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GENERAL 1

DOCKET NO. 4-100, Sub 28
DOCKET NO. 4-100, Sub 61

BEFORE THE NOBTH CAROLINA UTILITIES COMMISSION

In the Matter of :
Natural Gas Utility Seasonal ) ORDER AMENDING REVISED
Customer Deposit BRequire- ) BILLING AND DISCOHNECT RULES
ments } FOR RESIDENTIAL NATURAL
) GAS CUSTOMERS

BY THE COMMISSION: On Septeaber 7, 1978, the Commission
issued an Qrder in Docket Ho. M-100, Subs 28 and 61,
modifying Commission Rules R12-4 and R12-10 as they applied
to the practices of natural gas utilities in North Carolina.
Among other things, the September 7, 1978, Order established
the following schedule for the billing of residential
customers of natural gas atilities.

Day Standard Procedure
Service begins.
30 Meter Read.
35 Bill HMailed.
55 Rerinder notice mailed.
60 Neter read for second month's service.
65 Bill wmailed, showing charge.for second month

and arrears separately; if arrears is shown on
bill, notice mailed stating: "Arrears aust be
paid within 10 days after billing date to avoid
disconnection of service. CONTACT BUSINESS
OFFICE IMNMEDIATELY TO DISCUSS CREDIT
ARRARGEMENTS IF FULL PAYMENT IS NOT POSSIBLE.
H0 OTHER NOTICE WILL BE HAILED."

75 Revigw of accounts to determine whether
customer has taken necessary action to avoid
disconnection. Supervisory approval given to
final disconnect orders.

76 Field representative visits home to collect
arrears or terminate service. Custoner has
innediate recourse to local office for
reconnect'action.

Subsequent to the issmance of the comaission's Order,
several of the natural gas utilities affected by the revised
schedule requested that the Commission consider deleting the
#Remipnder Hotice Bequirement™ at day 55 of the revised
schedule. The utilities anticipated potential customer
dissatisfaction with the procedure since a custoser's bill
would not be past due until day 60 of the schedule and also
cited the additional cost to all customers of sending the
reninder notices.

After consideration of the reguest that the rempinder
notice at day 55 of the revised schedule be deleted, the
compission concludes that the mailing of a reminder notice
before a custoner's bill is past due is a potential cause of
customer dissatisfaction and confusion, anpnd that this
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requirement c¢an reasonably be deleted from the revised
billing schedule for residential natural gas customers.

IT IS, THEREFORE, ORDERED as follows:

1. That the reminder notice requirement at day 55 of the
revised billing procedure for residential npatural gas
coapanies be, and is hereby, deleted froa the schedule. The
approved schedule now in effect is as follows:

Day Stapdard Procednre
1 Service begins.
30 Meter Read.
35 Bill HMailed.
60 Meter read for second month's service.
65 Bill mnpailed, showing charge for second month

and arrears separately; if arrears is shown on
bill, notice mailed stating: "Arrears nust be
paid within 10 days after billing date to avoid
disconnection of service. CONTACT BUSINESS
QFFICE IMMEDIATELY TO DISCUSS CREDIT
ARRANGEMENTS IF FPULL PAYHENT IS NOT POSSIBLE.
NO OTHER KOTICE WILL BE MAILED."™

75 Review of accounts to deternine wvhether
customer has taken-.-necessary action to avoid
disconnection. . Supervisory approval given to
final disconnect orders.

76 Pield representative visits hohe to collect
arrears or terminate service. Customer has
imnzediate recourse to local office Eor
reconhect action.

ISSUED BY ORDER ,OF THE CONMISSION.
This the 23rd day of FPebruary, 1979.

NORTH CABOLINA UTILITIES CONNMISSION
(SEAL) Sandra J. Vebster, Chief Clerk

DOCKET NOo. HM-100, S5UB 28
DOCKET ¥O. .A-100, SUB 61

BEFORE THE NOBRTH CAROLINA UTILITIES COMMISSION

In the Matter of
Katural Gas Utility Seasonal
Custoner Deposit Requirements ) AMENDED ORDER

BY THE COMMISSION: oOn Februyary 23, 1979, the Coamission
issued an "Order Amending Revised Billing and Disconnect
Rules for Residential Natural Gas Customers" which amends
Rule R12-10(f) billing procedures for gas conpanies. The
Commission is of the opinion that a further amendrent to
that Order is necessary in order to properly reflect the
fact that the billing procedure for gas and electric
conpanies are different and to properly codify the rules.
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IT IS, THEREFQRE, ORDERED that Rule R12-10(f) be amended
to incorporate a subsection (f) (1) £for electric utilities
and (£f) {2) for gas utilitles as shown in Exhibit A attached
hereto.

ISSUED BY ORDER OF THE COMMISSION,
This the 7th day of March, 1979.

KORTH CAROLINA UTILITIES COMMISSION

(SEAL) Sharon C. Credle, Deputy Clerk
EXHIBIT A
{E} (1) Bach electric utility operating under the

jurisdiction of the North Carolina Utilities Coamission
shall inmediately revise, where necessary, its billing
procedures to conform to the following schedules:

A. Customers with "credit good®
Day Standard Procedure

1 fleter fead.

5 Bill Mailed,

31 Meter Read.

35 Second bill wmailed, showing 1-month prior
account balance and current bill.

61 Meter Read.

65 Third bill nailed with a reminder notice.

72 Local office efforts to contact delinguent
customers.

79 Disconnect notices reviewed in local offices
before mailing to customers. Seven days
alloved to make credit arrangements.

89 Review of accounts to detecmine if customer has

taken necessary action to avoid disconnection,
Supervisory approval given to fipal disconnect
orders.

