approved five-year plans for each program area at its July 12, 1984,
meeting.

The AEC has carefully selected a small permanent staff with education and
experience in engineering, technical sciences, and social science, all of whom
have extensive experience in the energy field. AEC programs are managed by
this core staff; projects under their program responsibilities are managed or
performed either (1) in-house with contract staff hired for specific terms for
specific projects or (2) out-of-house with consultant or university personnel,
as appropriate for the scope, duration, and technologies employed.

On August 9, 1984, this Commission received a resolution adopted by the
Board of Directors of the North Carolina Alternative Energy Corporation on
July 12, 1984, requesting that the 1ife of the Alternative Energy Corporation
be extended beyond December 31, 1985. On September 11, 1984, the Commission
ordered a conferepce to be held on November 9, 1984, for the purpose of
considering the above-referenced resolution.

The conference came on for hearing as scheduled. Representative George W.
Miller, Jdr., a member of the Utility Review Committee of the North Carolina
General Assembly, attended the conference. Statements presented at the
conference are summarized below.

Dr. Franklin D. Hart

Dr. Hart, Chairman of the AEC Board since 1981, made ar introductory
statement concerning the areas to be covered at the conference. He indicated
that a brief perspective of the AEC from the viewpoint of individual board
members, utilities, and the public would be given. Dr. Hart further stated
that the Commission would be given a brief review of results that have been
attained by the AEC and that some of the AEC's current and future project
opportunities would also be discussed.

As background information, Dr. Hart observed that the AEC was established
to provide a mechanism that would ensure that North Carolina citizens have the
electricity they need in this State at a reasonable and fair price. The AEC
Board is composed of public members appointed by the Governor and members
representing the involved utilities. An effort is being made to catalyze the
earliest possible wuse of Toad management, conservation, and renewable
resources. Additionally, the AEC Board is focusing on projects that will
stimulate citizens, businesses, and industries across the State to invest their
resources in implementing alternative energy systems.
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The Board is so structured that it can identify the most pressing needs
that can be met by a cost-effective alternative energy system. No project is
considered by the Board without first having survived intense scrutiny by at
least one of five Program Committees. These committees are composed of AEC
Board members, utility company staff, and other experts from the private and
public sector.

In the summer‘of 1984 the Board commissioned an external management audit
of the AEC management and operations. The audit found the AEC to be operated
in an exemplary manner and the auditors had no major changes to recommend.

Senator McNeill Smith

Senator Smith presented a historical perspective of the concerns invelving
energy matters as expressed by legislators and other obsarvers statewide dating
back to 1975. He observed that during this period conservation of energy
became a primary State policy. The General Assembly passed a bill authorizing
the North Carolina Utilities Commission to make an investigation and make
determinations and, where necessary, impose load management requirements. The
purpose of the bill was to eliminate waste and to énsure that the State had a
system that would produce enough electricity to serve the economic needs at a
cost that people could afford.

Senator Smith described the implementation of AEC as a better way to
promote coordination and cooperation among utility companies, electricity
distributors, and educational and volunteer groups interested in conservation
of energy and development of alternative sources to moderate the demand for
electricity and eliminate peaks which necessitate the over-building of
generating plants. He stated that the AEC Board has tried to find projects
that would be practical for North Carolina and would offer some payout and to
demonstrate, through fairs and through Tocal demonstrations where projects have
been installed, that farms, plants, commercial buildings, and residential
buildings all have within themselves alternative sources of energy and that
users of these buildings can practice energy conservation.

Senator Smith emphasized that the AEC is unique and stated that through the AEC
the State is making the most efficient use of its resources. He favors keeping
in effect the Alternative Energy Corporation.

Dr. Jon M. Veigel, President of the Alternative Energy Corporation

Dr. Veigel stated that the fundamental objective of the AEC is to help
improve economic and technical efficiency of the current and future electric
energy system so as to benefit both the ratepayers and their utilities.
Between 45 percent and 50 percent of the current work of the AEC involves load
management.

One of the first examples of work that the AEC has done under the utility
analysis category is the service to the EMCs of the State by helping them to
assess their needs and appropriate technologies to provide load management and
to help them structure cooperative negotiations that lead to agreement with
their supplying utilities. As a result of this effort, the EMCs are in the
process of installing in their service territories nearly 150,000 switches
controlling air conditioners and water heaters, at an installed peak kilowatt

11
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price of $147 per peak kW. This investment of less than $30 million should
result in an annua! savings of $11 million, certainly a very productive
investment to make.

Under the technology assessment on the utilities' side of the meter, the
AEC is actively involved in a joint project with Duke Power Company and, with
Duke's help, has installed in the basement of Duke's power building in
Charlotte, a 20-kW, 80-kilowatt~hour =zinc bromine battery energy storage
system. This battery, developed in North Carolina and in its second year of
testing, is attractive for its potential use for peak shaving. With respect to
other utility-scale generation technologies, one manufacturer has offered to
finance the installation of a 200-kilowatt wind machine in North Carolina as
soon as the right site can be found. The AEC is presently analyzing the
economic attractiveness of large wind farms for Nerth Carelina. Another
promising technology for North Carclina is photovoltaics, the direct conversion
of sunlight inte electricity. Investigation involving photovoltaics is being
conducted by AEC in a joint project with CPAL at its distribution test fac111ty
near the Shearon Harris plant.

On the ratepayers' side of the meter, efforts are being made to persuade
individuals that alternative energy sources are at least as reliable and
economical as the present conventional technologies.

A key part of the credibility issue is reliable data on technologies
applied in North Carolina. Laboratory research sponsored by the AEC is being
done at North Carolina State University where research on heat pumps, heat pump
water heaters, and solar collectors is being performed. Other work by the AEC
for data collection goes on in the field such as a joint effort with CP&L in 23
homes near Raleigh where around-the-clock monitoring is being done to determine
the effect of residential solar hot water units on load shape when the solar
hot water units and other loads in the house are controlied by the utilities.
For example, the AEC measures both the BTUs in the water and the gallons of hot
water that are used to derive information that is needed to determine the
impact of these systems on the utility.

Dne project with A&T University in Greensboro addresses the energy
concerns of the 70 percent of North Carolina farmers who gross less than
$20,000 annually.

The energy options of the nearly 40,000 public housing authority units in
the State can be more easily described than put into effect. A particular
motivation for AEC work in this area is that public housing units often consume
more energy than an equivalently sized private residence. With AEC sponsorship
ali-electric public housing authorities in Randleman, Selma, and Plymouth are
using innovative financing techniques to capitalize energy efficiency
improvements, and the AEC 1is working to educate the tenants in good energy
practices.

The more than 20,000 nonprofit agencies in North Carolina account for
about 10 percent to 15 percent of the energy used in the commercial sector.
The project has led to investment in energy efficiency by a growing number of
the larger nonprofit organizations in the S5State. In addition, the AEC has
worked with many smaller nopprofit agencies to train their wvolunteers to
install insulation materials in their buildings for the most efficient energy

12
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conservation achievable. The result has been fmproved comfort and Towered
energy costs.

The AEC has worked with 17 different local governments and succeeded in
having local energy officers appointed as staff members of those local
governments. Thirty more communities will be selected this year. The proven
savings to date in these local communities exceeds $355,000.

The AEC 1is presently waorking on private sector financing of energy
efficiency improvements in six sites in order to facilitate energy savings
contracts between the nonprofit organizations, local governments, schools and
colleges, and energy service companies. Contracts are already signed and in
place for the Chapel Hi1l YMCA and for the Friends Home in Greensboro.

Weatherization of the homes of 1310 Tow income senior citizens was carried
out with the aid of 673 volunteers organized by local councils on aging. As a
result, North Carolina is one of the first states to organize an Aging and
Energy Consortium. Seven counties will _weatherize nearly 1,000 additional
homes this year, and CP&L has adopted many of the elements of this test project
as a part of its ongoing program.

In a joint effort between the Energy Division and the AEC, a 13-part
series, entitied "Saving Energy" is being aired on WUNC-TV. The first six
parts were shown last winter to an estimated 175,000 North Carolinians plus
viewers in 22 other states. The entire series will begin broadcasting on
December &, 1984,

At its June 1984 meeting, the AEC Board approved goals, objectives, and
program directions for the future in five program sectors:

(1) In the industry sector cogeneration remains an attractive area for
further work by the AEC and the State. The models for process energy use are
important. Peak-load shaving in industry via thermal energy storage or
computerized load control is another important research area for the AEC. The
AEC is working on a project to replace electric intensive textile-processing
procedures that are now used.

(2) In the residential/commercial sector, the AEC is increasing the
amount of work related to collecting and analyzing data in the building
area--in manufactured homes and residential and small scale commercial
buildings. Appiications of thermal energy storage, energy design, and
management of energy effective buildings are being investigated. The AEC is
looking at the potentially serious issue of the indoor air quality for
residences and commercial office buildings. The AEC fintends to continue
working with the people that actually have to put alternative energy systems in
place; e.g., the North Carelina Home Builders Association.

(3) 1In the community sector, the AEC is beginning a major effort in the
rental housing area. This effort includes the design and financing of energy
efficient improvements in the private sector as well as in the nonprofit
sector. More time 1is needed to educate those involved in energy-related
professions in the wisdom of investments in innovative ways for accelerating
the widespread use of alternative energy systems, such as the aforementioned
Energy and Aging Consortium.
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(4) In the agriculture sector, the AEC needs more time to work with
electric load management in tobacco barns and to look at increasing the
efficiency of energy use in poultry, two of the major agriculture areas in the
State; to Took at on-farm electricity use patterns including the home,
especially for the Tow income farm homes in the State; and to facilitate the
use of wood gasifier cogeneration systems by North Carolina farmers.

(5) Finally, in the utility sector, the AEC believes that electricity
storage offers good opportunities for the zinc bromine battery project.
Undoubtedly, continued research in wind and photovoltaics will pay large
benefits for the State. A possible contribution may derive from the AEC's
examination of fossil fuel based combustion technologies. New uses for older
technologies like low-head hydro, improving customer communication, and control
techniques can be carried out in the utility sector.

Marvin Marshall, Vice Chairman, AEC Board of Directors

Mr. Marshall introduced representatives from five of the six electric
utilities or organizations that are supporting the North Carolina Alternative
Energy Corporation.

Donald H. Denton, Jr., Senior Vice President, Duke Power Company

Mr. Denton indicated that Duke Power Company has been involved with the
North Carolina Alternative Energy Corporation since the concept was stated in
the Order issued by the North Carolina Utilities Commission in October 1979 in
Docket E-7, Sub 262. The Company's testimony in the investigation of the
feasibility of establishing such a corporation emphasized its support of the
concept of such a corporation and its willingness to cooperate with others
involved in the organization to further the purposes for which the AEC was
formed. Duke actively participated in the organizational meetings in which the
AEC's original structure was set forth and the procedures were adopted.

Numerous Company employees have contributed to the work of the AEC's
program committees, the project advisory committees, and its industrial,
utility, residential/commercial, agricultural, and community programs.

Approximately 30 employees have responsible assignments on these
committees. In addition, other employees have given support through various
ways in the individual project activities. Through September 1984, Duke's
North Carolina customers have contributed approximately $5.4 million to the AEC
since its inception.

Duke continues to feel that the interest of its customers and its
stockholders will best be served by minimizing new central generation
facilities and therefore believes that the continuation of the AEC to support
activities to reduce the growth rate of the peak is necessary. The AEC, as an
unbiased source of information from which valued decisions can be made by the
energy entities of the State, will continue to be of benefit. Duke also feels
that, to the extent possible, efforts should be made to ensure that the
benefits from the AEC's activities flow proportionately to the ratepayers who
have furnished financial support. The AEC, through the activities of its
program committees, brings together the diverse entities and groups to
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constitute a decision forum for viewing and discussing problems which in itself
is useful.

Duke feels that the activities of the AEC have been beneficial to the
people of North Carolina and therefore recommends that the Commission continue
the AEC for a new term.

John Monroe, Manager of Conservation Management, Carolina Power & Light Company

Mr. Monroe spoke on behalf of Carolina Power & Light Company. He stated
that, through the five major program committees and through the advisory
structure, CP&L has many representatives who have opportunities to review the
programs and projects of the AEC and to provide input. The work of the AEC in
the residential sector has been compatible with, and complementary to, CP&L's
residential program. Programs for senior citizens and low-income residents of
public housing have benefited from the educational efforts and weatherization
efforts of the AEC.

The AEC's leadership role in research and development of new technologies
for the residential sector has been especially beneficial to CP&L. The joint
ventures in testing solar water heating equipment and the new heat pump
technology, the ground coupled heat pump, are examples of the assimilation of
valuable information in a more cost-effective manner than if each utility
pursued these projects separately.

In the industrial sector, large industrial customers have taken it upon
themselves to develop energy management systems, and CP&L has targeted these
large industrial customers as primary areas of interest in these first two
years, while the AEC has helped CP&L with the smaller industrial customers who
certainly had a need for advice. It has been through the work of conferences,
workshops, and seminars organized and initiated by the AEC and by the
Department of Energy that the needs of these smaller industrial customers are
being met.

In the agricultural sector, the AEC has worked directly with CP&L in the
bulk tobacce barn program. The on-site farm generation program of the AEC with
North Carolina State University is one in which CP&L has much interest and is
actively participating.

There are, however, new areas of cooperation and coordination that are
needed. For example, there is a need to develop a commercial end-use data
base. CP&L is working on that data base in its specific territorial area,
while the AEC is working on a statewide commercial data base to provide
electric companies with an understanding of how to better serve commercial
customers.

