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PLACE: Dobbs Building, Raleigh, North Carolina

DATE: Tuesday, February 5, 2019

TIME: 10:00 a.m. - 12:30 p.m.

DOCKET NO: . E-7, Sub 1181
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BEFORE: Chairman Edward S. Finley, Jr., Presiding

Commissioner ToNola D, Brown-Bland

-  Commissioner Jerry C. Dockham

Commissioner James. G. Patterson

Commissioner Lyons Gray

Commissioner Daniel G, Clodfelter

Commissioner Charlotte A. Mitchell

IN THE MATTER OF:

Transfer of Certificates of .. . .

Public Convenience and Necessity

and Ownership Interests in Generating Facilities

from Duke Energy Carolines, LLC,

to Northbrook Carolina Hydro 11, LLC,

and Northbrook Tuxedo, LLC
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Allen Law Offices, PLLC
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FOR NORTHBROOK ENERGY:

Katherine E. Ross, Esq.
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NORTH CAROLINA UTILITIES COMMISSION

PUBLIC STAFF - APPEARANCE SLIP

DATE February 5, 2019

DOCKET #: E-7 Sub 1181, SP-12478 Sub 0,& SP-12479 Sub 0

PUBLIC STAFF MEMBERS Tim R. Dodge & David T. Drooz

ORDER FOR TRANSCRIPT OF TESTIMONY TO BE E-MAILED TO THE

PUBLIC STAFF - PLEASE INDICATE YOUR DIVISION AS WELL AS

YOUR E-MAIL ADDRESS BELOW:

ACCOUNTING
WATER
COMMUNICATIONS
ELECTRIC
GAS

TRANSPORTATION

ECONOMICS

LEGAL tim.dodge@psncuc.nc.gov & david.drooz@psncuc.nc.gov

CONSUMER SERVICES

PLEASE NOTE: Electronic Copies of the regular

transcript can be obtained from the NCUC web site at

https://starwl.ncuc.net/NCUC/page/Dockets/portal.aspx
under the respective docket number.

1  Number of copies of confidential portion of

regular transcript (assuming a confidentiality agreement

has been signed). Confidential pages will still be

received in paper copies.

***PLEASE INDICATE BELOW WHO HAS SIGNED A CONFIDENTIALITY

AGREEMENT" IF YOU DO NOT SIGN, YOU WILL NOT RECEIVE THE
CONFIDENTIAL PORTIONS!! I !

Signature~^f Public Staff Member
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EXECUTION VERSION

ASSET PURCHASE AND SALE AGREEMENT

Dated as of May 15,2018
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by and among ^

NORTHBROOK CAROLINA HYDRO H, LLC,

as Project Purchaser,

NORTHBROOK TUXEDO, LLC,

as Tuxedo Purchaser,

and

DUKE ENERGY CAROLINAS, LLC,

as Seller

PPAB 4209483v7
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BEFORE THE

NORTH CAROLINA UTILmES COMMISSION

Docket No. E-7, Sub 1181
Docket No. SP-12478, Sub 0
Docket No. SP-12479, Sub 0

In the Matter of Transfer of Certificates of

Public Convenience and Necessity
and Ownership Interests in Generating
Facilities from Duke Energy Carolinas, LLC
to Northbrook Carolina Hydro II, LLC and
Northbrook Tuxedo, LLC

JOINT NOTICE OF TRANSFER,
REQUEST FOR APPROVAL OF
CERTIFICATES OF PUBLIC

CONVENIENCE AND NECESSITY,

REQUEST FOR ACCOUNTING
ORDER, AND REQUEST FOR
DECLARATORY RULING

NOW COME Duke Energy Carolinas, LLC ("Duke Energy Carolinas" or

"DEC"), Northbrook Carolina Hydro II, LLC and Northbrook Tuxedo, LLC (collectively

"Northbrook") (together with DEC, collectively, "Applicants"), pursuant to N.C. Gen.