91 Heter read and the field representative nakes
the effort to notify the customer, receive
payment, make satisfactory credit arrangements,
agree to defer action because of death or
illness, or disconmects. Field representative
may require payment of all past due portioms of
bill, consistent with the rules set £forth
above. Custonmer has immediate recourse to the
local office for reconnect action.

B. Custonmers vith credit "not good"® will have
delinquency started on the 35th day rather than the 65th
day. The billing schedule will then be approximately as
follows:

Day Standard Procedure
1 Meter Read.

5 Bill Mailed.

31 Meter Reagd.



35

49

59

61

(2)
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Second bill rmailed, showing 1-ponth prior
account balance, current bill, and with a
reminder motice.

Disconnect notices reviewed in local offices
before mailing to customers. Seven days
allowed to make credit arrangements.

Reviev of accounts to determine if custorer has
taken necessary action to avoid disconnection.
Supervisory approval given to final disconnect
orders.

Meter read and the field representative Dakes
the effort to notify the customers, receive
payment, make satisfactory credit arrangements,
agree to defer action because of death or
illness or disconnects. Field representative
may require payment of all past due portions of
bill, consistent with the rules set forth
above. Customer has immediate recourse to the
local office Eor reconnect action.

Each gas utility operating under the

jurisdiction of the ~North Ccarolipa Utilities Comnission
shall immediately revise, where necessary, its billing
procedures to conform to the following schedule:

Day
1
30
35
60
65

75

76

Standard Procedure

Service Begins.

Neter Read.

Bill Mailed.

Meter read for second month's service.

Bill wmailed, showing charge for second month
and arrears separately: if arrears is shown on
bill, notice mailed stating: WArrears nust be
paid within 10 days after billing date to avaid
disconnection of service. CONTACT BUSINESS
OFFICE IMMEDIATRLY TO DISCUSS CREDIT
ARRANGEMENT IF FOLL PAYMENT IS NOT POSSIBLE.
NO OTHER KROTICE WILL BE MAILED.™

Review of accouhts to determine whether
customer has taken necessary action to avoid
disconnection. Supervisory approval given to
final disconnect orders.

Field representative visits bhome to collect
arrears or terainate service. Customer has
inmediate recourse to local office for
reconnect action.

(g) Each 4gas utility operating under the jurisdiction of
the North carolina Utilities cCoamission shall revise its
billing procedures to conform to the following schedule with
respect to all custoners.

Day
30
35
60

Standard Procedure

Service Begins,.

Meter Read.

Bill Mailed. .

Meter read for secohd month's service.
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65 Bill mailed, showing charge for second month
and arrears separately; if arrears is shown on
bill, notice mailed stating: "Arrears must be
paid within 10 days after billing date to avoid
disconnection of service. CONTACT BUSINESS
OFFICE IMMEDIATELY TO DISCUSS CREDIT
ARRANGEMENT IF PULL PAYMENT IS NOT POSSIBLE.
NO OTHER BOTICE WILL BE MAILED.™

75 Review of accounts to determine whether
customer has taken necessary action to avoid
disconnection. Supervisory approval given to
final disconnect orders.

76 Field representative visits home to collect
arrears or terminate service. Customer has
immediate recourse to local office for
reconnect action.

DOCKET NO. M-100, SUB 28
DOCKET NO. M-100, SUB 61

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of
Natural Gas Utility Seasonal ) FURTHER AMENDED ORDER

Customer Deposit Requirements )

BY THE COMMISSION: On March 7, 1979, the Commission
issued an Amended Order codifying separate disconnection
procedures for electric and gas companies.

Commission Rules R12-10(f) (1) for electric utilities and
R12-10(£f) (2) for gas utilities set forth in Exhibit A to the
Amended Order show standard billing procedures by "Day."
The Commission is of the opinion that the word "Day"™ as it
appears in that Order should be replaced by the words
"Approximate Calendar Date.™

IT 1S, THEREFORE, ORDERED that Rule R12-10(f) be amended
to incorporate a subsection (£f) (1) £for electric utilities
and (f) (2) for gas utilities as shown in Exhibit A attached

hereto.

ISSUED BY ORDER OF THE COMMISSION.
This the 15th day of March, 1979.

NORTH CAROLINA UTILITIES COMMISSION

(SEAL) Sandra J. Webster, Chief Clerk
EXHIBIT A
(£) (1) Bach electric utility operating under the

jurisdiction of the North Carolina Otilities Commission
shall immediately revise, where necessary, its billing
procedures to conform to the following schedules:
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A. Custoners with "credit good"
Approximate .
Calendar Date Standard Procedure
1 ., Heter Read.
5 Bill Mailed.
31 Meter Read.
35 Second bill mailed, shoving 1-month prior
account balance and current bill.
61 Meter Read.
65 Third bill mailed with a reainder notice.
72 Local office efforts to contact delinquent
custoners.
79 Disconnect notices reviewed in 1local

offices before majiling to custoners.
Seven days allowed to gake credit
arrangements,

89 Review of accounts to deternine if
customer has taken necessary action to
avoid disconnection. Supervisory approval
given to final disconnect orders.

91 Hetexr read and the field representative
makes the effort to notify the custoaer,
receive payment, make satisfactory credit
arrangements, agree to defer action
because of death ‘of illness, or
disconnects. Field representative aay
require payment of all past due portions
of bill, consistent with the rules set

forth above.  Customer bkas ipmediate
recourse to the local office for reconnect
action.

B. Custoxmers vith credit "not good® will have

delinquency started on the 35th day rather than the 65th
day. The billing schedule will then be approximately as
followsa:

Approximate
Calendar Date Standard Procedure
1 Seter Read.
5 Bill Hailed.
KR Beter Read.
35 Second bill mailed, showing 1-month prior

account balance, current bill, and with a
reainder notice.

49 Disconnect notices revieved im local
offices before mailing to custoners.
Seven days allowed to make. credit
arrangeaents.