The relationship between CP&L and the AEC has been very good, and CP&L
believes that the activities, programs, and projects of the AEC are providing
very worthwhile benefits to all the users of electricity in North Carolina.
For these reasons, CP&L recommends an extension of the AEC program.
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James M. Hubbard, Executive Vice President, North Carglina Electric Membership
Corporation

Mr. Hubbard spoke on behalf of the North Carclina Electric Membership
Corporation. He indicated that the North Carolina Utilities Commission assumed
an important leadership role in its efforts in 1980 to provide a catalyst for
action to moderate the rate of growth in electric power demand and lower peak
demand, to delay the need for additional expensive generating capacity, and to
facilitate the more efficient utilization of existing generating resources. He
stated that ‘the Alternative Energy Corporation has been of particular
assistance to the North Carolina Electric Membership Corporation and its member
systems in assessing the benefits load management eoffers for rural electric
systems to exert positive control over system peaks. The EMCs are proceeding
at present with the installation of a comprehensive statewide load management
system.

The EMCs are the sponsoring organization for a dual fuel test project
being conducted under the auspices of the Alternative Energy Corporation at
nine sites on five EMC electric systems.

In evaluating its role for the future, North Carolina Electric Membership
Corporation balieves it important that objectives of both the Energy Division
of State Government and the Alternative Energy Corporation continue to be
evaluated and coordinated so that each serves as a complement to the other.
There is sufficient similarity between the two organizations to suggest that
there s an overall common purpose; however, each functions in a different
capacity with both making an important contribution to North Carolina's energy
future. The EMCs believe that continued coordination of effort to ensure that
allocated resources -and project endeavors are not duplicated will assure that
the ratepayers of the State are receiving full value for the funds invested and
will strengthen the State's energy program.

With the creation of the North Carolina Alternative Energy Corporation,
Morth Carolina has progressed in its efforts to provide alterpative
opportunities for her citizens. The Alternative Energy Corporation is making a
significant contribution to efforts to take full advantage of cost-effective
alternative energy systems in North Carolina.

James T. Earwood, Jr., Vice President, Virginia Electric_and Power Company,
North Carolina .Power

Mr. Earwood spoke on behalf of Virginia Electric and Power Company
(Vepco). Vepco is now doing business in North Carolina as North Carolina Power
(NCP). Mr. Earwood stated that Vepco is particularly impressed with the
screening effort made by the AEC staff, program area committees, and the Board
of Directors to ensure that projects pursued to completion are beneficial to
Vepco's North Carolina customers. ‘

He stated that many projects already initiated by the AEC require
additional work and continued follow-up which would be jeopardized if the 1ife
of the AEC were not extended. In the opinion of Vepco, work of the AEC has led
to educating the general public about the need to conserve electricity and
moderate costs; shifting load to off-peak hours to diminish the need for new
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generating plants; developing supply methods to utilize renewable resources;
and utilizing cogeneration to get dual use out of energy supplies.

Vepco believes the North Carolina ratepayers are getting a valuable return
on their investment in the AEC, and Vepco is pleased that the Company has been
able to make a contribution toward the work that is being done by the AEC.

Jack Elam, Vice President and General Counsel, Cone Mills Corporation

Mr. Elam, who is a member of the Board of Directors of the AEC, made
comments from an industry point of view. He indicated that industry throughout
the State is receiving cooperation from the State's electric utility suppliers
and from other educational and governmental agencies. It is too early for an
assessment of the work on a financial or technological basis, primarily because
of the Tlong lead times necessary for these projects. In the opinion of
industry, however, if the AEC continues to exercise prudent business management
in the selection and operation of its projects, the Corporation will meet the
challenge set out in its charter. It is Mr. Elam's belief that industry
throughout the State supports the continuation of the AEC.

D. Gray Faulkner, Vice President, North Carolina Farm Bureau

Mr. Faulkner is a Board member of the AEC, a farmer, an electrical
contractor, and Vice President of the North Carolina Farm Bureau. He made
comments concerning the impact of AEC on the agricultural program areas.

Mr. Faulkner discussed the AEC projects that are now underway and the
benefits that he believes are being derived as a result of those projects.
Since the details of the projects have already been discussed in this Order,
those details will not be repeated here. Mr. Faulkner strongly supports the
work that is being done by the AEC.

Joyce Anderson, North Carolina League of Women Voters

Mrs. Anderson is an active member of the AEC Board Community Program
Committee. Mrs. Anderson stated that the Program Committee consists of
volunteer representatives from all over the State.

Board members on this committee are Senator McNeill Smith from Greensboro,
Andy Kistler, who is the Mayor or Morganton, and Mrs. Anderson. In addition,
there are people from the wutility staffs, volunteers from community
organizations, local government representatives, and ElectriCity and EMC
affiliates working on the committee. Mrs. Anderson repeated favorable comments
that had been made by citizens in various parts of the State in support of the
work being done by the AEC.

In conclusion, Mrs. Anderson summarized her feelings and the attitudes
expressed to her by others in this manner: "We're concerned not only with our
electric bills, but we're concerned with quality of life not only for ourselves
but for our children. And to have this opportunity to participate positively
and taking actions which have a positive impact means a lot to all of us. I
have come to believe thoroughly that not only the so-called concerned citizens
but everybody in this State, albeit they approach it in different ways, we do
share the same dream. And that's for abundant, safe, clean, affordable energy.
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And I think with the actions of this sort in establishing this kind of positive
corporation that we're on the right track."

Jane Sharp, President of the North Carolina Consumers Council .

Mrs. Sharp stated that the AEC has been a particular friend to citizen
organizations and individuals in the State who are trying to implement
alternative energy possibilities that are not being done as an official part of
the AEC agenda. She said that citizens can come to the AEC and get expert
advice on how to refine and streamline their proposals so that they will be
more effective than they were as originally conceived. She stated that there
was a microhydro project and microhydro conference held a couple of years ago
under the aegis of the Alternative Energy Corporation that were far more
effective than they could have been without the help and support of the AEC.

Additionally, the AEC encourages and supports citizen organizations in
becoming much more effective through reporting procedures and budgeting and
planning procedures. This assistance, she said, renders a tremendous advantage
for those projects which are sometimes dreamed up in a somewhat amorphous state
and which come to reality and implementation under AEC guidance and support.
Mrs. Sharp said that the strength of the community is in the caring of its
citizens and that strength has been greatly enhanced by the efforts of the AEC.

She belijeves that both the power companies and the citizens have not only
been enhanced but have also been brought together by the AEC for mutual
benefits.

Dennis Nightingale, Director of Public Staff, Electric Division

Me. Nightingale stated that the Public Staff is very supportive of the
work that the Alternative Energy Corporation is doing and beljeves that ‘its
funding should be extended. The Public Staff is following the work of the AEC,
reviewing its periodic progress reports and varjous technical reports on
projects that have bean completed. The Public Staff has attended AEC meetings,
seminars, and conferences and has participated in some of these projects.

Mr. Nightingale summarized the work of the AEC as follows: The AEC is
performing work and contracting work over a broad spectrum of censervation and
Toad management programs. It is determining the economic viability of a number
af potential conservation candidates, and for those which are viable, AEC is
proposing ways of financing and methods for obtaining high industry and
customer participation. Through .this means, the AEC is striving to fulfill its
charge to take full advantage of cost-effective alternative energy systems to
moderate the rate of growth in electric power and demand and lower peak demand
and to reduce the need for expensive, additional electric generating capacity.

The AEC is working on some innovative projects for North Carolina. First,
the AEC is performing evaluation tests on alternative energy systems such as
ground-coupled heat pumps, dual fuel heating systems, and solar domestic water
heating systems. These systems, if properly applied, have the potential to
save money for both individual homeowners and the electric utilities. The
result of the AEC's studies should give a clearer picture of the magnitude of
the potential savings here in North Carolina.
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Another area where the Public Staff feels the AEC has been innovative is
the area of customer education. The AEC, in association with the State Energy
Division, is sponsoring a 13-part public television series entitled "Saving
Energy." This program is being used to get information before the public an
how to use energy wisely.

With the help and cooperation of local groups, the AEC has funded meetings
and workshops that enable North Carolina citizens to become better informed
about cost-effective alternative energy systems and the wise use of their
-energy.

In addition, the AEC has worked with various nonprofit arganizations
training volunteers and performing energy audits and weatherization techniques.

The final area that Mr. Nightingale touched on concerns what AEC is doing
for industry in North Carclina. He stated that for the textile industry AEC
has developed an energy and peak demand model that identifies which noncritical
machinery can be shut down or production rescheduled to reduce on-peak demands.
In the field of agriculture, 140 audits of swine and tobacce farms have been
carried out to identify low-cost or no-cost improvements in farm operations.
In conclusion, he dindicated that it is the Public Staff's belief that the
Commission should extend the corporate 1ife and funding of the Alternative
Energy Corporation in order to continue the flow of effective energy management
information to the citizens of North Carolina.

Tom Phelps, Residential/Commerical Program Manager for AEC

Mr. Phelps responded to guestions from the Commission and indicated that
the AEC works closely with the North Carolina Home Builders Association. This
work is not part of the code process per se, but the North Carolina Hame
Builders have developed with the AEC's assistance a standard for energy
efficiency in new home construction which currently exceeds both the State
building code standards and equals or exceeds the efficiency standards
currently promoted by the electric utilities im the State. He expects that
over the next six months to a year this particular standard will begin to have
a real beneficial impact on insulation standards in general, particularly in
new home construction. The current building code addresses new building
construction only.

FINDINGS AND CONCLUSIONS

Based upon the Commission's records, its previous reviews of AEC program
activity, and the statements made by the witnesses at the conference held on
November 9, 1984, the Commission now makes the following

FINDINGS OF FACT
1. The North Carolina Alternative Energy Corporation 1is a nonprafit
corporation organized under the laws of the State of North Carclina which is
voluntarily supported by six major electric supplier organizations in North
Carolina for public purposes, as outlined in its Articles of Incorporation.

2. The voluntary cooperation of public and utility personnel through the
AEC is providing significant benefits to North Carolina electric ratepayers.
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3. The AEC is achieving its intended purposes, has utilized extensive
public and utility input in planning its past and future operations to support
and augment those of individual electric suppliers and other North Carolina
organizations, and is operating in a sound and prudent manner.

WHEREUPON, the Commission reaches the following
CONCLUSIONS

Based ‘upon the foregoing, the Commission concludes that the North Carclina
Alternative Energy Corporation is supported by both the public and its electric
supplier members and is clearly achieving the following purposes for which it
was organized:

(1) The promotion, support, research, development, demonstration, or
commercialization of alternatives to electric power as a source of energy which
may be used within the State of North Carolina;

(2) The promotion, support, research, demonstration, or development of
methods by which electric power can be produced more economically;

(3) The promotion of lcad management and conservétion in a manner that
improves system load factors and the efficient use of energy;

(4) The education and informing of consumers in- the use and benefits of
alternative energy sources, conservation, and Toad management; and

(5) The moderation of the future cost of electric utility service
available or to be available to users of electricity within the State of North
Carolina.

Accordingly, the Commission concludes that the 1ife of the AEC should be
extended for five (5) years through December 31, 1990. .

IT 1S, THEREFORE, ORDERED as follows:

1. That the Articles of Incorporation of the North Carclina Alternative
Energy Corporation shall be amended so as to extend the 1ife or duration of the
_Corporation for five (5) years until December 31, 1990.

2. That the Chief Clerk shall mail a cepy of this Order to the members of
the Utility Review Committee of the North Carolina General Assembly and their
Committee counsel. _

ISSUED BY ORDER OF THE COMMISSION.

This the 19th day of February 1985. L
NORTH CAROLINA UTILITIES COMMISSION
(SEAL) Sandra J. Webster, Chief Clerk
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DOCKET NO. E-100, SUB 41
BEFQRE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of
Determination of Rates for Purchase and ) ORDER ON PROCESSING OF
Sale of Electricity Between Electric ) REPORTS PURSUANT TO
Utilities and Qualifying Cogenerators ) G.S. 62-110.1(g)
or Small Power Producers )

BY THE COMMISSION: On August 17, 1983, the Commission issued an Order
requiring regulated electric utilities to provide written notification of the
certification requirements of G.S. 62-110.1{a) to each potential cogenerator
and small power producer which contacts the utility regarding the possible sale
of electricity te the utility. By the same Order, the Commission further
required each regulated electric utility to institute procedures designed to
ensure that a potential cogenerator or small power producer has in fact applied
for and been granted a certificate of public convenience and necessity pursuant
to G.S5. 62-110.1(a) prior to the time the utility enters into a contract to
purchase electric power from the facility.

G. §. 62-110.1(g) provides as follows:

The certification requirements of this section shall not apply to
persons who construct an electric generating facility primarily for
that person's own use and not for the primary purpose of producing
electricity, heat, or steam for .sale to or for the public for
compensation; provided, however, that such ©persens shall,
nevertheless, be reguired to report to the Utilities ‘Commission the
proposed construction of such a facility before beginning
construction thereof.

It has come to the attention of the Commission that the procedures established
by the Commission's Order of August 17, 1983, should be clarified to provide
for those facilities exempt from certification by G.S5. 62-110.1(g).

The Commission finds good cause to require each regulated electric utility
subject to this Order to amend the written notification of the certification
requirements of G.S. 62-110.1(a) to notify potential cogenerators and small
power producers of the exemption provided by G.5. 62-110.1(g).