Stat. §§62-110(a), 62-111(a), 62-60, and 1-253 and Commission Rule R8-27 and

respectfully request approval of the sale of five hydroelectric generation facilities (each a

"Facility" and collectively the "Facilities") currently owned and operated by Duke

Energy Carolinas to Northbrook, and transfer of the respective Certificates of Public

Convenience and Necessity ("CPCN") issued or deemed to have been issued by the

North Carolina Utilities Commission. The Facilities have a combined 18.7-megawatt

generation capacity and consist of the Bryson Hydroelectric Generation Facility in Swain

County, North Carolina, the Franklin Hydroelectric Generation Facility in Macon

County, North Carolina, the Mission Hydroelectric Generation Facility in Clay County,

North Carolina, the Tuxedo Hydroelectric Generation Facility in Henderson County,
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North Carolina, and the Gaston Shoals Hydroelectric Generation Facility in Cherokee
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County, South Carolina.' A map of the locations of the Facilities is shown in Exhibit A. ^
uu

Duke Energy Carolinas also petitions the Commission for an accounting order for O

regulatory and financial accounting purposes authorizing DEC to establish a regulatory

asset for the estimated loss on the disposition of the Facilities (calculated as the ^

o

difference between the sale proceeds and net book value of the Facilities, plant material
lO
o

and operating supplies, transaction-related costs and transmission-related work required

by the sale).

Finally, and as discussed more fully below. Applicants request a declaratory

ruling from the Commission that, once the Facilities have been transferred to Northbrook,

each Facility shall qualify as a New Renewable Energy Facilities pursuant to the North

Carolina Renewable Energy and Energy Efficiency Portfolio Standard ("REPS"), N.C.

Gen. Stat. 62-133.8, and that DEC may use any Renewable Energy Certificates ("RECs")

purchased from the Facilities for REPS compliance.

In support of this Joint Notice of Transfer, Request for Approval, Request for

Accounting Order, and Request for Declaratory Ruling, Duke Energy Carolinas and

Northbrook respectfully represent the following to the Commission:

1. The name and address of Duke Energy Carolinas' representative is:

Lawrence B. Somers

Deputy General Counsel
Duke Energy Corporation
P. O. Box 1551/NCRH20

Raleigh, North Carolina 27602
(919) 546-6722
bo.somers@duke-energy.com

' Applicants will seek appropriate approval from the Public Service Commission of South Carolina
("PSCSC") regarding the Gaston Shoals CPCN.
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V 2. The name and address of Northbrook's representative is:

>-
Q.

O
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<

Katherine Ross ^
Parker Poe UL

P.O. Box 389 O
Raleigh, North Carolina 27602
(919) 835-4671
katherineross@parkerpoe.com

3. Duke Energy Carolinas is a limited liability company duly organized and

existing under the laws of North Carolina and is a public utility engaged in the

generation, transmission, distribution, and sale of electric energy at retail in the central

and western portions of North Carolina and the western portion of South Carolina.

Accordingly, its operations in North Carolina are subject to the Jurisdiction of the North

Carolina Utilities Commission pursuant to the provisions of the Public Utilities Act.

DEC also sells electricity at wholesale to municipal, cooperative and investor-owned

electric utilities and its wholesale sales are subject to the jurisdiction of the Federal

Energy Regulatory Commission ("FERC").

4. Northbrook is owned by a partnership between the Alliance Fund II, LP

and Northbrook Energy, LLC ("Northbrook Energy"). Northbrook Energy is a privately

held independent power producer and was selected through a competitive bidding

process. Northbrook Energy has been in the hydroelectric power business for over 30

years, and operates hydroelectric facilities in 12 states, including in North and South

Carolina.

Background

5. On May 15, 2018, DEC entered into an agreement with Northbrook

whereby DEC will sell and transfer the Facilities for $4,750,000 to Northbrook (the

"Transaction"). The Facilities have a current net book value of $42 million.
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6. The Facilities are some of the oldest in DEC'S portfolio, having entered

>■
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<

service more than ninety years ago: Gaston Shoals began commercial operation in 1908, ^
IL

Tuxedo began commercial operation in 1920, Mission began commercial operation in O

1924, and Bryson and Franklin began commercial operation in 1925. Combined, the

Facilities contribute approximately 18.7-megawatt generation capacity, which is less than ^
r-
O

one percent of DEC's hydroelectric generation. Accordingly, the Transaction will not
o

affect DEC'S ability to provide reliable service to its customers at just and reasonable -g

rates.