59 Review of accounts to determine if
customer has taken necessary action to
avoid disconnection. Supervisory approval
given to final disconnect orders.

61 Meter read and the field representative
nakes the effort to notify the customers,
receive payment, make satisfactory credit
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arrangements, agree to defer action
because of death or illmess or
disconnects. Field representative nay
require payment of all past due portions
of bill, consistent with the rules set

forth above. Customer has innmediate
recourse to the local office for reconnect
action. -

(2} Each gas utility operating under the
jurisdiction of the North Carclina Utilities Conmaission
shall inmpediately revise, where necessary, its billing
procedures to confora to the following schedule:

Approximate
Calendar Date Standard Procedure
1 Service Beqgins.
30 Heter Read.
35 Bill HMailed.
60 Neter read for second month's service.
65 Bill mailed, showing charge £or second

month and arrears separately; if arrears
is shown on bill, notice mailed stating:
vArrears must be paid within 10 days after
billing date to aveid disconnection of
service. CONTACT BUSI HESS OFFICE
IMMEDIATELY TQ DISCUSS CREDIT ARRANGEMENT
IF PULL PAYNERT IS MOT POSSIBLE. NO OTHER
NOTICE WILL BE MAILED.Y

75 Review of accounts +to determine whether
customer has taken npecessary action to
avoid disconnection. Supervisory approval
given to final disconsect orders.

76 Field representative visits home to
collect arrears or terminate service,
Customer has inmmediate recourse to local
office for reconnect action.

DOCKET NO. B—-100, SUB 28
DOCKET HO. ®-100, SUB 61

BEFORE THE NORTH CAROLINA UTILITIES CONHISSION

Ia the Matter of
Batural Gas and Electric ) ORDER REVISING SERVICE
Otility Seasonal Customer ) TERMINATION BRULES FOR
Deposit Requirepents and ) RESIDEKTIAL ELECTRIC ARD
Ternination Procedures ) HATURAL GAS CUSTOMERS

HEARD IN: The Comnmission Hearing Room, Dobbs Building,
430 HNorth Salisbhury Street, Raleigqgh, North
carolina, on October 9, 1979, at 10:00 a.m.

BEFORE: Chairman Robert K. Koger, Presiding; and
Comnissioners Leigh H. Hammond, Sarah Lindsay
Tate, John ¥. Winters, and Bdwvard B. Hipp
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For the Respondents:

Jerry ¥. Amys, Brooks, Plerce, HNclendon,
Hunphrey & Leonard, Attorneys at Law, P.0O.
Drawer U,-Greensboro, Horth Carolina 27402

- Por: Piednont Natural Gas Company, Inc., United

Cities Gas Company, and Pepnsylvania and
Southern Gas Coapany

F. Kent Burns, Boyce, Nitchell, Burans & Saith,

Atterneys at Llaw, P.0. Box 1406, Raleigh, HNorth

Carolina 27602

For: Public Service Conpany of Horth Carolina,
Inc.

George W. Ferguson, Jr., Attorney at Lav, Duke
Power Company, P.0. Box 33189, Charlotte, Horth
Carolina 28242

Por: Duke Pover Company

Edward 5. Pinley, Jr., dJoyner 6 Howison,
Attorneys at Law, P.0. Box 109, Ealeigh, North
Carolina 27602

For: Hantahala Povwer and Light Company

Donald H. HcCoy, HNcCoy, Weaver, #iggins,
Cleveland & Raper, Attormeys at Law, Box 2129,
Fayetteville, North Carolina 28302

For: North Carolina Hatural Gas Corporation

Fred D., Poisson, Associate General Connsel,
Carolina. Power & Light Company, P-O. Box 1551,
Raleigh, North Carolina 27602

For: Carolina Pover & Light Company

Edgar M. Roachk, Jr., Hunton apnd Willians,
Attorneys at Law, P.0. Box 1535, BRichmond,
virgnina 23212

For: Virginia Electric and Power Company

For the Intervenors, Charlotte Squires, et al.:

Richard M. Klein, Legal Sercvices of North
Carolina, Inc., P.0. Box 6505, Raleigh, BHorth
Carolina 27628

Any L. Cox, BRobert H. Gage, Catawba Valley
Legal Services, Inc., #03 5. King Street,
Morganton, North Carolina 28655 ..

Paul BE. Meyer, Central Carolina Legal Services,
Inc., P.0. Box 3467, Greensboro, North Carolina
27402
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For the Attorney General:

pavid Gordom, Associate Attorney General, P.O.
Box &£29, Dobbs Building, Raleigh, Horth
Carolina

FPor: The Using ard Consuming Public

Por the Public Staff:

Stephen G. Kozey, Staff Attorney, Public Staff
- Horth Ccarolina UOtilities Commission, P.OQ.
Box 991, Raleigh, North Carolima 27602

Por: The Using and Consuming Public

BY THE COMNISSION: on July 20, 1979, the Commission
issued an Order in this docket entitled "order Imstituting
Public Hearing to Consider Service Termination Proceduces
Under the Public O0tility Regulatory Policies Act." The
Public TUtility Regulatory Policies Act of 1978 (hereinafter
PURPA or the Act) is an integral part of the Hational Energy
Act which wvas signed into law by President Carter om
Hoveaber 9, 1978. Pursuant to the requirements of PURPA,
each State HRegulatory Authority in this country nust
consider, during a statutorily mandated tine period, whether
to adopt uniform Federal standards gowerning procedures for
ternination of service to electric and natural gas
customers. The PURPA service termination standards are set
forth in sections 113(b} and 303(b) of said Act.