The Commission further finds good cause to issue an order clarifying for
all parties the manner in which it will handle reports filed with the
Commission pursuant to G. §S. 62-110.1(g). Cogenerators and small power
producers who feel that they come within the exemption provided by G.S.
62-110.1(q) should file the report required by that subsection prior to
beginning construction of an electric generating facility. The report shall be
as provided by Commission Rule R1-37(e), and an original and 17 copies shall be
filed with the Chief Clerk. The Chief Clerk shall distribute the copies to the
Commission, the Commission staff, and the Public Staff. Any member of the
Commission or Public Staff may question the applicability of the exemption
provision of G. S. 62-110.1(g) within 10 days after the filing of the report.
If the applicability of the exemption is questioned, the Commission will take
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appropriate action to determine whether the exemption applies. If the
applicability of the exemption is not questioned within 10 days, the Commission
will, through its staff, send a letter to the cogenerator or small power
producer acknowledging receipt of the report pursuant to the exemption provided
by G.S. 62-110.1(g).

Finally, the Commission finds good cause to amend the Order of August 17,
1983, to provide that .regulated electric utilities shall institute procedures
designed to ensure that a potential cogenerator or small power producer has
either applied for and been granted a certificate of public convenience and
necessity or filed a report of construction pursuant to G. S. 62-110.1(g) and
received a letter acknowledging the same prior to the time the utility enters
into a contract for the purchase aof electric power from the facility.

1T IS, THEREFORE, ORDERED as follows:

1. That each regqulated electric utility subject to this Order be, and is
hereby, required to provide written notification of the exemption provided by
G. 5. 62-110.1(g) to each potential cogenerator and small power producer which
contacts the utility regarding the possible sale of electricity to the utility
and, further, is hereby required to file with the Commission within 30 days a
copy of the written notice to be utilized by the company;

2. That reports of construction pursuant to G.5. 62-110.1(g) shall be
processed by the Commission as hereinabove provided; and

3. That each regulated electric utility .subject to this Order shall
institute procedures designed to ensure that a potential cogenerator or small
power producer has either applied for and been granted a certificate of public
convenience and necessity or filed a report of construction pursuant to G.S.
62-110.1(g) and received a letter acknowledging the same prior to the time the
utility enters into a contract for the purchase of electric power from the
facility. )

ISSUED BY ORDER OF THE COMMISSION. .
This the 16th day of October 1985,

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

DOCKET NQ. E-100, SUB 41A
BEFORE THE WORTH CAROLINA UTILITIES COMMISSION
In the Matter of
Biennial Determination of Rates for Sale and Purchase of Electricity ) ORDER
Between Electric Utilities and Qualifying Facilities )

HEARD IN: Commission Hearing Room, 217 Dobbs Building, 430 North Salisbury
Street, Raleigh, North Carolina, on October 2-5 and 8-11, 1984
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Commissioner Sarah Lindsay Tate, Presiding; and Chairman Robert
K. Koger, and Commissioners Edward B. Hipp, A. Hartwell
Campbell, Ruth E. Cook, Charles E. Branford, and Hugh A.
Crigler, Jr.

For the Respondents:

Robert W. Kaylor, Associate General Counsel, Carolina Power &
Light Company, P.0. Box 1551, Raleigh, North Carolina 27602; and
John T. Bode, Bode, Bode & Call, Attorneys at Law,
336 Fayetteville Street Mall, Raleigh, North Carolina 27602
For: Carolina Power & Light Company

W. Edward Poe, Jr., Assistant General Counsel, and Ronald L.
Gibson, Senior Attorney, Duke Power Company, P.0. Box 33189,
Charlotte, North Carolina 28242

For: Duke Power Company

Edgar M. Roach, Jr., Hunton & Williams, Attorneys at Law, P.O.
Box 109, Raleigh, North Carolina 27602; and Laurence E. Skinner,
Hunton & Williams, P.0. Box 1535, Richmond, Virginia 23212
For: Virginia Electric and Power Company

Edward S. Finley, Jr., Hunton & Williams, Attorneys at Law, P.O0.
Box 909, Raleigh, North Carolina 27602
For: MNantahaia Power and Light Company

For the Public Staff:

G. Clark Crampton, Staff Attorney, Public Staff - North Carolina
Utilities Commission, P.0. Box 991, Raleigh, North Carolina
27602

For: The Using and Consuming Public

For the Intervenors:

Joseph W. Eason, Moore, Van Allen, Allen, and Thigpen, Attorneys
at Law, P.0. Box 26507, Raleigh, North Carolina 27611 For:
Cogentrix of North Carolina, Inc.

Thomas R. Eller, Jr., Attorney At Law, Suite 205 - Crabtree

Center, 4600 Mariott Drive, Raleigh, North Carolina 27612

For: Hydro-Energy Association of the Carolinas, Inc. - North
Carolina Division

Lucius W. Pullen, Division Counsel and Assistant Secretary, and
Carl Younger, Division Counsel, Texasgulf, Inc., P.0. Box 30321,
Raleigh, North Carolina 27622

For: Texasguif, Inc.
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John Runkle, Attorney at law, P.0. Box 4135, Chapel Hill, North
Carolina 27515
For: Randolph N. Horner

BY THE COMMISSION: These proceedings are the third biennial proceedings
to be held by this Commission pursuant to the provisions of Section 210 of the
Public Utility Regulatory Policies Act of 1978 (PURPA) and the Federal Energy
Regulatory Commission (FERC) regulations implementing those provisions which
delegated responsibilities in that regard to this Commission. These
proceedings are alse held pursuant to the responsibilities delegated to this
Commission pursuant te N.C.G.S. 62-156(b) to establish rates for small power
producers as that term is defined in N.C.G.S. 62-3(27a). Finally, as these
proceedings relaté to Carolina Power & Llight Company (CP&L), they are a
continuation and consolidation of matters arising upon the petition of that
Company filed on December 16, 1983, as subsequently amended and revised, to
modify its avoided cost rates which were approved by this Commission as a
result 6f the second biennial proceeding which was held by this Commission
pursuant to Section 210 of PURPA.

Section 210 of PURPA and the regulations promulgated pursuant thereto by
FERC prescribe the responsibilities of FERC and of State regulatory
authorities, such as this Commission, relating to the development of
cogeneration and small power production. Section 210 of PURPA requires the
FERC to prescribe such rules as it determines necessary to encourage
cogeneration and small power production, including rules requiring electric
utilities to purchase electric power from, and to sell electric power to,
cogeneration and small power production facilities. Under Section 201 of
PURPA, cogeneration facilities and small power production facilities which meet
certain standards and which are not owned by persons primarily engaged in the
generation or sale of electric power can become “"qualifying facilities," and
thus become eligible for the rates and exemptions to be established in
accordance with Section 210 of PURPA.

Each electric utility is required under Section 210 of PURPA to offer to
purchase available electric energy from cogeneration and small power production
facilities which obtain qualifying status under Section 201 of PURPA. For such
purchases, electric utilities are required to pay rates which are just and
reasonable to the ratepayers of the utility, which are in the public interest,
and which do not discriminate against cogeneraters or small power producers.
The FERC regulations require that the rates electric utilities pay to purchase
electric energy and capacity from qualifying cogeneraters and small power
producers shall reflect the cost that the purchasing utility can avoid as a
result of obtaining energy and capacity from these sources, rather than
generating an equivalent amount of energy itself or purchasing the energy or
capacity from other suppliers.

The implementation of these rules was delegated to the State regulatory
authorities with respect to the electric utilities regulated by them. That
jmplementation may be accomplished by the issuance of regulation on a
case-by-case basis or by any other means reasonably designed to give effect to
the FERC's rules.

Under Section 210 of PURPA and the related FERC rules, each regulated
utility is required to file projections of its incremental energy and capacity
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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 electric utilities and qualifying facilities. The first
filings of such data were required by November 1, 1980, and oh a biennial! basis
thereafter,

This Commission at the outset determined to implement Section 210 of PURPA
and the related FERC regulations by holding biennial proceedings to which each
of the four affected regulated electric utilities in this jurisdiction are made
parties. The instant proceeding is the third such proceeding to be held by
this Commission since the enactment of PURPA. In each of the prior two
biennial proceedings, the Commission has determined separate avoided cost rates
to be paid by each of the four electric utilities to the respective qualifying
facilities which are interconnected with them. The Commission has also
raeviewed and approved other related matters involving the relationship between
the electric utilities and the respective qualifying facilities interconnected
with them, such as terms and conditions of service, contractual arrangements,
and interconnection charges.

This proceeding also jnvolves the carrying out of this Commission's duties
under the mandate of N.C.G.S. 62-156, which was enacted by the General Assembly
in 1979, N.C.G.S. 62-156 provides that "no later than March 1, 1981, and at
least every two years thereafter" this Commission shall determine the rates to
be paid by electric utilities for power purchased from small power producers
according to certain standards prescribed therein. Those standards generally
approximate those which are prescribed in the FERC regulations regarding
factors to be considered in the determination of avoided cost rates. The
definition of the term small power producer is more restrictive in
N.C.G.S. 62~156 than the PURPA definition of that term, in that it includes
only hydroelectric facilities of 80 megawatts of less, thus excluding users of
other types of renewable resources and users of some other resources such as
biomass.

Finally, as these proceedings relate to Carolina Power & Light Company,
they are a continuation and consolidation of matters arising from a petition of
the Company filed on December 16, 1983, which sought to have its previously
approved avoided cost rates modified.

On December 16, 1983, Carolina Power & Light Company filed with the
Commission a Petition for an Adjustment to Rate Schedule CSP-6C and Notice of
Filing Change of Rate wherein CP&L requested the Commission to institute an
immediate freeze on the availability of its approved long-term avoided cost
rates and to allow new long-term avoided cost rates to become effective.

On January 13, 1984, the Commission issued an Order temporarily suspending
the proposed revisions to its aveided cost rates pending further consideration.

On February 2, 1984, CP&L filed supplemental testimony, revised exhibits,
and revised proposed avoided cost rate schedules which were intended to update
its December 16, 1983, filing.

By Order issued February 8, 1984, the Commission continued the suspension

of CP&L's proposed avoided cost rate revisions pending public notice and public
hearings to be held on March 20, 1984; directed CP&L to file additional
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testimony addressing the need and justification of the presently approved
long-term rate options and possible alternatives thereto; and provided
deadlines for other parties to intervene and prefile and serve any expert
testimony.

Between February 8, 1984, and the scheduled hearing date of March 20,
1984, CPAL filed additional testimony; various parties copducted discovery;
Carolina Utility Custemers Association, Inc. (CUCA), and Randolph Horner were
allowed to intervene; Cogentrix, the Public Staff, Wells Eddleman (for Kudzu
Ailiance) and Randolph Horner prefiled testimony; and Cogentrix filed a motion
to continue the hearing and to consolidate the same with the biennial
proceedings to be held later in the year. The Cogentrix motion was denied by
Commission Order issued March 14, 1984.

When the hearings were convened on March 20, 1984, there were certain
outstanding motions, and the Commission called for oral argument on those
motions. CUCA argued, among other things, its motion to dismiss the proceeding
and its alternative motion te continue the hearing and to consolidate it with
the 1984 generic investigation into cogeperation and small power production
rates. Cogentrix renewed its motion to continue the hearing and te consolidate
it with the 1984 generic investigation. Both Kudzu Alliance and the Public
Staff joined in the motion to continue and censolidate. Following oral
argument of the motions, the Commission granted the motions to continue the
hearing and to consolidate it with the 1984 biennial proceeding to be held
Jater during the, year. By its Order issued March 23, 1984, the Commission
denied the motion of CUCA to dismiss CP&L's petition; reconsidered its previous
Order suspending CP&L's proposed avoided cost rate schedules and 1ifted the
suspension of CP&L's proposed Rate Schedule CSP-7 pending further Commission
action following the 1984 biennial proceedings; and determined that all other
pending motions were moot and would not be ruled upon unless raised again in
the 1984 biennial proceeding.

On March 23, 1984, Cogentrix filed a motion to amend or stay the 1ifting
of the suspension of CP&L's proposed Rate Schedule CSP-7. The Commission
denied that motion pending oral arguments scheduled for April 2, 1984.
Eollowing the oral argument, the Commission Order {ssued April 4, 1984,
directed that its Order issued on March 23, 1984, be amended to provide that
potential cogenerators and small power producers who had obtained either a
certificate of public convenience and necessity from the Commission or who had
obtained a letter of intent from CP&L as of March 23, 1984, would be permitted
to negotiate with CP&L for a contract rate hetween Rate Schedule CSP-6& and
CSP-7, and to have the Commission resolve the matter if the negotiating parties
failed to reach an agreement. For other potential contracting parties, the
Commission determined to Tleave Rate Schedule CSP-7 in effect and, except as
mentioned, affirmed the panel's Order of March 23, 1984.

Subsequently, the third biennial proceedings were specifically implemented
by this Commission's Order Establishing Biennial Proceeding, Requiring Data and
Scheduling Public Hearing issued May 11, 1984. That Order made Carolina Power
& Light Company, Duke Power Company (Duke), Virginia Electric and Power Company
(Vepco) and MNantahala Power and Light Company (Nantahala) parties to a
proceeding to establish the avoided cost rates to be paid by each to
interconnected qualifying facilities as required by Section 210 of PURPA and to
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establish the rates to be paid by edch to interconnected small power producers
as required by G.S. 62-156.

By letter filed June 25, 1984, Nantahala advised the Commission that
Nantahala was exempt fram the PURPA and FERC data filing requirements, it being
an electric utility having annual sales to ultimate customers of less than two
billion kilowatt-hours.