7. Due to the significant maintenance costs required by the Facilities, and the

relatively small output of the Facilities compared to the remainder of DEC's portfolio,

divesting of the Facilities by DEC is more economical than continued ownership and will

result in net savings for customers over time. In addition, the Transaction will permit

DEC to optimize its capital investments by focusing on higher priority generation

facilities, and will eliminate the risk for continued significant investment in the Facilities,

and thereby enhance DEC's ability to provide continued affordable and reliable service to

its customers. Accordingly, the Transaction is in the public convenience and necessity.

8. Further, as part of the Transaction, DEC has agreed to purchase all of the

energy and RECs generated by the Facilities for five years following the Transaction

through renewable power purchase agreements ("RPPAs") with Northbrook. As such,

through the Transaction, the Facilities will continue to serve customers with clean

renewable energy, but at a lower cost. In accordance with the Commission's June 23,

1995 Order Establishing Standard Rates and Contract Terms for Qualifying Facilities in

Docket No. E-IOO, Sub 74, Applicants also attach for information as Exhibit B, form
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RPPAs for the Facilities agreed to by DEC and Northbrook, which will be entered into by j
<

the parties at closing of the Transaction.

u.

9. Consummation of the Transaction is contingent upon the necessary O

regulatory approvals of this Commission, the PSCSC and the FBRC, and, pending such

approvals, is expected to close in the first quarter of 2019. oo

Requested Relief

10. Duke Energy Carolinas and Northbrook seek to have the CPCNs which

were issued or deemed to have been issued for the Bryson, Franklin, and Mission

facilities transferred from DEC, contingent upon the closing of the Transaction, to

Northbrook Carolina Hydro II, LLC, and for the Tuxedo facility to Northbrook Tuxedo,

LLC.

11. DEC also respectfully requests Commission approval to establish a

regulatory asset to defer North Carolina Retail's allocated portion of $27 milion of the

total estimated loss on the disposition of the Facilities of $40 million. The estimated loss

on the disposition of the Facilities includes the difference between the sale proceeds of

$4.75 million and net book value of the Facilities of $42.0 million, $0.2 million plant

material and operating supplies, $1.0 million of legal and transaction-related costs and

$1.6 million of transmission-related work required by the sale. DEC will propose to

amortize the regulatory asset over a period of time at the approved return in the next rate

case. At the time the regualtory asset is approved by the Commission, the Facilities will

be measured at the lower of carrying amount or fair value less cost to sale and classified

o

lO
o
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V  ' as assets held for sale, depreciation of the asset will cease, and the estimated loss will be
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recorded in the regulatory asset approved by the Commission. H
u.

12. An accounting order granting the relief that DEC seeks will not preclude O

the Commission or parties from addressing the reasonableness of the costs deferred

arising from the Transaction in the next general rate proceedings filed by DEC. Absent ^

o

the accounting treatment requested, DEC would be forced to write off the North Carolina
o

retail allocation of approximately $27 million for the loss associated with the sale of the *5
"7

facilities if DEC were to nonetheless proceed with the Transaction. Approval of the

requested accounting treatment is a condition to closing the Transaction, so DEC would

have no obligation to consummate the sale if the accounting order is not approved.

13. Commission approval of the Transaction will enable DEC to divest of

facilities with significant, ongoing maintenance costs while providing relatively small

output when compared to the remainder of DEC'S generation portfolio. DEC has

determined that the divestiture of the Facilities is more economical than continued

ownership and maintenance because it will make it easier for DEC to optimize and

prioritize its ongoing investments in higher priority generation facilities, thereby resulting

in net savings to customers over time. For all the foregoing reasons, the Transaction is in

the public convenience and necessity.

