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18 CFR Part 292
[Docket No, RM80-62; Order No. 104]

Section 206(d) Exemption for
Mechanical Cogeneration Facilities
From the Incremental Pricing
Provisions of the Natural Gas Policy
Act of 1978

Issued: October 23, 1980.

AGENCY: Federal Energy Regulatory
Commission.

ACTION: Final rule.

SUMMARY: The Federal Energy
Regulatory Commission hereby adepts
regulations that implement section
206(d) of the Natural Gas Policy Act of
1978 (NGPA). These rules exempt
mechanical cogeneration facilities from
the incremental pricing of natural gas
under Title II of the NGPA. Prior to
taking effect, this rule must be submitted
to the Congress for review.
EFFECTIVE DATE: Thirty days after
transmittal to Congress, provided that
neither House of Congress passes a
Resolution of Disapproval, in
accordance with section 507(b) of the
NGPA.
FOR FURTHER INFORMATION CONTACT:
James Liles, Office of Regulatory

Analysis, 825 North Capitol Street

NE., Washington, D.C. 20426, (202)

357-8158

or

Adam Wenner, Office of the General
Counsel, 825 North Capitol Street NE.,
Washington, D.C. 20426, (202) 357-
8033.

SUPPLEMENTARY INFORMATION: On May
30, 1980, the Federal Energy Regulatory
Commission (Commission) issued a
Notice of Proposed Rulemaking
Exempting Mechanical Cogeneration
Facilities from all Incremental Pricing
Provisions of the’Natural Gas Policy Act
of 1978 (15 U.S.C. 3301 et seq. (NGPA).?
This rule is intended to make available
to mechanical cogeneration facilities the
same exemption from incremental
pricing of natural gas under Title Il of
the NGPA that is provided to electric
cogeneration facilities.

Background

Title Il of the NGPA requires that the
natural gas used in certain industrial
facilities be subject to incremental
pricing by means of surcharges. Section
206 of the NGPA establishes certain
exemptions from these incremental
pricing surcharges. Section 206(c)(3)
provides that incremental pricing shall
not apply

* * * to the extent provided by the
Commission by rule [to] any qualifying
cogenerator (as defined in section 3(18)(B) of
the Federal Power Act, as amended by the
Public Utility Regulatory Policies Act of 1978)
[PURPA].

On September 18, 1979, the
Commission issued rules implementing
Title Il of the NGPA and establishing a
mechanism for the incremental pricing
program. One provision of these rules
implemented section 206(c)(3) of the
NGPA for purposes of the incremental
pricing program.? This provision
exempted from the incremental pricing
program all gas used for cogeneration by
qualifying cogeneration facilities are
defined in section 3(18)(B) of the Federal
Power Act. However, at that time the
Commission had not promulgated rules
establishing the criteria for “qualifying
cogeneration facilities” under section
3(18)(B) of the Federal Power Act. In
order to facilitate the operation of the
incremental pricing rules the
Commission, on November 9, 1979,
issued an interim rule for qualification
of gas-fired cogeneration facilities for
purposes of the incremental pricing
program.® This interim rule established
an exemption from incremental pricing
for certain cogeneration facilities which
were in existence and used natural gas

'45 FR 38080 (June 6, 1980).

?18 CFR 282.202(e). 44 FR 37726 (October 5, 1979).

2Docket No. RM78-54, issued November 9. 1978,
44 FR 65744 (November 15. 1979).

as an energy input on or prior to
November 1, 1979.*

On March 13, 1980, the Commission
issued a final rule under section 201 of
PURPA establishing requirements for a
determination of qualifying status for
small power production and
cogeneration facilities.® This rule
maintained the criteria for the
exemption from incremental pricing
established in the interim rule, and also
established additional criteria for other
facilities not previously eligible € for the
exemptions from incremental pricing set
forth in 18 CFR 282.202(e).

The application of these exemptions,
however, is limited by section 3(18)(B) of
the Federal Power Act to cogeneration
facilities which produce e/ectric energy,
and other forms of useful energy.
Cogeneration facilities which produce
mechanical energy and other forms of
useful energy are not eligible under the
final rule in Docket No. RM79-54 for
these exemptions from incremental
;:uricin,%_.l
Mechanical cogeneration facilities can
produce the same fuel efficiencies as
can cogeneration facilities producing
electric energy. The proposed rules
reflected the Commission's belief that
cogeneration facilities which produce
mechanical energy should be afforded
the same exemption from incremental
pricing surcharges as is available to
cogeneration facilities which generate
electricity. Section 206(d) of the NGPA
authorizes the Commission to exempt
from incremental pricing “any other
industrial facility or category thereof.”
The proposed rule represented an
attempt to utilize this authority to place
mechanical and electrical cogeneration
on an equal footing vis-a-vis the
exemption from incremental pricing.
Any rule providing for an exemption by
the Commission under section 206(d) is
subject to Congressional review before
it can become effective,

The Basis for a Section 206(d)
Exemption

Cogeneration involves the production
of both useful heat and power through
the sequential use of energy. Shaft
power, compressed air and hydraulic
power are all variations of the high-
grade energy form known as mechanical
power or energy. Production of any of
these mechanical energy forms, with

“18 CFR 292.501-292.503, 44 FR 65744 (November
15. 1979).

*Order No. 70. issued March 13, 1980 in Docket
No. RM79-54, “Final Rule Establishing
Requirements and Procedures for & Determination
of Qualifying Status for Small Power Production und
Cogeneration Fucilities,"” 45 FR 17859 (March 20.
1980).

%18 CFR 262.205(c).

