By Order issued July 2, 1984, the Commission requested all parties to
address the issues which would be rajsed if cogenerators and small power
producers who enter into long-term levelized rate contracts with electric
utilities were reguired to file a surety bond or similar assurance to protect
ratepayers against the Toss which would occur in the event of a default by the
contracting qualifying facility prior to the expiration of the contract term.

On August 9, 1984, Cogentrix of North Carolina, Inc., filed a petition to
intervene. An Order issued August 14, 1984, allowed the intervention. By an
Order issued August 14, 1984, a pretrial conference was scheduled to be held on
September 20, 1984. On August 14, 1984, Texasgulf, Inc., filed a Petition to
Intervene. That intervention was allowed by Order issued August 16, 1984. On
August 29, 1984, a Petition to Intervene was filed by Lilesville Power Company.
This intervention was allowed by Order issued October 9, 1984. On August 30,
1984, Petitions to Intervene were filed by Hydro-Energy Association of the
Carolinas, Inc., and the Carolina Industrial Group for Fair Utility Rates
(CIGFUR-IV). These petitions were allowed by separate Orders issued September
7, 1984. On September 26, 1984, a pretrial conference was held in this matter.
A1l four utility parties were represented by counsel as well as the following
parties: the Public Staff; Cogentrix of North Carolina, Inc.; Hydro-Energy
Association of the Carolinas, Inc., - North Carolina Division; Texasqulf, Inc.;
and Randolph N. Horner. The usual matters covered at such conferences were
discussed and were provided for in the Pre-Trial Order of the Commission issued
on October 1, 1984.

In addition to the foregoing there were other motions, orders, and filings
not specifically mentioned which the record will adequately reflect.

This matter came on for hearing before the Full Commission on October 2,
1984, as previously noticed and scheduTed.

Witness Christopher Turner testified on behalf of the Appalachian
Microhydro Association. He asserted that with respect to small projects of
under 100 kilowatts capacity precise measurement of capacity was not critical
and that expensive demand meters should not be required. He suggested that
facilities of 10 kilowatis capacity or less be permitted a series connection
which would allow the meter to run backwards with negative readings being paid
for at the buyback rate. Witness Turner urged that interconnection policies be
made more uniform and easier to understand. He expressed the view that the
safety equipment and controls the utilities often insist upon are over designed
and overpriced, and that there were wide discrepancies among utilities as to
the equipment required and the price thereof.

Jane Sharpe testified as President of the Consumers Council of MNorth

Carolina. She cited the advantages of many smaller and more widely dispersed
qualifying facility producers, as opposed to large central generating statiens,
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particularly better reliability in emergencies and national defense
considerations. Witness Sharpe urged that competitive rates be set for
qualifying facility power and that such rates as applied to cogeneration
facilities take into account the thermal efficiency of the project, so as to
reward the relatively more thermally efficient projects.

Virginia Electric and Power Company (Vepco) presented the testimony of a
panel consisting of its employees as follows: Glenn A. Pierce, Supervisor -
Rate Design; Md. Shamsul Hug, Director - Cost Research; G. Patrick Rooney,
Supervisor - Power Supply Administrative Services; and Rebert W. Carney,
Supervisor - Cogeneration and Support Services. Witness Pierce presented a
proposed revised Rate Schedule 19 - Power Purchases from Cogeneration and Small
Power Production Qualifying Facilities (to be available to all qualifying
facilities designated as new capacity rated at 100 kw or less on which
construction began before November 9, 1978) and a proposed revised Rate
Schedule 19-H - Power Purchases from Hydroelectric Small Power Production
Qualifying Facilities, available to any hydroelectric facility and offering
long-term levelized rates on a five-, ten-, and fifteen-year basis. Witness
Pierce also commented upon long-term levelized rates, which Vepco proposes to
offer only to small scale hydro facilities, and the possible use of surety
bonds or similar assurances in connection with Tong-term levelized rate
arrangements. Witness Hug presented testimony explaining how Vepco had
estimated its long-run avoided generation cost and how it had developed that
into the capacity credits which the Company proposed to offer qualifying
facilities desiring to contract upen a long-term basis. Mr. Rooney testified
regarding how the Company's proposed avoided energy costs had been developed
using the PROMOD production costing model and how the Company had developed its
proposed short-run avoided capacity costs. Witness Carney described Vepco's
experience to date with qualifying facilities and explained certain proposed
modifications to Vepco's previously approved standard contracts for use in
transactions with qualifying facilities. He also discussed proposed
adjustments in the standard centracts to Vepco's Schedule 19 energy prices for
line loss savings and variable operation and maintenance expenhses.

Duke Power Company presented the testimony of a panel consisting of its
employees as follows: Donald H. Denton, Jr., Senior Vice President, Marketing
& Rates; John N. Freund, Manager of Rate Design; and Joe M. Price, Industrial
Power Specialist in the general office marketing department. Witness Denton's
testimony concerned Duke's position regarding customer-owned generation, and
the Company's concerns regarding the risks invelved in long-term contractual
arrangements with qualifying facilities. Withess Freund explained the
derivation and calculation of the Company's proposed revised rate options which
would be offered to qualifying facilities under its proposed Rate Schedule PP.
Witness Price testified regarding Duke's experience with qualifying facilities,
its practice regarding interconnection equipment requirements and certain
additional language regarding licenses and permits proposed to be included in
Duke's proposed standard contract agreement for use in transactions with
qualifying faciliities.

Carolina Power & Light Company presented the testimony of its employees:
Norris L. Edge, Vice President - Rates and Service Practices, and G. Wayne
King, Supervisor of Rate Studies. Witness Edge testified regarding CP&L's
experience in -obtaining qualifying facility generation, the Company's goals and
perceived need for such additional generation in the future, the Company's
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position on Tong-term levelized rate options for qualifying facilities, and how
the risks fnvolved in such arrangements should be dealt with. Witness King
presented the Company's proposed cogeneration and small power production Rate
ScheduTe C5P~9 and explained the derivation and calculation of the proposed
rates reflected in it as well as changes in the methodology used from that
which had been used in developing avoided cost rates approved in prior
proceedings.

Nantahala Power and Light Company presented the testimony of its Vice
President - Finance and Treasurer, N. Edward Tucker, Jr. Witness Tucker
presented Nantahala's proposed standard rates to be paid for purchases from
qualifying facilities and its proposed standard contract for use in such
purchase arrangements. He explained how new arrangements which had been entered
into between Nantahala and the Tennessee Valley Authority for the provision of
Nantahala's power needs in excess of the generating capabilities of its own
generating facilities had affected Nantahala's proposed rates and contractual
arrangements.

Cogentrix of North Carolina, Inc., presented the testimony of a panel
consisting of: Donald A. Dowling, 1its Senior Vice President and Chief
Operating Officer, and William B. Marcus, a consultant with the energy
economics and consulting firm of JBS Energy, Inc., based in Broderick,
California. MWitness Dowling's testimony concerned the following four issues:
(1) Duke Power Company's apparent opposition to purchasing power from
qualifying facilities which were not Duke customers, (2) the need to prohibit
adjustments being made to avoided cost tariffs outside of biennial proceedings,
(3) the need for long-term levelized rates or similar alternative rates for
nonrenewable resource qualifying facilities, and (4) the need for surety bonds
or other similar assurances in order to protect ratepayers from risks arising
from early cancellation of leng-term levelized rate arrangements. Witness
Marcus asserted that none of the respondent utilities could build coal
generation at prices at or below those calculated using the method which CP&L
and Duke propose for determining rates to be paid to qualifying facilities.

The Public Staff of the North Carolina Utilities Commission presented the
testimony of Timothy J. Carrere, Engineer in the Public Staff's Electric
Division, and Hsin-Mei C. Hsu, Director of the Economic Research Division of
the Public Staff. Witness Carrere discussed the history of the long-term
levelized rate options previously appreved by the Commission, risks and
possible problems involved in such arrangements, and his recommendation
regarding what long-term levelized rate options should be offered in the
future. Witness Carrere recommended that the utilities should be required to
offer long-term levelized rate options to all qualifying facilities under 5 MW
in size and to hydroelectric projects which were small power producers covered
by G.S. 62-156. He also presented his recommendations regarding the options
which the regulated utilities should offer qualifying facilities with respect
to how interconnection equipment costs could be paid. Witness Hsu presented
testimony regarding the Public Staff's position on how avoided capacity costs
should be determined and specific recommendations and changes with respect to
the rates proposed by CP&L and Duke.

The Hydro-Energy Assocjation of the Carclinas - North Carolina Division,

presented the testimony of the following witnesses: Dr. John W. Wilson,
President of J.W. Wilson and Associates, a Washingten, D.C. censulting firm;
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Ronald- B. Powers, a resident of Gastonia, North Carolina, and President of the
Hydro-Energy Association of the Caralinas, Inc; Charles W. Pickelsimer, Jr.,
President and General Manager of Cascade Power Company; Charles B. Mierek,
President of Southeastern Hydro-Power, Inc., and the Clifton Corporation. Dr.
Wilson testified that regulated utilities were not anxious to encourage
qualifying facilities because such qualifying facilities displaced what would
otherwise be rate base additions and thus 1limited the return which the
utilities could otherwise earn on said rate base additions. Dr. Wilson also
recommended avoided cost rates with respect to Duke and CP&L for energy and
capacity over the short term, intermediate term, and long term. He further
addressed interconnection charges, and he also recommended that the Commission
require wheeling in order to promote competition and efficiency and to combat
anticompetitive forces which he contended would exist in the absence of the
availability of wheeling. Witness Powers testified regarding problems which
existed with respect to the interconnection and extra facilities charges to
qualifying facilities. Witness Pickelsimer testified regarding the practical
probiems which had been encountered in attempting to contract to sell its power
to Duke Power Company. He also testified regarding the problems encountered
when he attempted to arrange for Duke to wheel his power to CP&L. Witness
Mierek testified regarding the Commission's requiring qualifying facilities to
obtain certificates of necessity and convenience, regarding an apparent
disparity in Duke's PG Schedule rates and its PP Schedule rates, regarding the
relative risk to the ratepayer between utility-built generation versus
"qualifying facilities, regarding the techniques for calculating levelized
avoided cost rates, and regarding interconnection policies and wheeling.

The Kudzu Alliance presented the testimony of Wells Eddleman, an energy
and pollution contrel consultant. Witness Eddleman presented proposals for the
proper calculation of avoided costs, emphasized the need for fixed price long-
term contracts, and criticized various proposals which he perceived as making
it more difficult to develop finance and license qualifying facilities as well
as the use of the PROMOD production costing model. Additionally, he testified
regarding the adverse impacts of the failure to require regulated utilities to
wheel the output of qualifying facilities to other utilities.

Intervenor Randoiph N. Horner testified that the Commission should be
skeptical of cogeneration facilities which make only token use of waste heat
in topping-cycle steam plants, that the Commission should set avoided cost
rates in the neighborhood of the utilities' admitted busbar costs, and that it
should adopt standards which protect society's resources while fostering
expedited development of decentralized facilities.

Texasgulf, Inc., presented the testimony of David C. Edmiston, Vice
President of Business Evaluation and Research for Texasqgulf Chemicals Company.
Witness Edmiston's testimony focused on difficulties experienced by the company
in negotiating a satisfactory avoided cost rate and contract with CP&L, and a
proposal of appropriate avoided cost rates which should be offered by CP&L.

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

hearing and the entire record and body of evidence adduced in this matter, the
Commission now makes the following:
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FINDINGS OF FACT

1. CP&L, Duke and Vepco should offer long-term levelized rates for
5-year, 10-year and 15-year periods as standard options to qualifying
facilities which are either (a) hydroelectric generating facilities of 80
megawatts or less capacity which are owned or operated by a small power
producer as that term is defined in G.5. 62-3(27a) or (b} any other qualifying
facility which has a generating capacity of five megawatts or less. The
long-term levelized rates approved hereinafter for CP&L, Duke and Vepco shall
be available as standard rate options only to the qualifying facilities
described above. The standard levelized ‘rate options of 10 or more years
should include a condition making contracts under those options renewable for
subsequent term{s) at the option of the utility on substantially the same terms
and provisions and at a vate either (1) mutually agreed upon by the parties
negotiating in good faith and taking inte consideration the utility's then
avoided cost rate and other relevant factors or (2) set by arbitration.

2. CP&L, Duke and Vepco should offer nonhydroelectric qualifying
facilities with generating capacities of more than five megawatts the -options
of contracts at the variable rates set by the Commission or contracts at
negotiated rates and terms.

3. Nantahala shall not be required to offer any long-term levelized rate
options to qualifying facilities.

4, Proposed Rate Schedule CG for MNantahala Power and Light Company is
reasonable and appropriate.

5. Proposed Rate Schedule 19 for Virginia Electric and Power Company is
reasonable and appropriate, except the long-term levelized rates contained
therein should be available only to nonhydro projects having a capacity of 5 MW
or less as discussed herein.

6. Proposed Rate Schedule 19H for Virginia Electric and Power Company is
reasonable and appropriate, except S5chedule 19H should be available to nonhydro
projects having a capacity of 5 MW or less as well as to hydro projects as
discussed herein.

7. Proposed Rate Schedule PP for Duke Power Company is reasonable and
appropriate, except the long term levelized rates contained therein should be
available only to hydro projects and to nonhydro projects having a capacity of
5 MW or less as discussed herein.

8. The standard rates contained in proposed Rate Schedule PP for Duke
Power Company should be adjusted to: (&) include an allowance for general
plant in the capacity credits; (b) use a 20% reserve margin instead of an 89%
availability factor 1in calculating the capacity credits; (c) include the
aliowance for fuel inventory in the energy credits instead of in the capacity
credits; and (d) include an allowance for cash working capital in the energy
credits.