14. Finally, Applicants also respectfully request a declaratory ruling from the

Commission that, once the Facilities have been transferred to Northbrook, the Facilities

shall qualify as New Renewable Energy Facilities pursuant to REPS and that DEC may

use any RECs purchased from the Facilities for REPS compliance. In its June 17, 2009

Order on Public Staff's Motion for Clarification in Docket No. E-lOO, Sub 113 at p. 10,
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J  the Commission ruled that "existing (placed into service prior to January 1, 2007) utility- j
<

owned hydroelectric generation cannot be used for REPS compliance." As such, the H
u.

Facilities under DEC ownership cannot be used for REPS compliance. However, if the O

Transaction is approved, once the Facilities are under Northbrook ownership, the

Facilities should qualify as New Renewable Energy Facilities pursuant to N.C. Gen. Stat. oo
r-

O

§62-133.8(a)(5). Northbrook has filed contemporaneously herewith registration
If)
o

statements for the Facilities pursuant to Commission Rule R8-66. Northbrook's -g
n

registration statements are also attached hereto as Exhibit C. Pursuant to the RPPAs, if

the Commission approves and certifies the Facilities as New Renewable Energy Facilities

once owned by Northbrook, and finds that DEC is eligible to use RECs generated by the

Facilities for REPS compliance, then the RPPAs govern the terms of REC sales and

purchases fi-om Northbrook to DEC.^ Accordingly, Applicants request a declaratory

ruling that after approval and closing of the Transaction, the Facilities shall qualify as

New Renewable Energy Facilities pursuant to REPS and that DEC may use any RECs

purchased from the Facilities for REPS compliance.

WHEREFORE, Duke Energy Carolinas and Northbrook respectfully request that

the North Carolina Utilities Commission:

1. Approve the planned sale and transfer of the CPCNs issued or deemed to

be issued and Duke Energy Carolinas' ownership of the Bryson, Franklin, Mission and

Tuxedo hydroelectric facilities to Northbrook;

^ Conversely, if the Commission denies Northbrook's New Renewable Energy Facility registration
requests, or determines that DEC cannot use RECs purchased from the Facilities for REPS compliance,
then the terms and conditions related to REC sales and purchases are null and void, and the RPPA will
continue in effect as a power purchase agreement ("PPA").



2. Reissue^ pursuant to N.C.'. Gen. Star. §§62-110(a) and 62-lll(a)j the

Certiftcaies ofi'dblic .Coiiveni^ce and'Necessity, issued or deemed to "be issued to Duke.

Energy Gai^olinas for the Bryson, Franklin, Mission and 'Tuxedo, hydroelectric facilities to

the appropriate .Norlhb'rpdk entity, contingent upon tfie closmgiof the said of ithe Faciiities

-to Northbfook;

3. Alloy Duke, Eiiergy Carolina^ to establish % regulatory asset Ibr ihe

estiiTiated loss on the Sale.of"the Facilities in the amount. of-$27 inilliOa oii„a North"

C^olina retail basis.iintitbuke Energy Carolinas' next rate caSe;

4. 'Issue'a declaratory ruling that'onee the FadliHes haye^'been transferredito'

NorthbroDk,'the Facilities shall qualify as-New RenewableiEn'ergy FaciUtlek pursuant to,

rep's and.that DEC may use aiiy renewable .energy certificates.pUrchaSed:.froift'.the-

Facilities-for REFS.cotnpUance;

5; Cause ah. .order accepting the registration statement'of each-FacH^^^

eiitered in the appfopriaie Pocketfor the respective FacUi^; and"

• 6. ^ant such other-relief as the Comniission deems just and proper;
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Res^ctfully submitted, this the S''' day of July, 2018;

LawrenceB. Sorhere

Dej)Uty General'Cdurisel
Duke Energy Goiporatioh
P.O.Box;i55i/MckH.20
Raleigh, North Carolina 27602
919-546^6722

Attorney for
Duke Energy Carolinas, LLC

c

KatberineE. Ross'

Parker P6e

P.O.BOX 389

Raleigh,- North Carolina 27602.
9l9-S35-46'7L
Attorney for
Northbicok Carolina^HydroiII, LI^
and- NbrthbrOok Tuxedo, PLG
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