By its Order dated July 20, 1979, the Comaission set the
matter for hearing on October 9, 1979, and made the Public
Staff and all electric and natuaral gas companies in Horth
Carolina parties of record in this proceeding. The parties
were given 45 days to file proposed rules, comments, and
memoranda of law with respect to the PURPA service
termination procedures. On September 14, 1979, the Attorney
General of the State of North Carolina filed a Notice of
Intervention. By Copnission oOrder .issued on Dctober 2,
1979, Petitioners Charlotte Squires, Alfess Harvey, Blanche
Littleton, Lloyd Williford, Bobbie Green, and members of the
Blue Ridge Community Action Hutrition Prograr, Lake James
Site, were permitted to intervene in this docket as parties
of record. On October 4, 1979, counsel for and on behalf of
the Intervenors, Charlotte Squires, et al., filed a Motion
vhereby the Comamission vas requested to adopt an eRpergency
service termination rule in accordance with the proposed
epergency rule vhich was attached to said Motion.

The matter subsequently came on for bearing at the
appointed time and place. A1l parties were present and
represented by counsel. The Conmission received testinony
from the following members of the public with respect to the
probleas generally experienced during the winter heating
season by the elderly, the handicapped, and individuals
living on low or fixed incomes: Cora Harris, Blanche Lyons,
paisy Brown, and Linda Pennington. The following public
vitnesses also testified as representatives of certain
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organizations: Joseph Relnckens, BRaleigh Chapter of the
American Association of Retired Persons; Bdwvard Willis,
Chairperson of the Round Table of Senior Citizens; Sak Reed,
President of the Durham Chapter of the National Council of
Senior Citizens; Kay Beibold, Supervisor of the Urban Center
for Wake County Opportunities, Inc.; Bill Towe, Eesearch and
Information Supervisor for the Rorth Carolina State Econoaic
Opportunity Office; and Willian R. Brooks, Weatherizationm
Coordinator for the North Carolina Division of Energy. The
Intervenors, Charlotte Squires, et al., offered testimony by
Dr. Raynond Wheeler, M.D., an expert witness in the area of
internal medicine with a specialty in the health problems of
low=-income ©people, and W. Houlton Avery, founder and
Executive Director of the Carolina W¥ilderness Institute.
The Public Staff presented the testinony of J. Craig
Stevens, Director of the Consumer Services Division of the
Public Staff. Testinmony was offered by the £following
individuals on behalf of certain of the BHespondeat
utilities: wWilliam P. Fritsche, Jr., Assistant Controller
for virginia ERlectric and Pover Company:; David R. Nevil,
Manager of Rate Development and Administration for Carolina
Pover & Light Coapany; and Lewis W. Deal, Manager of
Business Office Administration for Duke Power Company.

The basic positions taken in this matter by the parties
are vide-ranging. For instance, the Intervepors, Charlotte
Squires, et al., have proposed the adoption of an emergency
rule which would embody a conplete noratoriua omn service
terminations betwveen November 1 and March 31, £for anmy
customer able to show an imability to pay - for electric or
natural gas service daring . such time period. The
Intervenors further assert that the rule which they have
proposed in this docket is consistent with the PURPA
standards governing procedures for termination of electric
and natural gas service. Public Staff proposals iaclude
adoption of the PORPA service termination standards and a
revision of Commission Rule R12-10 so as to require actual
customer contact and notice of teraination (either by
telephone or by visit to the customer's premises) by a
utility prior to any disconnection of service. The Public
Staff has also stated that while it has not recoumended the
establishment of a moratorium on termipations such as the
one proposed herein by the Iatervenors, it does not oppose
stch a proposal. The Attorney General has indicated support
for and concurrence with the specific proposals nade in this
docket by the Public Staff. The electric and patural gas
utilities have basically taken the unified position that the
existing Commission rules and internal company policies aad
procedures are entirely adequate to protect customers from
unvarranted service terminations, thereby forestalling any
need for adoption of either the PUORPA standards or for
revision of Commaission Rule R12-10.

Based upon all of the foregoing and the entire record in
this docket, the commission makes the following
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PINDINGS OF FACT

1. That PURPA requires this Coamnission to consider
vhether to adopt the standard governing procedures for
termination of electric service which is set forth in
section 113(b) (4) of said Act. Such procedures are
specifically described as follows in section 115(g} of
PURPA:

(9) PROCEDURES FOR TERNINATION OF ELECTRIC SERVICE. -
The procedures for termination of service referred to in
section 113(b) () are procedures prescribed by the State
regulatory authority (with respect to electric utilities
for which it has ratemaking authority)} or by the
noncegulated electric utility which provide that -

(1) no electric service to an electric consumer Rmay
be terminated unless reasonable prior notice (including
notice of vtrights and remedies) is given to such consumer
and such consumer has a reasonable opportunity to dispute
the reasons for such termination, and

(2) during any period when termination of service
to an electric consumer would be especially dangerous to
hedalth as determined by the State regulatory authority
(with respect to an electric utility £or which it has
ratemaking authority) or nonregeulated electric utility,
and such consumer establishes that -

(A) he is wunable to pay for such service in
accordance with the requirements of the utility's billing,
or

{B) he is able to pay for such service bat only in
installments,
such service may not be terminated.

Such procedures shall take dinto account the uneed to
include reasonable provisions for elderly and handicapped
COLSUNers. '

2. That  pursuant to section 303 of PURPA, this
Commission is also required to consider whether to adopt the
standard governing procedures for terairation of natural gas
service which is set forth in section 303 (b){1) of PURPA.
These procedures, which are specifically described in
section 30U (a) of PURPA, are identical to those set forth in
Finding of Pact Ho. 1 above.

3. That no electric or natural gas service to an
electric or natural gas customer should be teraipated unless
reasonable prior notice (including notice of rights and
remedies) is given to such customer and such customer has a
reasonable opportunity to dispute the reasons for such
proposed termination.