9. Proposed Rate Schedule CSP-9 for Carclina Power and Light Company is
reasonable and appropriate, except the Tlong-term levelized rates contained
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therein should be available to all qualifying hydro projects as well as te
small nonhydro projects having a capacity of 5 MW or less as discussed herein.

10. The interconnection practices of the utilities should not be revised
in this proceeding, in view of the fact that such practices are applied to
qualifying facilities and to consuming customers alike. Individual complaints
regarding such interconnection practices can best be handled on a case-by-case
basis under NCUC Rule R1-9.

11. A1l utilities should, upon request by a qualifying facility, furnish a
list of the major items of equipment specified for an interconnect. Said major
items should be grouped under functional categories, such as Metering,
Transformatien, Lines and Services, and Protective Equipment. Installed costs
should be given for each functional category.

12. The Utilities Commission has no jurisdiction to set rates for the
wheeling of power from qualifying facilities by the utilities involved in this
proceeding. Other issues dealing with wheeling will be considered on a case by
case base as brought before the Commission in complaint proceedings.

13. The Commission will continue to implement Section 210 of PURPA and
G. 5. 62-156 by way of biennial proceedings such as the present one, but it
will retain sufficient flexibility to consider interim proceedings should
circumstances justify such.

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 1 AND 2

The evidence supporting this finding is contained in the testimony of CP&L
witness Edge, Duke witness Denton, Vepco witnesses Pierce and Carney, and
Public Staff witnesses Carrere and Hsu.

A major ijssue in these proceedings s whether the Commission shouid
require the electric utilities to offer long-term levelized rates to qualifying
facilities as standard rate options. Long-term levelized rates are permitted,
but not required, by the regulations implementing Section 210 of PURPA. The
commentary to the reguTations includes the following:

"A facility which enters into a long-term contract to provide energy
or capacity to a utility may wish to receive a greater percentage of
the purchase price during the beginning of the obligation. For
exampig, a level payment schedule from the utility to the qualifying
facility may be used to match more closely the schedule of debt-
service of the facility. So long as the total payment over the
duration of the contract term dees not exceed the estimated avoided
costs, nothing in these rules would prohibit a state regulatory
authority or nonregulated electric utility from approving such an
arrangement."

G.5. 62-156(b)(1}, which applies ta small power producers as defined by G.S.
62-3(27a), provides, "Long-term contracts for the purchase of electricity by
the utility from small power producers shall be encouraged in order to enhance
the economic feasibility of small power production facilities." As a result of
the past biennial proceedings held by this Commission, CP&L and Duke have hbeen
required to offer standard long-term levelized rate options to all qualifying
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facilities. Vepco has been required to offer such options only to small power
producers as defined in G.S. 62-3(27a), i.e., hydroelectric facilities of 80
megawatts or less capacity. The standard long-term levelized rate options were
ordered by this Commission in order to encourage the development of
cogeneration and small power production facilities. However, the Public Staff
and the utilities have raised concerns in this proceeding with respect to the
effect of these options.

Public Staff withess Carrerre testified to the potential problems
presented by long-term levelized rates. He testified that there are inherent
risks associated with forecasting long-term levelized rates, which include, but
are not limited to, the uncertainty with respect to fuel prices and the factors
used for forecasting future inflation and utility load growth. To the extent
that the assumptions used to establish long-term levelized rates ultimately
prove to be inaccurate, overpayments or underpayments of avoided costs could
occur.  He also cited the risk that a qualifying facility might default after
receiving the overpayments which levelization provides during the early part of
a long-term contract. If the -qualifying facility is insolvent, there is the
likelihood that the utility and its ratepayers will be unable to recoup the
overpayments. Such a default might also impact on the ability of the utility
to serve its load. CP&L witness Edge testified that because long-term rates
are based on future cost projections, a large element of financial risk is
borne by the ratepayers and by the qualifying facility since the projected
avoided cost may differ from the actual avoided cost. The longer the levelized
period, the greater is the risk. Witness Edge alsoc testified that standard
long-term levelized rate options were encouraging the immediate development of
large blocks of generation, much of it coal-fired generation, on CP&L's system
and that this could preempt future development of more efficient cogeneration,
as well as future development of gdeneration from renewable resources. Duke
witness Denton testified to three areas of concern about the impact of standard
long-term levelized rate options. The first concern is with the length of
long-term contracts, Since a 10- or 15-year contract extends beyond Duke's
current corporate planning period, it is difficult to predict avoided costs
over the long-term peried. Duke's second concern is with the rate design risk.
Many assumptions must be made and the risks of these assumptions, in the form
of overpayments to a qualifying facility, lies with the ratepayer. Duke's
third concern is with an appropriate surety arrangement to protect against
default by a qualifying facility after it has received overpayments during the
first part of a long-term contract. Vepco witness Pierce testified that the
standard long-term levelized rate options are based on the assumptions that the
qualifying facility will supply power at the same level over the entire
contract term and that inflation and energy costs over the contract term will
match projections. Pierce then cited the difficulty in projecting inflation
and energy costs over long-term periods and cited the risk of a qualifying
facility defaulting on its long-term commitment. He also testified that if
standard long-term Tevelized rates are imposed on Vepce, its customers will pay
significantly more in the short-term for the energy supplied by qualifying
facilities than energy from any other source.

The General Assembly has c¢learly indicated in G.5. 62-156 a policy of
encouraging hydroelectric facilities. Additionally, we ncte that many of the
risks associated with standard long-term levelized rate options are either not
presented or tend to be minimized in the case of hydroelectric facilities. For
example, hydroelectric facilities are not subject to the risks associated with
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changes in fossil fuel costs or the business risks associated with the heat
recovery aspect of cogeneration projects. Further, more of the capital costs
involved in a hydroelectric facility tend to be "up front" costs which must be
financed. Levelized rates facilitate financing by providing a degree of
certainty and by allowing an income stream which more evenly matches the debt
payments required by financing. Finally, we note that hydroelectric facilities
by their very nature tend to entail a degree of permanency and stability as
regards the major components of the facility, such as the dam and powerhouse.
In 1ight of the foregoing reasons, we believe and conclude that CP&L, Duke and
Vepco should continue to offer Tlong-term levelized rate options to all
hydroelectric qualifying facilities as standard rate dptions.

We also conclude that these three utilities should offer such standard
rate options to nonhydroelectric qualifying facilities with generating
capacities of five megawatts or less. Both CP&L witness Edge and Public Staff
witness Carrere recommended that standard long-term levelized rate options also
be made available to qualifying facilities other than hydroelectric facilities
if their capacity is of five megawatts or less. The risks associated with a
nonhydroelectric qualifying facility of five megawatts or less capacity in the
event of a default on a Tong-term levelized rate contract is relatively small
in terms of dollar exposure and impact on supply when contrasted with the risks
associated with such a default by a larger project. Two other considerations
support our conclusion. Standard long-term levelized rate options for smaller
projects will tend to encourage such projects, and such smaller projects would
probably not have the resources or the expertise to negotiate a contract with a
utility if these standard options were not available.

In ordering Vepco to make stahdard long-term Jevelized rate options
available to nonhydroelectric qualifying facilities of five megawatts or less
capacity, we are expanding the scope of its offering. Formerly, Vepco only
offered such options to hydroelectric facilities. The rationale for that
former position was that long-term Tevelized rates would have a severely
detrimental impact on Vepco's WNorth Carolina ratepayers due to the large
quantity of cogeneration and small power production in Vepco's North Carolina
service territory. Vepco witness Pierce testified that if Vepco had to pay
levelized rates to a cogenerator with 65 to 100 megawatts of new capacity,
"there could be a severe impact on North Carolina ratepayers." Vepco witness
Carney pointed out that Vepco has currently committed to buy the output of two
facilities in its North Carolina service area with approximately 135 megawatts
capacity and that a third facility with an estimated capacity of 50 megawatts
is expected to go into operation in Vepco's North Carolina service area, While
the payment of levelized rates to projects of such size could adversely impact
Vepco's MNorth Carolina ratepayers in the short-term, no such problem is
anticipated with the smaller projects of five megawatts or less. The
Commission has balanced the advantages discussed hereinabove with the potential
impact on Vepcoc ratepayers and has concluded that standard long-term levelized
rate options should be offered to nonhydroelectric qualifying facilities of
five megawatts or less in the Vepco service area.

In ordering "“long-term" levelized rates, the Commission has in the past
set standard rates levelized for five years, ten years, and fifteen years. The
fifteen year levelized rate has proved most attractive to developers of
qualifying facilities. Of the 18 contracts signed by CP&L since the enactment
of PURPA, alT but three have 'been at a fifteen-year levelized rate. The
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long-term contract represents a significant advantage to qualifying facilities
since it ensures them of a constant income flow during the long term often
required to finance their facilities. While advantageous to developers, the
long-term contract poses a greater risk to ratepayers. Long-term levelized
rates require greater overpayments during the early part of the contract period
and they are necessarily more difficult to forecast accurately. Furthermore,
should the qualifying facility find a more profitable rate elsewhere and desire
to wheel at the end of its contract, the utility could be faced with replacing
capacity that it has relied upon to serve its custemers for a long time and
which it may still need. Although not reguired to do so, the Commission
concludes that it should continue to offer leong-term Tlevelized rates as
standard rate options to hydroelectric qualifying facilities and
nonhydroelectric qualifying facilities of 5 megawatts or less capacity.
However, in order to address the possibility of lost capacity, the Commission
conciudes that those developers who derive the benefits of the standard
long-term rates should be required to accept one condition in return therefor,
a condition that their contract include a provision making the contract
renewable for subsequent term{s) at the option of the utility on substantially
the same terms and provisions and at a rate either (1) mutually agreed upon by
the parties negotiating in good faith and taking into consideration the
utility's then avoided cost rate and other relevant factors or (2) set by
arbitration. The Commission orders that all contracts entered into by CP&L,
Duke and Vepco at the standard levelized rate options of ten or more years
include such a provision. Contracts entered into at the standard variable rate
or the five-year levelized rate shall not be required to include such a
provision. By this decision, the Commission seeks to address one of the
problems posed by leng-term Jevelized rates while at the same time offering the
developers the advantages of such rates.

Nonhydroelectric qualifying facilities of greater than five megawatts
capacity have the options of contracting at the standard variable rates set by
the Commission or of negotiating rates and contract terms with CP&L, Duke and
Vepco. The Conmission believes that the concerns expressed with respect to
long-term levelized rates for such qualifying facilities can best be addressed
in the context of free and open negotiations between qualifying facilities and
the utilities. Therefore, the Commission will set no guidelines for such
negotiations. However, the Commission would expect such negotiations to
address such problems as the following:

(a) The appropriate contract duration and the parties' best forecast of
avoided capacity and energy credits over that duration;

(b) Capacity credits that reflect the need (or lack of need) for
additional capacity at the time deliveries under the contract are actually te
be made;

(c) The availability of capacity during the utility's daily and seasonal
peak periods;

(d) The utility's ability to dispatch the qualifying facility;

(e) The expected or demonstrated reliability of the qualifying
facilities;
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(f) The terms and provisions of any applicable contract or other legally
enforceable obligation, including the termination notice requirement and
sanctions for noncompliance; ;

(g} The extent to which the scheduled cutages of the qualifying facility
can be usefully coordinated with scheduled outages of the utility;

(h) The usefulness of capacity supplied from a qualifying facility during
system emergencies, including its ability to separate its lead from its
generation; '

(i) .The individual and aggregate value of the capacity from qualifying
facilities on the utility's system; .

(j) The smaller capacity increments and the shorter lead times which
might be available with additions of capacity from qualifying facilities;

(k) The costs or savings resulting from variations in Tine losses from
those that would have existed in the absence of purchases from the qualifying
facility;

(1) The alternative of long-term rates that are not levelized or only
partially levelized;

(m) The alternative of long-term rates that include levelized capacity
payments and variable energy payments;

{(n) Appropriate notice prior to the expiration of the contract term, the
renewability of the contract, and provisions for setting the appropriate rates
for such renewed contract;

{0) The appropriate security bond or other protection for the utility if
levelized or partially levelized payments are negotiated.

Again, the Commission does not intend to restrict the parties to any
formyla. Qualifying facilities of more than five megawatts capacity will be of
such substance as to have resources and expertise to negetiate with the
utilities, and the competing interests of the parties can best be resolved by
negotiations. Some hydroelectric qualifying facilities or non-hydroelectrc
qualifying fagilities of five megawatts’ or less capacity may desire to
negotiate contracts with a utility, rather than to accept the standard contract
rates and provisions set by this Commission. Although we have discussed
negotiated contracts in terms of nonhydroelectric qualifying facilities of more
than five megawatts capacity, this option is of course avaiTable to other
qualifying facilities as well.

Another concern addressed at these hearings was protection for the
utilities against the financial Toss they might otherwise suffer if a
qualifying facility with a long-term contract at levelized rates defaults after
receiving overpayments during the early part of the contract. If such a
qualifying facility were bankrupt, the utility might have no means of recouping
the amount by which the overpayments exceeded what the facility would have
recejved under the standard variable rate. The posting of a surety bond at the
time such a contract is signed would provide such protection; however,

36



GENERAL ORDERS - ELECTRICITY

t

testimony at the hearing was divided as to whether such bonds are currently
available. Duke suggested other means to achieve the same protection,
including performance insurance, an irrevocable letter of credit, or a suspense
or escrow account. The Commission will not reguire such protection of
hydroelectric qualifying facilities or of nonhydroelectric qualifying
facilities of five megawatts or less capacity contracting at standard rate
options since these projects do not pose the increased risks that justify such
guaranties. For nonhydroelectric qualifying facilities of more than five
megawatts capacity, the Commission concludes that the appropriate surety or
other protection is a matter best left to negotiation.

Negotiated contracts between a utility and a qualifying facility should,
upon execution, be submitted to the Commission. The Commissfon will conduct a
general review of such contracts to determine whether they comply with the
provisions of this Order. If it appears that they do, such contracts will be
approved for filing with the Commission. The Commission may, on its own
motion, conduct further, more detailed review of the contracts at that time by
way of such hearings or other proceedings as it may order. Further, such
contracts, after being approved for filing, shall be subject to review in the
context of the utility's next filed general rate case or a complaint
proceeding, just as would any other contract by the utility. By this
procedure, the Commission seeks to insure that a meaningful and public review
is conducted as to such contracts.

EVIDENCE AND CONMCLUSION FOR FINDING OF FACT NO. 3

The evidence supporting this finding 1s contained in the testimony of
Nantahala witness Tucker. The Commission concludes that Nantahala should not
be required to offer any standard long-term levelized rate options to
qualifying facilities because the unique nature and circumstances of
Nantahala's power supply arrangements make such options infeasible. Nantahala
for many years has been unable to serve its load with jts own generating
facilities. Consequently, MNantahala has had to purchase capacity and/or energy
from TVA. Until recently such purchases were made on rate schedules which were
subject to change from time -to time and which thus effectively precluded
Nantahala from being able to contract for qualifying facility capacity and/or
energy on a long-term levelized basis. Nantahala's current power supply
arrangements, as described by witness Tucker's testimony in these proceedings,
are also such that it would be wholly infeasible for Nantahala to offer any
form of Jong-term levelized vate options. Under the January 1, 1983,
Interconnection Agreement between Nantahala and TVA, Nantahala is charged by
TVA monthly for energy purchases on an hour by hour cost basis. The amount
which Nantahala pays TVA for energy purchases s dependant upon TVA's cost.
The Agreement alse provides for monthly variations in the amount Nantahala must
pay to TVA for capacity purchases based upon commitments Nantahala must make to
TVA each month prior to making such capacity purchases. Thus, the Commi$sion
concludes that because of Nantahala's contractual arrangements for the purchase
of capacity and/or energy from TVA and the inherent uncertainty and monthly
variations involved 1in such arrangements, it is not feasible to require
Nantahala to offer any form of standard long-term Tevelized rate options to
qualifying facilities. We will, as hereinafter provided, set a variable rate
for Mantahala.

37



GENERAL QRDERS - ELECTRICITY

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT ﬁO. 4

The evidence pertaining to Nantahala's calculations of avoided cost rates
is contained in the testimony of Nantahala's witness Tucker. Witness Tucker
testified that the provisions in its proposed Rate Schedule CG are designed to
exactly parallel the terms of Nantahala's Interconnection Agreement with TVA.
Nantahala purchases from TVA the capacity and energy needed to serve that
portion of HNantahala's load which 1is over and above what Nantahala's own:
generating resources can produce. Since purchases of capacity and/or energy by
Nantahala from qualifying facilities would generally reduce what WNantahala
would otherwise purchase from TVA under that Interconnection Agreement, the
amounts which Nantahala proposes to pay qualifying facilities for capacity
and/or energy sold to Nantahala are geared to the savings or costs under that
agreement.

The Commission notes that no other party to this proceeding presented an
evaluation or took issue with” Nantahala's proposed rate schedule or purchase
power agreement, and concludes that they should be approved.

EVIDENCE AND CONCLUSION FOR FINDINGS OF FACT NOS. 5 AND 6

The evidence pertaining to Vepco's calculations of aveided costs is
contained in the testimony and exhibits of Vepco witnesses Pierce, Hug, Rooney
and Carney, Cogentrix witness Marcus and Pubiic Staff witness Carrere.

The Public Staff supported the rates proposed by Vepco, except it
recommended that the Tong-term levelized rates contained in Schedule 19H be
extended to include nonhydro projects having a capacity of 5 MW or less.

Cogentrix supported the rates proposed by Vepco, except it objected to the
method of allocating long-term capacity credits over the 1ife of the contract.
Cogentrix witness Marcus recommended a "real carrying charge rate" methodology
instead of the 'present value" approach used by Vepco. The Cogentrix
methodology would result in high capacity credits in the earlier years of the
contract and lower capacity credits in the later years of the contract.

The Commission concludes that the Tlong-term Tlevelized rates proposed by
Vepco in Schedule 19H should be approved, except that they should be extended
to include nonhydro projects having 5 MW or less capacity. The Commission
further concludes that the rates proposed by Vepco in Schedule 19 should be
approved, except for the Tlong-term leveliized rates contained therein as
discussed elsewhere herein.

Vepco proposed modifications to its standard contracts with qualifying
facilities which were generally uncontested. Cogentrix objected to provisions
in the standard contracts which discount QF capacity if such capacity is
provided less than 90% of the time. Cogentrix contended that such provisions
were discriminatory because Vepco's own generating units don't operate at least
90% of the time. There was relatively little discussion on the issue.

The Commission notes that other parties did not contest the issue, and is
of the opinion that the matter can best be handled outside of this proceeding
under NCUC Rule R1-9 if Congentrix desires to pursue the matter. Therefore,
the Commission concludes that the modifications should be approved as proposed.
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EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NDS. 7 AND 8

The evidence pertaining to Duke's calculations of avoided cost rates is
contained in the testimony and exhibits of Duke withesses Freund and Denton,
Public Staff witness Hsu, Cogentrix witness Marcus and Hydro-Energy Association
withess Wilson. Other witnesses testified .generally with respect to
determination of avoided costs but not specifically with respect to Duke's
calculations.

Witness Freund explained that the avoided fuel expenses and variable 0 & M
expenses for the 1985 - 1993 period were derived by comparing total system
variable costs that would be incurred with and without the presence of 100 MW
of hypothetical QF capacity. The comparisons were made utilizing a production
cost simulation model (PROMOD), and the addition of 100 MW of QF capacity
resulted in the avoidance of certain variable costs during peak and off peak
periods.

Witness Freund further explained that the avoided fuel expenses and
variable 0 & M expenses for the 1994 - 1999 period were derived by escalating
the 1993 avoided variable costs at the rate of 7% per annum. Duke did not base
avoided variable costs for the 1994 - 1999 period on its preduction cost
simulation model because it has no specific plans to add additional generating
units after 1993, and the production cost simulation model would not be
representative for the 1994 - 1999 period where reserve margins drop below
acceptable levels unless additional generating units are added. Rather than
add hypothetical undesignated units in its production cost simulation model for
the 1994 - 1999 period, as Carolina Power & Light did, Duke simply extrapolated
the production cost simulation model results for 1993 to the 1994 - 1999 period
using a cost escalation factor.

The Public Staff did not object to Duke's methodology for deriving avoided
variable costs or energy credits, except for an adjustment to recognize working
capital as discussed below.

Witness Freund explained that the avoided fixed costs (or capacity
credits) for the 1985 - 1999 period were derived based on the costs of new
combustion turbine (CT) capacity. He contended that if additional generating
units are more capital intensive than a CT, they must produce sufficient fuel
cost savings to the system to justify the additional capital investment, and
that therefore the CT represents the theoretical maximum net capital investment
in additional capacity. For example, withess Freund explained that
substitution of QF capacity for a base load coal plant would result in (1)
avoidance of carrying charges on the coal plant investment, and {2} loss of the
fuel cost savings which would have been available from the hase load coal
plant.

Public Staff witness Hsu supported the use of a CT to calculate capacity
credits. She explained that such capacity credits can be determined using
either a base load unit or a peaking unit, and that the two methods should
yield very similar results if other things remain equal. Cogentrix witness
Marcus also conceded that using a CT to calculate capacity credits for the 1985
~ 1993 period was not inappropriate, although he objected to such use for the
1994 - 1999 period. Witness Marcus recommended the use of a base load coal
plant for calculating capacity credits for the 1994 - 1999 period.
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Hydro-Energy Association witness Wilson recommended that capacity credits
be determined based on a plant already under construction, either Catawba or
Bad Creek, as a proxy for future avoided capacity. However, Duke witnesses
Denton & Freund testified that the Catawba nuclear plant is nearing completion
and cannot be avoided, and that the Bad Creek pumped storage plant cannot be
deferred because of its federal licensing as a hydro facility. They also
testified that Duke might be able to refurbish generating units which are
currently in cold shutdown status if the cost should prove to be lower than a
new generating unit.

The Commission is of the opinjon that capacity credits may apprepriately
be based on CT generating units, and that the advantages of using a CT for such
calculations outweigh the disadvantages. Use of a CT provides a more accurate
measure of capacity cost per KW in current dbdllars than generating units
requiring longer construction lead times and more complex facilities subject to
greater regulatory and environmental uncertainties. A CT 4is an appropriate
proxy for the capacity related portion of the total costs of a generating unit,
whether such unit is a base load unit or a peaking unit.

The Commission is further of the opinion that the avoided cost of a
utility system is not necessarily unit specific. For example, the avoided
energy costs derived from the various sceparios simulated by PROMOD reflect the
differences in generation mix between the various scenarios. If a new
generating unit is added to the system, the dispatch and overall operation of
each pre-existing generating unit is affected. Any change in generation mix
results from a different dispatch of all generating units together as a whole,
and not from dispatching the new generating unit alene.

The Commission concludes that there js no inconsistency hetween the use a
CT for calculating capacity credits, the use of PROMOD for calculating energy
credits for 1985 - 1993, and the use of an extrapolation of PROMOD for
calculating energy credits for 1994 - 1999. The PROMOD model includes
additional fuel costs for CT units as well as for base load units, and the
resulting fuel mix still approximates base 1load fuel costs because the
resulting generation mix is predominantly base load, regardless of what type of
generating unit is the latest unit added (or avoided). The CT investment cost
is a proxy for the additional capacity related portion of the predominantly
base Tload generation mix in current dollars, and the 1994 - 1999 extrapolation
of PROMOD represents a predominantly base load generation mix which still
inctudes an appropriate amount of CT generation.

Public Staff witness Hsu proposed an adjustment to Duke's energy credit
calculations. She pointed out that Duke failed to include an allowance for
working capital in its calculation of avoided variable costs (or energy
credits). She recommended an adjustment to said energy credits which would
recognize a 4% working capital allowance, hased on the same methodology used by
Carolina Power and Light. The 4% working capital allowance recommended by
witness Hsu includes recognition of the fuel inventory which witness Hsu
eliminated from the capacity credit calculations discussed below.

The Commission concludes that the recommended adjustment by witness Hsu to
apply the fuel inventory carrying costs as energy related costs instead of
capacity related costs 1is appropriate, particularly in view of the above
discussion that capacity related expenses are not necessarily unit specific
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anyway. The Commission also adopts the methodology recommended by witness Hsu
for calculating energy related working capital for Duke, which includes fuel
inventory carrying costs and cash working capital at an overall rate of 4%.

Public Staff witness Hsu also proposed three additional refinements or
adjustments to Duke's capacity credit calculations. First, she pointed out
that Duke failed to reflect any general plant associated with avoided
generating plant in its capacity credit calculations, and she utilized the
Carolina Power and Light method to derive her proposed adjustment to Duke's
capacity credits in order to recognize the effects of avoided general plant.

Next, as discussed earlier, witness Hsu removed fuel inventory carrying
costs from the capacity credit calculations and instead included such fuel
inventory carrying costs in the working capital component of the energy credit
calculations. She determined that fuel inventory carrying costs are not
capacity related, but rather are energy related and should be included in the
epergy credits.

Finally, witness Hsu utilized a 20% reserve margin instead of the 89.1%
availability factor utilized by Duke in calculating the capacity credits. She
pointed out that the 20% reserve margin is one which has been repeatedly used
and approved by this Commission.

The Commission notes that the adjustments recommended by witness Hsu are
consistent with the Commission's treatment of Duke's capacity credit
calculations in the previous avoided cost proceeding, and are also consistent
with such calculations by Carolina Power and Light. The Commission concludes
that the recommendations by witness Hsu should be adopted.

Duke also proposed a modification to its Purchased Power Agreement which
emphasizes to the power producer the need to obtain all necessary licenses and
permits, fncluding a Certificate of Public Convenience and Necessity from the
North Carolina Utilities Commission. The Commission concludes that the
modification should be approved as proposed. 1In this connection, the
Commission reminds all utilities of its October 25, 1984 Order requiring them
to ensure that qualifying facilities obtain a certificate of public convenience
and necessity from this Commission prior to the time a contract for the sale
and purchase of electricity is signed.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 9

The evidence pertaining to CP&L's calculations of avoided cost rates is
contained primarily in the testimony and exhibits of CP&L witnesses Edge and
King, Public Staff witness Hsu, Cogentrix witness Marcus, Hydro-Energy
Association witness Wilson, Texasgulf witness Edmiston, and Kudzu witness
Eddleman.

Witness King explained that the avoided energy costs for the 1985-1993
period was derived utilizing a production cost simulation model (PROMOD) which
reflected the generating units either existing or specifically planned for the
system. He explained that the avoided energy costs for the 1994-1999 period
were derived from PROMOD which reflected three undesignated base load coal
generating units added after 1993.
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Witness King explained that the avoided capacity costs for the 1985-1999
period were derived based on the costs of a new combustion turbine (CT). He
testified that using a CT or peaking wunit as the basis for calculating the
capacity credits had many advantages over using a baseload unit as the basis
for such calculation. Among these he asserted were rate stability over time,
support by economic theory, the provision of correct long-term price signals,
the avoidance of controversy or confusien regarding which baseload unit should
be used as the "avoidable" unit and the associated problem of accurately
camputing the fuel savings to be subtracted from the cost of such avoidable
unit.