4. That termination of service to an electric or natural
gas customer could be especially dangeraous to health during
the périod of time extending between November 1 and
March 31, particularly to the elderly (individuals 65 years
of age or older), the handicapped, and individuals residing
in low-incose or poverty-level households.
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5. That procedures for termination of electric and
natural gas service should take into account ¢the need to
include reasonabhle provisions for elderly and handicapped
customers. .

6. That an -electric or natural gas utility.should not
terninate the service af a customer vwhose account is in
arrears due to the nonpayment of a delinquent account
without first offering that customer .the opportunity to
enter into a reasonable installment agreement designed to
bring the customer's account into balamnce not later than six
mnonths from the date of any such agreement. .

T That between HNovember 1 and March 31, service to an
elderly or handicapped electric or mnatural gas customer
should not be terainated as the result of a delinguent
account withonut the express approval of this Coamaission if
such customer is able to establish (a) that he is unable to
pay for such service in £full or im accordance with a
Teasonable installpent plan and (b) that his household is
certified as being eligible to Treceive assistance under
either the Energy Crisis Assistance Program or other similar
programs. This policy of limited service terminations
should be established on an experimental basis.,

8. That adoption of the standards governing procedures
for termination of electric and natural gas service as set
forth in sections 113(b) (4} and 303¢b) (1) of PURPA (ard nore
fully described in sections 115(g) and 304{a) of said Act)
would be appropriate and consistent with the applicable laws
of the State of Horth Carolina.

Whereupon, the Coamission reaches the following

CONCLUSTONS

Pursuant to the statutorily mandated obligations imposed
by the Public Utility Regulatory Policies Act of 1978, this
Compission has undertaken an active consideration of the
PURPA standards which govern procedures for termination of
electric and natural gas service. A daylong public hearing
was held in this matter by the Commission on October 9,
1979. During that proceeding, the Conmission vas
particularly impressed by the sincerity which was obviously
inherent in all of the testimony presented by the parties.
The Cowmmission certainly believes that the regulated
electric and natural gas utilities in North Carolina have
historically endeavored to work with their customers in an
atteapt +to oinimize the npuaber of service terminations
resulting fron nonpayment of delinquent accounts,
particularly when termination aight involve a potential
danger to health. Mevertheless, a careful consideraticn of
the entire record in this case 1leads the Commission to
conclude that it should expeditiously proceed to revise its
present Rule R12-10 concerning disconnection of residential
electric and natural gas service in accordance with Exhibits
A and B which are attached hereto and made a part hereof.
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These revised service tereination procedures are, in the
opinion of the commission, in conmplete conformity with the
PURPA standards governing procedures for termination of
electric and natural gas service. Purthernmore, these
revised procedures are felt to bhe appropriately responsive
to the concerns vhich were fotcefully expressed at the
hearing by all of the witnesses who were either presented or
assisted by counsel £for the Public Staff and the
Intervenors. Such procedures expressly ensure that all
regulated electric and natural gas utilities is North
carolina must provide their customers with due process prior
to taking any final action designed to terainate service for
nonpayment of a delinquent account. The due process
requirezent embodied in the revised rules hereby adopted by
the Compission includes both reasonable prior ¥ritten notice
of any proposed termination of service {(at least 10 days'
notice thereof) and also a reasonable opportunity to dispute
the reasons vwhich may underlie such termination.

Fathermore, the revised rules as set forth im Exhibits A
and B provide that the notice of amny proposed termination
pust, at an ninimum, contain the following imformation:

(1) A clear explanation of the reasons vhich underlie the
proposed termination. '

(2) The date of the proposed termination.

{(3) A statement advising the custoner that electric or
matural gas service will nmot be ternminated if, prior to the
proposed termination date, the customer agrees to enter into
a reasonable installment agreement with the utility desigaed
to biting the account into balance mot later than six wmonths
fros the date of such agreement.

(4} Statements advising the customer that he should first
contact the local utility office with any gquestions he may
have regarding his bill and that in cases of dispute, a
proposed teraination action wmay thereafter be appealed
informally to the Commission by contacting the Consumer
Services Division of the Public Staff. - .

(5] A statement advising the customer that he may desire
to call bis local social service agency to determine. what
federal, state, or private assistance may be available.

In addition, between November 1 and March 31, the revised
rules provide (on ah experimental ba sis) for . the
establishment of a limited termination policy on electric
and natural gas disconnections in those instances wvhere the
customer is able to establish (a} that a member of his
household is either elderly or handicapped, or both;
{b) that he is unable to pay for such service in full or in
accordance with a reasonable installment agreement; and
{c) that his household is certified as being eligible to
receive assistance under the Energy Crisis Assistance
Prograr or other similar programs. This policy of limited
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service terpinations during the vinter heating season will,
in the opinion of the Commission, afford health protection
to those citizens of Horth Carolina wvho are most in need of
protection and help during the coldest and most dangerous
part of the year; i.e., those elderly ahd handicapped
individuals who reside in low-income or poverty-level
kouseholds,

The revised rules alsoc offer other forms of protection to
electric and natural gas customers whose service pay be
subject to termination. For instance, a utility must now
atteapt, in good faith, to personally contact a customer and
any designated third party representative, either by
telephone or by visit to the customer's preaises, at least
24 hours prior +to any actual termination of service. The
purpose of this contact will be to attempt to perscnally
inform the customer and his designated representative that
termination of service is imoinent, and to fully explain all
alternatives to termipation vhich wmay be available to the
customer under the revised rules of the Comrission. In
addition, the revised rules also continue the requirement
that immediately prior to any actual termination of service,
the utility's representative must attempt to make personal
contact with the customer on the pregsises so that the
customer may then have an opportunity, if possible, to
prevent such termination. If persopal contact cannot then
be pade by the utility's representative, a notice must be
left in a conspicuous place indicating that service has in
fact been terminated. This notice must also specify that
the customer nay have inmediate recoutse to the utility's
local office in order to arrange for trteconnection of
service.