Public Staff witness Hsu testified that she did not oppose the use of a CT
as the basis for calculating the capacity credits. However, she insisted that
if a CT were to be used for calculating .avoided capacity costs then the
determination of the aveided energy costs should be made in a manner consistent
with that approachk. She contended that using PROMOD to produce energy credits
for the 1994-1999 period (reflecting three undesignated base load coal units)
while using a CT to produce capacity credits for the 1994-1999 period was
inconsistent.

Cogentrix witness Marcus, Hydro-Emergy Association witness Wilson, and
Texasgulf witness Edmiston all objected to using a CT to calculate capacity
credits while using additional base Toad coal units to calculate energy
credits. They all agreed that the capacity credits should be calculated using
a baseload coal plant under such circumstances. Witness Marcus proposed that
capacity credits be based on & CT for the 1985-1993 perfod, and on an
undesignated base load coal plant for the 1994-1998 period. Witness Wilson
proposed that a minimum 6¢ per kwh rate be established based on Mayo 2 at a 60%
capacity factor. Witness Edmiston also proposed using Mayo 2 to calculate
capacity credits for the 1994-1999 period.

Kudzu witness Eddleman contended that Harris I was CP&L's avoided cost
unit, that Harris 1 should be cancelled, and that the avoided cost of
cancelling Harris I would be approximately 17¢ per kwh.

As discussed earlier herein regarding the capacity credit calculations for
Duke Power Company, the Commission is of the opinion that the advantages of
using a CT generating unit for making capacity credit calculations outweigh the
disadvantages, and that capacity credits may appropriately be based on a CT.

Furthermore, as discussed earlier herein regarding avoided cost
calculations for Duke, the Commission does not see any "mix or match" problem
with using a CT to calculate capacity credits while using a predominately base
load generation mix to calculate energy credits. The capacity credits and the
energy credits are not generating unit specific, but are based on variations in
the overall generation mix which result from adding capacity.

The energy credits recognize increased amounts of CT generation as well as
increased amounts of base load generation, even through the overall generation
mix remains predominately base Toad.

The capacity credits are based on the capacity related portion of the

fixed costs of generation; i.e., that portion of the fixed costs which is not
offset by fuel cost savings due to using a base load unit instead of a peaking
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unit. The capacity credits recognize an increased amount of such capacity
related portion of the fixed costs of generation.

The Commission concludes that proposed Rate Schedule CSP-9 for CP&L is
reasonable and should be approved, except for the availability of standard
long-term levelized rate options as discussed elsewhere herein.

CP&L also proposed to exclude future changes due to general rate increases
or fuel charge adjustments from its calculations for variable energy credits,
since such credits are based on estimated future costs and not on historic or
normalized costs as in general rate cases or Tfuel charge adjustment
proceedings. No party contested the propesal, and the Commission concludes
that it should be approved. -

CP&L further proposed certain modifications of its Terms and Conditions
for Purchase of Electric Power which were uncontroversial and uncontested in
the proceeding. The Commission conciudes that they should be approved as
proposed.

Each major utility in this proceeding has modeled its avoided energy costs
by using a production cost simulation model known as PROMOD. PROMOD is a
state-of-the-art computer program commonly used for such purposes. The primary
controversy concerning the use of PROMOD was the contention by several
intervenors that the input assumptions were contrelled by the utilities.
Witness Wilson contended that the developer of a potential qualifying facility
and the Commission should have access to data that is needed to fully assess
the accuracy and validity of the results from any production cost simulation
model used by a utility to calculate avoided costs.

The Commission Order of May 11, 1984, in this docket required extensive
documentation of imput data and output summaries of all production cost
simulations to be filed by each utility as part of the Company's response to
the Commission's Cogeneration Data Request contained in said Order. The
Commission is of the opinion that the reporting requirements associated with
the Cogeneration Data Request provided sufficient documentation of PROMOD
inputs and outputs used in this proceeding. The Date Request included results
of PROMOD runs used in the proposed rate designs along with other PROMOD
scenarios which were not used but were provided for informational purposes.
During the course of this proceeding, all parties had the opportunity to avail
themselves of such information.

The Commission notes that no intervenor party presented its own
calculations utilizing an alternative production cost simulation model in
conjunction with the input data and output summaries contained in the various
Company responses to the Cogeneration Data Request. However, the Commission is
more than willing to consider calculations based on alternative production cost
simulation modals in the future, especially those production cost simulation
models which might be in the public domain so that all parties would have equal
access to the inner mechanics of the model as well as to the input data and
output summaries.
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EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 10 AKND 11

The evidence pertaining to interconnection practices is contained in the
testimony and exhibits of Duke witnesses Denton and Price; CP&L witness Edge;
Vepco witnesses Pierce, Carney and Rooney; Public Staff witness Carrere;
Hydro-Energy witnesses Wilson, Powers, Mierek and Pickelsimer; and Microhydro
witness Turner.

The discussion. of interconnection practices involved primarily three
issues: (a) the type of equipment reasonably required for interconnections;
(b) the reasonable cost of such equipment; and (c) the methods of payment by
qualifying facilities for interconnects.

Witness Turner contended that small projects should be allowed to forego
demand meters or other esquipment which rendered the cost of interconnections
too high for such small projects. He contended that the equipment required by
the utilities for interconnections was over-designed and over-priced, with wide
disparities between companies as to the equipment and prices specified. _

Hydro-Energy witnesses Powers, Pickelsimer and Mierek all testified to
problems they encountered in attempting to contract with Duke, such probiems
being primarily related to disputes over the cost and type of equipment
required by Duke for interconnection. Witness Wilson also suggested that the
utilities were maintaining very strict interconnection standards as a way of
discouraging qualifying facilities. Hydro-Energy contends that interconnection
facilities for qualifying facilities are not the same as extra facilities for
consuming customers, and that they should be subject to different standards.
In particular, Hydro-Eneray recommends that the QF be allowed to specify and
own the interconnection equipment.

The Public Staff recommended that a QF be allowed to specify and purchase
its own interconnection equipment subject to the utilities review and approval
based on reasonable standards.

The utility witnesses all pointed out that interconnection practices are
required by FERC to be the same for a QF as for a consuming customer, and that
the utilities adhere teo such a policy. Witness Carrere also conceded this
point. The witnesses further pointed out that the utilities are all subject to
the requirements of the ANSI National Electric Safety Code whereas a QF is not.

The Commission is of the opinion that dinterconnection practices which
treat qualifying facilities and consuming customers alike would seem reasonable
and proper. The Commission also notes that under the current North Carolina
Utilities Coémmission rulés, if a QF does not agree with the equipment
specified by a utility for interconnects, the QF can seek relief by filing a
formal complaint under North Carolina Utilitjes Commission Rule R1-9.
Furthermore, it is unclear why the approach recommended by the Public Staff
would be more equitable or efficient than the present approach, since the
Commission would have to arbitrate disagreements between the QF and the utiiity
anyway.

Generally speaking, the Commission is of the opinion that the utility

should install and own the interconnection facilities on the utility side of
the interconnect, and that specifications for such interconnect facilities

a4
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should conform to the standard practices of the utility. The utility may
provide, under mutual agreement with a QF, facilities and equipment on the QF
side of the finterconnect, and in such cases the costs and payments for ‘the
interconnect should be computed on the same basis as for other customers of the
utility.

The Commission concludes that the current practices of the utilities
regarding the type of equipment specified for interconnects should not be
revised in this proceeding, and that any disagreements regarding such practices
can best be handled on a case-by-case basis under North Carolina Utilities
Commission Rule R1-9.

In a closely related issue, the various intervenor witnesses also
contended that the cost of interconnects was unreasonably high and was
arbitrarily established regardless of what type equipment was used. 1In
particular, the testimony cited Duke's refusal to supply a list of equipment
and prices for each item of equipment comprising the overall interconnect
charge assessed by Duke to a QF.

Duke objected to making the detailed interconnect information available
publicly, contending that Duke is able to purchase such equipment at quantity
discounts resulting in a savings for all of 1its ratepayers, and that such
ability to command quantity discounts would be jeopardized if itemized price
information were released to the public. Duke stated its willingness to
disclose to the Commission the equipment price information broken down into
four broad categories: metering, transformation, 1ines and services, and
protective equipment.

Public Staff witness Carrere recommended that the utilities be required to
provide a QF with a list of the equipment specified for an interconnect in such
detail as will allow an independent evaluation of the reasonableness of the
interconnect charge by the QF. Such a proposal seems reasonable, provided such
detail does not include individualized price information which would compromise
the utility's ability to obtain guantity discounts in its equipment purchases.

The Commission is of the opinion that a 1ist of the major items of
equipment specified for an interconnect should be furnished to each applicable
QF upon request. Said major items of equipment should be grouped under
functional categories such as Metering, Transformation, Lines and Services, and
Protective Equipment. Installed costs should be given for each functional
category.

Certain intervenors contended that the method of payments Duke required
from QFs was unreasonable. CP&L and Vepco both allow a QF to pay the cost of
the interconnect "up front", rather than pay monthly carrying charges on such
cost. Duke does not,

The Public Staff recommended that each utility be required to offer two
options for payment of jnterconnect costs by a QF: (a) the utility to purchase
and install the interconnect equipment, with payment "up front" by the QF; and
(b) the QF to purchase the interconnect equipment and dohate said equipment to
the utility as a contribution in aid of construction.
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The Commission is of the opinion that the current practices of the
utilities regarding interconnect practices should not be revised generically in
this proceeding since such practices are applied equally to a QF and to a
consuming customer alike. Such practices can best be handled on a case-by-case
basis under North Carolina Utilities Commission Rule R1-9. The Commission
notes that there have been no formal complaints filéd recently under North
Carolina Utilities Commission Rule R1-9 addressing interconnection practices.

EVIDENCE AND CONCLUSTON FOR FINDING OF FACT RO. 12

The support for this finding of fact is found in the Commission's Order on
Wheeling of Power issued on January 11, 1982, in Docket E-100, Sub 41 and the
FERC Order of October 31, 1984, in Docket No. EL84-27-000, both of which the
Commission judicially notices.

Both Hydro-Energy witness Wilson and KUDZU witness Eddleman recommended
that the Commission set wheeling rates for the utilities involved in this
proceeding. However, the Federal Energy Regulatory Commission recently issued
an Order in Docket No. EL84-27-000 holding that it has exclusive jurisdiction
to set rates for the wheeling of power generated by qualifying facilities where
the system over which the power is wheeled is interconnected and capable of
transmitting energy across a state boundary even though a particular wheeling
is within a single state. Since it is undisputed that all four utilities
involved in this proceeding are connected to interstate transmission
facilities, the FERC has sole authority to set wheeling rates for these
utilities, and this Commission has no such authority. In addition to its
authority over wheeling rates, FERC has limited authority under PURPA to order
a utility to wheel power.

In this Commission's 1982 Order on Wheeling Power, the Commission
encouraged the utilities in this state to work with qualifying facilities on a
case-by-case basis as requests for wheeling services arise. The Commission
noted, "Where agreement can not be reached, it would be appropriate for this
Commission or the FERC, as appropriate, to consider appropriate action in a
complaint proceeding initiated under applicable rules." The Commission now
reaffirms this approach. Should there arise issues that cannot be resolved by
negotiations between the utilities and the qualifying facilities involved and
that are within the jurisdiction of this Commission, such issues should be
presented to this Commission by way of a complaint proceeding.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 13

Several witnesses--including CP&L witness Edge, Vepco witnesses Pierce and
Hug, Public Staff witness Hsu, Cogentrix witness Dowling, and Texasgulf withess
Edmiston--testified as to whether the Commission should consider dinterim
adjustments to the rates set during biennial proceedings.

FERC Regulation Section 292.302(b) requires electric utilities to make
available data from which avoided costs may be derived "not less often than

every two years . . ." G. 5. 62-156(b) requires this Commission to determine
avoided cost rates to be paid by electric utilities to small power producers
"at least every two years . . ." Thus, two years is a maximum, not a minimum,

time for review of avoided cost rates. In the past, the Commission has held
biennial proceedings to set avoided cost rates pursuant to Section 210 of PURPA
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and G. 5. 62-156. In December of 1983, CP&L filed a petition with the
Commission seeking a freeze on the availability on its previocusly approved
long-term avoided cost rate options and approval of new long-term avoided cost
rates. The Commission set a hearing on the petition; however, it subsequently
continued that hearing and consolidated proceedings on CP&L's petition with the
present biennial proceedings. The Commission allowed CP&L's proposed new
long-term avoided cost rates into effect pending these proceedings.

Most of the witnesses who testified on this subject in the present
proceedings opposed Commissien consideration of requests for interim
adjustments of avoided cost rates. They cited the need for certainty in the
rates and the regulatory burden on the Commission and the parties resuTting
from more frequent proceedings.

The Commission continues to feel that PURPA and G. S. 62-156 should be
implemented by biennial proceedings such as the present one. Still, nothing in
the federal or state statutes prohibits utilities from seeking to change
avoided cost rates more frequently, and we believe that it would be premature
for us either to forbid such filings or to define the circumstances that might
Justify such filings. Thus, we will continue the practice of biennjal
proceedings while retaining sufficient flexibility to consider interim
proceedings should circumstances justify such in the particular case.