The Conmission's revised cules governing service
termination procedures also require each regulated electric
and npatural gas utility in this State to institute a third
party notice program which would be similar to the progran
nov being offered by Virginia Electric and Power Coapany
{Vepco) in North Carolina. Such program is designed to
offer electric and natural gas customers the opportunity to
designate a third party to receive a copy of any proposed
termination notice which may be mailed to the customer. The
Commission strongly beljeves that this program will be
effective in affording additiomal protection to those
custoners who choose to use it, hopefully individuals such
as those elderly or handicapped persons wvho migat be unable
to act effectively to prevent termination of service even
after receiving proper notice thereof.

Other significant features of the revised rules also
provide for an informal appeals procedure whereby a custonmer
vhose electric or natural gas service is subject to
termina tion may, if unahle to satisfactorily resolve his
dispute with the utility, file an informal appeal with the
Comaission by contacting the Consumer Services Divisjon of
the Public Staff. The revised rules further provide that
residential electric and gas service may not be terainated
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after 4:00 p.m. on Pridays or on weekends and holidays, a
policy which is presently being followed by Duke Power
Company and other electric and natural gas utilities in
North Carolina. Each electric and gas utility in this State
is also required, pursuant to the revised rules; to
establish an internal procedure whereby such utility will
endeavor +to didentify by a special code the account of any
customer whose household is known to have an individual
residing therein who is either chronically or seriously ill,
handicapped, or on a life support systen. This procedure
will enable the utility to identify that account for careful
handling should service to such account become subject to
termination as a result of nonpayment of a delinquent bill,

1t should also be enphasized that the revised rules
adopted by the Conmission encourage each electric and
natural gas utility to exercise reasonable discretion in
waiving or extending the times provided 1in such rules,
particularly vhen such waiver or extension would result in
the prevention of yndee hardship in those instances where
termination of service could be especially dangerous to
health or where the customer or a meaber of the customer's
household is elderly or handicapped.

Accordingly, a careful consideration of the entire record
in this proceeding leads the Commission to conclude that the
revised service termination  procedures set forth in the
rules attached hereto as Exhibits A and B are clearly
responsive to the critical problens presently being faced by
all electric and natural gas customers in this State.
Furthermore, the Conmeission strongly believes that such
revised termination procedures will afford particularg
protection to the elderly and handicapped individuals vwho
reside in low-income households, especially during the
winter heating season when such individuals may be in dire
need of special consideration. Hevertheless, the Commission
does not believe that there presently exists in this State a
potential for serious service termination problems and
abuses which would warrant adoption of a total moratorium on
electric and natural gas service ternpinations between
Movember 1 and March 31, as wurged by the Intervenors.
Rather, the Commission is of the opinion that the regulated
electric and natural gas ntilities in NWorth Carolina have
bistorically endeavored to work with their customers in a
good faith attempt to minimize the number of service
terminations reésulting from nonpaynsent of delingquent
accounts, particularly when ternination night involve a
potential danger to health. Therefore, the Commission has
concluded that it will not adopt the emergency rule proposed
in this docket by the Intervenors. Such total wmoratorium
approach is simply not thought to be warxranted onder the
instant factual circunstances, considering the extensive
nature of the revised termination procedures now being
forpally adopted by the Commission and also the potential
for abuse which a total moratorium on service tersinations
night perhaps foster.
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The Commission further notes that it has a deep comaitment
to al)l of the ratepayers of North Carolina to eansure that
their rates are kept as low as possible while, at the sanme
time, ensuring that suck ratepayers receive - adequate,
efficient, and reasonable electric and natural gas service.
For all of the reasons stated above, the Comnmission feels
conpelled to adopt the revised procedures for teraination of
electric and natural gas service discussed herein rather
than the total moratorium approach urged by the Iatervenors.
Farthermore, the Comnission is of the opinion, and certainly
believes, that the revised rules governing sService
termination procedures attached hereto as Exhibits A and B
satisfy the requirements, thé spirit, ard the intent of
PURPA, while also establishing equitable tecnination
procedures on behalf of all electric and natural gas
custorers residing in North Carolina.

In addition, the Commission will request the Public Staff
to carefully monitor the effectiveness of the revised rules
set forth in Exhibits A and B. The basic purpose of such
monitoring process will be to ensure, as far as possible,
that the benefits which are anticipated to result from the
operation of such revised service ternination procedares
will actually be realized by the customers affected thereby.
Furthermore, such monitoring process will also serve to
ensure that the revised termination procedures do not resuait
in either customer abuse or econonic subsidization by other
electric and natural gas utility customers.

IT IS, THEREFORE, ORDERED as follows:

1. That, with respect to all ,requlated natural gas
utilities in North Carolina, Commission Rule R12-10 entitled
"Disconnection of Residential Customer's Natural Gas
service" is hereby revised as set forth in Exhibit A
attached to this order and made a part hereof.

2. That, vith respect to all regulated electric
utilities in North Carolina, Commission Rule R12-10 as it
formerly pertained to disconnection of residential
custoner's electric service is hereby revised and renunbered
as Rule R12-11 in conformity with Exhibit B attached hereto
and made a part hereof.

3. That Commission Rules R12-10 and R12-11, as hereby
revised and adopted, shall become effective December 1,
.1979.,

M. That a policy of limited termimations of electric and
natural gas service between November 1 and Harch 31, for
elderly and/or handicapped individuals residing in low-
income households (as set forth in the revised rules
attached hereto as Exhibits A and BY shall be implemented on
an experimental basis subject to farther modification by the
Comrission,
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S. That each electric and natural gas utility subject to
this Order shall, within 20 days from the date o this
Order, file a statement with the Commission indicating the
steps which have beenm taken by such utility to comply with
the revised procedures for termination of service set forth
in Rules R12-10 and R12-11 attached hereto as Exhibits A and
B, respectively.