IT 1S, THEREFORE, ORDERED as follows:

1. That CP&L, Duke and Vepco should, and are hereby ordered to, offer
long-term levelized rates for five-year, ten-year and 15-year periods as
standard options to qualifying facilities which are either (a) hydroelectric
generating facilities of 80 megawatts or less capacity which are owned or
operated by a small power producer as that term is defined in G.S. 62-3{27a) or
(b) any other qualifying facility which has a genérating capacity of five
megawatts or less; that the standard levelized rate options of ten or more
years should include a condition making contracts at those options renewable
for subseguent term(s) at the opticn of the utility on substantially the same
terms and provisions and at a rate either (1) mutually agreed upon by the
parties negotiating in good faith and taking into consideration the utility's
then aveided cost rate and other relevant factors or (2) set by arbritation;
that CP&L, Duke and Vepco should offer nonhydroelectric qualifying facilities
with generating capacities of more than five megawatts the options of contracts
at variable rates set by the Commission or contracts at negotiated rates and
terms; and that Nantahala should not be required to offer any long-term
levelized rate options to qualifying facilities;

2. That the rate schedules, contracts, and terms and conditions proposed
in this proceeding by Carolina Power & Light Company, Nantahala Power and Light
Company, and Virginia Electric and Power Company and summarized as to rates on
Appendices B, C and D, respectively, are hereby approved, subject to those
modifications required by ordering paragraph 1 above;

3. That the rate schedules, contracts and terms and conditions proposed
in this proceeding by Duke Power Company are hereby approved, subject to the
modifications as to rates as discussed herein and shown on Appendix A attached
hereto and further subject to those modifications required by ordering
paragraph 1 above;
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4, That Carolina Power & Light Company, Duke Power Company, MNantahala
Power and Light Company, and Virginia Electric and Power Company shall within
10 days after the date of this Order file rate schedules, contracts and terms
and conditions implementing the findings, conclusions and ordering paragraphs
herein; and

5. That all utilities shall, upon request by a qualifying facility,
furnish a 1ist of the major items of equipment specified for an interconnect;
that said major jtems should be grouped under functional categories, such as
Metering, Transformation, Lines and Services, and Protective Equipment; and
that installed costs shall be given for each functional category.

ISSUED BY ORDER OF THE COMMISSION.
This the 22nd day of January 1985,
NORTH CAROLINA UTILITIES COMMISSION
{SEAL) Sandra J. Webster, Chief Clerk

APPENDIX A
DUKE POWER COMPANY
Avoidad Cost Rates

Variable Fixed Long-Term Rates
Rate 5-Year 10-Year 15-Year
I. Capacity Credit
a. All On-Peak Energy per
On-Peak Month per KwH: 1.50¢ 1.61¢ 1.7¢¢ 1.96¢
h. A1l On-Peak Energy per
0ff-Peak Month per KwH: 0.89¢ 0.96¢ 1.07¢ 1.17¢
II. Energy Credit
a. A1l On-Peak per
Month per KWH: 2.89¢ 3.13¢ 3.67¢ 4,18¢
b. A1l Off-Peak Energy
per Month per KWH: 2.16¢ 2.36¢ 2.75¢ 3.15¢
APPENDIX B

CAROLINA POWER AND LIGHT COMPANY
Avoided Cost Rates

Variable Fixed Long-Term Rates
Rate 5-Year 10-Year 15-Year

I. Capacity Credit .
a. On-Peak KWwH (¢/kwh) Summer 1.440 1.407 1.516 1.644

b. On-PeaK KWwH (¢/kwh) Non-Summer 1.238 1.209 1.303 1.413

I1. Energy Credit
a. On=-Peak KwH (¢/kwh) 3.484 3.908 4.707 5.513

b. Off-Peak KWH (¢/kwh) 2.800 3.200 3.753 4.374
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APPENDIX C

NANTAHALA POWER & LIGHT COMPANY

Avoided Cost Rate

Capacity Credit
Rate in $/kw paid by Nantahala to TVA as a capacity (normal term power)

charge for purchases during the month as determined from Nantahala's TVA

billing. (Currently estimated to be $7.56/kw)

Energy Credit

Average rate in ¢/kwh paid by Nantahala to TVA as an energy charge for
purchases during the billing month as determined from Nantahala's TVA
{Currently estimated to be from 2.7¢/kwh to 3.3¢/kwh)

billing.

A. Schedule 19H

APPENDIX D

VIRGINIA ELECTRIC AND POWER COMPANY

Avoided Cost Rates

Fixed Long-Term Rates

5-Year 10-Year 15-Year
I. Capacity Credit
ATl On-Peak Energy
per kwh 0.844¢ 0.957¢ 1.242¢
II. Energy Credit
a. All On-Peak Energy
per kwh 4.742¢ 5,799¢ 6.562¢
b. A1l Off-Peak Energy
per kwh 2.890¢ 3.363¢ 3.781%
B. Schedule 19
I. <fapacity Credit
ATl On-Peak Energy per kwh:
FIXED LONG TERM RATES
YRS RATE YRS RATE YRS RATE YRS RATE
1-9 0.844¢ 17 1.339¢ 25 1.701¢ a3 2.058¢
10 0.957¢ 18 1.386¢ 26 1. 745¢ 34 2.103¢
11 1.022¢ 19 1.432¢ 27 1.789¢ 35 2.149¢
12 1.082¢ 20 1.477¢ 28 1.834¢ 36 2.195¢
13 1.138¢ 21 1.522¢ 29 1.878¢ 37 2.241¢
14 1.191¢ 22 1.567¢ 30 1.923¢ 38 2.287¢
15 1.242¢ 23 1.612¢ 31 1.968¢ 39 2.333¢
16 1.291¢ 24 1.656 32 2.013¢

II. Energy Credit

A. A1l On-Peak Energy per kwh
B. A1l Off-Peak Energy per kwh

Variable Rate
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DOCKET NO, E-100, Sub 41A
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of
Biennial Determination of Rates for Sale and Purchase of ) ORDER APPROVING
Electricity Between Electric Utilities and Qualifying ) RATE SCHEDULES
Facilities 3

BY THE COMMISSION: On January 22, 1985, the Commission jissued its Order
in this proceeding establishing the rates and contract terms and conditions for
the sale of electricity by qualifying facilities to: the public utilities
involved in this proceeding. That Order requires Carolina Power & Light
Company, Duke Power Company, Yirginia Electric and Power Company, and Nantahala
Power and Light Company to file rate schedules and contracts implementing the
terms of the Order.

On January 30, 1984, HNantahala filed its rate schedule and standard
contract with the Commission. The rate schedule provides for an effective date
of January 22, 1985. On February 1, 1985, CP&L, Duke, and Vepco filed their
vrate schedules and standard contracts, each indicating an effective date of
February 1, 1985. On February 5, 1985, CP& filed a corrected copy of its
terms and conditions correcting certain typographical errors.

The Commission, having reviewed the filings, finds good cause to approve
the rate schedules and standard contracts filed by the utilities herein.

IT IS, THEREFORE, ORDERED that the rate schedule and standard contract
form filed in this cause by Nantahala on January 30, 1985, and the rate
schedules and standard contract forms filed by CP&L (as corrected on
February 5, 1985), Duke, and Vepco on February 1, 1985, should be, and the same
hereby are, approved as of the effective dates stated therein.

ISSUED BY ORDER OF THE COMMISSION.
This the 6th day of February 1985.
NORTH CAROLINA UTILITIES COMMISSION
{SEAL) Sandra J. Webster, Chief Clerk

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

In the Matter of
Filing by Western Carolina University of ) RECOMMENDED ORDER
Proposed Rates and Contract Terms and ) ESTABLISHING RATES AND
Conditions to be Offered to Small Power ) CONTRACT TERMS FOR WESTERN
Producers and Cogenerators ) CAROLINA UNIVERSITY

HEARD IN: SWAIN COUNTY COURTHOUSE, Sylva, North Carelina on Thursday,
November 8, 1984, at 8:30 a.m.
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BEFORE: David F. Creasy, Hearing Examiner
APPEARANCES:
For the Applicant:

Diane K.McDonald, Legal Counsel, 530 H. F. Robinsen Building,
Western Carolina University, Cullowhee, North Carolina 28723

For the Public Staff:

Gisele L. Rankin, Staff Attorney, Public Staff-North Carolina
Utilities Commission, Poest Office Box 29520, Raleigh, North
Carolina 27626-0520

Fer: The Using and Consuming Public

BY THE HEARING EXAMINER: These proceedings are related to the third
biennial proceedings held by this Commission pursuant to the provisions of
Section 210 of the Public Utility Regulatory Policies Act of 1978 (PURPA) and
the Federal Energy Regulatory Commission (FERC) regulations implementing those
provisions which delegated respensibilities in that regard to this Commission.
Said biennial proceedings were also held pursuant to the responsibilities
delegated to this Commission pursuant to N.C.G.S5. 62-156(b) to establish rates
for small power producers as that term is defined in N.C.G.5. 62-3{27a).

Section 210 of PURPA and the regulations promulgated pursuant thereto by
FERC prescribe the responsibilities of FERC and of State regulatory
authorities, such as this Commission, relating to the development of
cogeneration and small power production. Section 210 of PURPA requires the
FERC to prescribe such rules as it determines necessary to encourage
cogeneration and small power production, including rules requiring electric
utilities to purchase electric power from, and to sell electric power to,
cogeneration and small power production facilities. Under Section 201 of
PURPA, cogeneration facilities and small power production facilities which meet
certain standards and which are not owned by persons primarily engaged in the
generation or sale of electric power can become "qualifying facilities", and
thus become eligible for the rates and exemptions to be established in
accordance with Section 210 of PURPA.

Cogeneration facilities are generally those which simultanecusly produce
two forms of useful energy, such as electric power and steam. The dual use of
such energy has the obvious potential of producing substantial and significant
savings in the cost of producing electricity, and also the potential for
reducing the cost of electricity to ratepayers if such savings can be passed on
to the ratepayers.

Small power production facilities, by definition in the pertinent statutes
and FERC regulations, include electric generatipg facilities which use waste,
biomass, or "renewable resources" for energy. Such "renewable resources" are
specifically defined to inctude wind, solar, and water energy.

Each electric utility is required under Section 210 of PURPA to offer to
purchase available electric energy from cogeneration and small power production
facilities which obtain qualifying status under Section 201 of PURPA. For such
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purchases, electric utilities are required to pay rates which are just and
reasonable to the ratepayers of the utility, which are in the public interest,
and which do not discriminate against cogenerators or small power producers.
The FERC regulations require that the rates electric utilities pay to purchase
electric energy and capacity from qualifying cogenerators and small ‘power
producers shall reflect the cost that the purchasing utility can avoid as a
result of obtaining energy and capacity from these sources, rather than
generating an equivalent amount of energy itself or purchasing the energy or
capacity from other suppliers.

The implementation of these rules was delegated to the State regulatory
authorities with respect to the electric utilities regulated by them. That
implementation may be accomplished by the issuance of regulation on a
case-by-case basis or by any other means reasonably designed to give effect to
the FERC's rules.

This Commission at the outset determined to implement Section 216 of PURPA
and the related FERC regulations by holding biennial proceedings. The current
generic proceeding was the third such proceeding to be held by this Commission
since the enactment of PURPA. In each of the prior two generic proceedings,
the Commission had determined separate avoided cost rates to be paid by each of
the affected electric utilities to the respective qualifying facilities which
are interconnected with them. The Commission had also reviewed and approved
other related matters invalving the relationship between the electric utilities
and the respective qualifying facilities interconnected with them, such as
terms and conditions of service, contractual arrangements, and interconnection
charges.

The third biennial proceeding also invelved the carrying out of this
Commission's duties under the mandate of N.C.G.S. 62-156, which was enacted by
the General Assembly in 1979. N.C.G.S. 62-156 provides that "no later than
March 1, 1981, and at least every two years thereafter" this Commission shall
determine the rates to be paid by electric utilities for power purchased from
small power producers according to certain standards prescribed therein. Those
standards generally approximate those which are prescribed in the FERC
regulations regarding factors to be considered in the determination of avoided
cost rates. The definition of the term small power producer is more
restrictive in N.C.G.S. 62-156 than the PURPA definition of that term, in that
it includes only hydroelectric facilities of 80 megawattis of less, thus
excluding users of other types of renewable resources and users of some other
resources such as biomass.

On or about February 6, 1984, Western Carolina University filed with the
North Carolina Utilities Commission an application setting forth proposed
rates, terms and conditions to be offered to small power producers and
cogenerators. An order setting a hearing in this matter was issued by the
Commission on April 16, 1984. On April 27, 1984, an order was fissued
rescheduling that hearing to May 1984. On May 11, 1984, a Motion to Intervene
was filed by Richard L. and Lynn C. Hotaling. An Order allowing the
intervention was issued on May 14, 1984, and on the same date an order
rescheduling the hearing to July 1984 was issued. The testimony of witnesses
Jana K. Hemric and Gregory Booth was filed by Western Carolina University on
May 24, 1984. An amendment to the proposed rates was filed by Western Carolina
University on June 6, 1984. On June 19, 1984, the Commission issued an order
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rescheduling the hearing once again to October 1984, On July 6, 1984, Western
Carolina University filed an Amendment to the testimony of Jana K. Hemric. On
October 29, 1984, the Commission issued an order rescheduling the hearing once
again to November 8, 1984.

Concurrently, the third biennial proceeding was specifically implemented
by this Commission's Order Establishing Biennial Proceeding, Requiring Data and
Scheduling Public Hea