6. That each electric and natural gas utility subject to
this Order shall henceforth file monthly reports with the
Commission indicating (a) the number of service
disconnections made by the utility during such month for all
customer classes as a result of the nonpayment of a
delinqguent account and (b) the number of customers who
utilized the provisions of the revised rules during such
month to prevent disconnection of utility service. These
monthly reports shall be filed with the Commission not later
than the 20th day of each month, documenting therein the
information 1listed above for the preceding calendar month.
Such reports shall be monitored by the Public Staff in order
to ensure the effective operation of the revised service
termination rules attached hereto.

ISSUED BY ORDER OF THE COMMISSION.
This the 14th day of November, 1979.

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

EXHIBIT A

Bule R12-10. Disconnection of residential customer’s
natural gas service. - (a) The date after which the bill is
due, or the past due after date, shall be disclosed in the
bill and shall not be less than twenty-five (25) days after
the billing date. Payment within this twenty-five day
period will either maintain or count toward establishment of
the customer's credit with the utility.

(b) For purposes of this rule, payment shall be defined
as delivery of the amount due to a company business office
during regular business hours by 5:00 p.m. on the twenty-
fitth (25th) day, unless such day is a Saturday, Sunday, or
legal holiday in which event the last day for paymsent rums
until the end of the next day which is not a Saturday,
Sunday, or legal holiday.

{c) Those natural gas customers from whom deposits are
required under the provisions of Commission Eules R12-2 or
B12-3 and who receive their largest bills seasonally (such
as customers who use natural gas for heating) may be
considered seasonal customers in determining the amount of
deposit under Rule R12-4. The deposits collectible fronm
such customers shall not exceed one-third of the estimated
charge for service for the season involved. For purposes of
this provision the heating season shall be the calendar
months October through March.
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{(d) EBach gas utility shall file tariffs with the
Commission to inpose charges not to exceed five dollars
{$5.00) for checks tendered on a customer's account and
returned for insufficient funds. This charge shall apply
regardless of vhen the check is tendered.

() Each gas utility, through its meter reader or local
office, is anthorized to collect payment by cash or check
for bills past due and in arrears, and for current bills
once the meter reader has left the local office with a 1list
of customers whose service is to be disconnected, unless the
day on which the meter reader has left the local office with
such 1list is prior to the third day preceding the past due
date of the current bill of any customer vlose service is to
be disconnected, in which case the utility is authorized
only to collect payment for bills past due and in arrears.

ncurrent bill" is defined as a bill rendered but not past
due. "Bill in arrears"” is defined as a bill rendered and
past due,.

{(t} Each gas utility operating under the jurisdiction of
the North Carolina Utilities Conmmission shall revise its
billing procedures to conform to the following schedule with
respect to all custoners.

Approximate
Calendar Date Standard Procedure
1 Service Begius.

30 Meter Read.

35 Bill Mailed.

60 Meter read for second month's service.

65 Bill wmarked showing charge for second
month!s service and arrears separately; if
arcrears is shown on bill, notice enclosed
in conforaity with subsection (h) of this
rule also stating: MArrears must be paid
within 10 days after billing date to avoid
disconnection of service. CONTACT
BUSINESS OFFICE IMHEDIATELY TO DISCOUSS
CREDIT ARRABGEMENTS IF PULL PAYNENT IS NOT
POSSIBLE. NQO OTHER HOTICE VILL BB
MAILED.®?

75 Reviev of accounts to determine wvhether

customer has taken nRecessary attion to
avoid disconnection. Supervisory approval
given to final disconnect orders.

76 Field representative visits home to
collect arrears or terainate sService.
Customer has dimnediate recourse to local
office for reconmnect action.

{(g) Neo disconnects will be made prior to their being
personally reviewed and ordered by a supervisor.
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service +to a residential custoumer shall not be

terpinated for nompayment of a delinquent account until the

utility has

given such customer at least 10 days' written

notice that his service is subject +to termination. This
notice of proposed termination shall, at a ninimum, contain
the following information:

n

(2)

3)

(h

5)

(&)

A clear explanation of +the reasons vhich
underlie the proposed termination.

The date of the proposed termination, which
shall not be less than 10 days from the date of
issuance of such notice,

A statement advising the customer that gas
service will not be termindted if, prior to the
proposed termination date, the customer agrees
to enter into a reasonable installment
agreement with the wutility designed to bring
the account into balance not later than six
months froa the date of such agreement.
Approved finance charges will apply to the
balance in arrears. This installaent agreenment
shall encompass both the sum of the outstanding
balance and also the estimated charges for gas
usage which is reasonably projected to occur
during the period of the agreement. Estimated
charges shall be based upon an analysis of the
customer's past usage.

Statements advising the customer that he should
first contact the local utility office with any
questions he mpay bave regarding his bill and
that in cases of dispute, a proposed
termination action m®may thereafter be appealed
informally to the Conmission either by calling
the Consumer Services Division of the Public
Staff - North Carolina UDtilities Commission at
{(919) 733-427t or by appearing in person or by
writing the Consumer Services Division, Public
Staff - HNorth Carcolina Utilities Conmmission,
P.0. Box 991, Raleigh, North Carolina 27602.

A statement advising the c¢ustomer that he may
desire to call his local social service agency
to determine wvhat federal, state, or private
assistance may be available.

With respect to bills rendered betveen
November 1 and March 3% of every year aad in
conforaity with the policy coansiderations
expressed by Congress in the Public Dtility
Requlatory Policies Act (PORPA) of 1978, the
notice of proposed termination shall also
contain a statement that no teraination shall
take place without the express approval of the
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Conmission if the customer can establish all of
the following:

{a}) That a member of the customer's housshold
is. either certifiably hagpdicapped or
elderly (65 years of age or older), or
both.

(b) That the customer is unable to pay for
such service in full or in accordance with
subsection (h) (3) of this rule.

(c) That the household is certified by the
local social service office vhich
administers the Energy Crisis Assistance
Program or other similar programs as being
eligible (vhether funds are then available
or not} to receive assistance under such
programs.

{i) Personal Contact Prior to Teraination.

1)

2)

At least 24 hours prior to a proposed service
termination, the utility shall, in good <faith,
attempt to contact a customer to whoa a written
disconnect notice has been mailed (as well as
any third party who may have been designated by
the customer to receive notice pursuant to
subsection 1H of this rule), either by
telephone or by visit to the customer's
prenises. The purpose of this personal contact
shall be to atteapt to personally inform the
customer and his designated representative that
ternination of service is inninent, and to
fully explain all alternatives to termination
vhich may be available to the customer unler
this rule.

Innediately prior to the actual teramination of
service, the utility's representative shall
attempt to personally contact the customer on
the prenmises. At that time, the utility's
representative shall either receive payment
from the custoner, make satisfactory credit
arrangesents, agree to postpone termination
during the pericd November 1 to Harch 31 if the

customer gualifies for postponement under
subsection (h) (6) of this rule, or, in the
absence of any of the arrangements or.
circumstances listed above, terminate service.

If personal contact cannot be =made by the
utility, a notice indicating that service has
been terminated shall be left in a comspicuous
place at the residence where such service vas
terainated. Such notice shall specify that the
custoger way have immediate recourse to the

atility's local office in order to arrange for
reconnection of service.
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{3) The utility shall fully document its efforts
under this subsection to personally contact the
customer and ' any designated third party
representative.

{(j) Each gas utility shall offer its resideatial
customers the opportunity to designate a thiréd party to
receive a copy of any proposed termination notice which may
be mailed to the customer. Each residential custoaer shall
be given notification of this option at the tire service is
initiated and at least once annually thereafter. Botice of
the availability of this option shall be given in writing,
either by mailing a copy of such notice as a bill insert or
by means of a separate mailing, to all residential
customers. Such notice shall clearly indicate that this
duplicate notification process will not obligate the third
party to pay the customer's bill.

(k) Informal Appeal'of Termination Action.

(m Any residential customer may informally appeal
the decision of a utility to terminate service
by notifying the Consumer Services Division of
the Public Staff - North Caralina Utilities
Copaission., Such notification may be made by
the customer either in person, in writing, or
by telephone.

(2) Opon receipt of amy such appeal, the Consuaer
Services Division of the Public Staff shall
impediately notify the utility that such an
inforzal appeal has been filed. If service has
not been terminated as of the time an appeal is
filed, the utility shall not teraipate the
customer's service without securing express
approval from the Comaission or its designated
representative. If service has already been
terpinated by the time the customer £iles his
appeal with the Public Staff, the Coumission
may order the utility to restore service upon
such terns as are deemed just and reasonable
pending resolution of the appeal.

(3) If the matter cannot be resolved informally,
the costomer shall then have the right to file
a formal complaint with the Comaission pursuant
to Rule BE1-9 and to request a hearing thereoan.

{1) Residential gas service shall not be terminated after
4:00 p.m. on Fridays or on weekends and bholidays. If a
/ﬂisconnection' occurs, the customer shall have immediate
recourse to the utility's local office regardless of the
time of day.

() Each gas utility shall establish am internal
procedure whereby the utility will endeavor to identify by a
special code a customer whose household is known to have an
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individual residing therein who is either chronically or
seriously ill, handicapped, or on a life support systen.
The purpose of assigning such code shall be to identify that
account for careful bhandling whenever service to such
account becomes subject to termination as a result of
nonpaynent of a delingquent bill.

(n) Nothing im this rule shall preclude a natural jas
utility from exercising reasonable discretion in waiving or
extending the times provided herein pertaining to
termination of service, particularly w~hea such waiver or
extension would tesult in the prevention of undue hardship
in those cases vwhere tersination of service would be
especially dangerous to health or vhere the customer or a
member of the customer's household is elderly or
bhandicapped.

EXHIBIT B

Rule R12-11. Disconnection of residential custoner's
electric service. - (a) The date after which the bill is
due, or the past due after date, shall be disclosed on the
bill and shall not be less than tventy-five (25) days after
the billing date. Payment within this twenty-five day
period will either maintain or count toward improvement of
the customer's credit code classification. Payment of a
bill after the specified due date could result im the
lowering of a customer's credit code relating to one which
pernits the utility to disconnect onm an earlier date. .

(b) For putposes of this rule, paymenrt shall be defined
as delivery of the amount due to a company business office
during reqular business hours by 5:00 p.mr. on the twenty-
fifth (25th) day, unless such day is a Saturday, Sunday, or
legal holiday in vhich event the last day for payment rums
until the end of the next day which is not a Saturday,
Sunday, or legal holiday.

{c) Those electric custosers from whom deposits are
required under the provisions of Coanission Bules R12-2 or
B12-3 and who receive their largest bills seasomally (such
as custolers ¥ho use electricity for heating) may be
considered seasonal customers in determining the amount of
deposit under Rule R12-4. The deposits collectible from
such customers shall not exceed one-bhalf (1/2) of the
estimated charge for service for the season involved. For
purposes of this provision the heating season shall be the
calendar months October through Harch.

{1) Each electric utility shall file tariffs with the
Commission to iampose charges not to exceed five dollars
($5.00) for checks tendered on a customer's account and
returned for insufficient funds.. This charge shall apply
tegardless of vhen the check is tendered.

{e) Each electric utility, tkrough its meter reader or
local office, is anthorized to collect payment by cash or
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check for bills past due and in arrears, and for current
bills once the meter reader has left the local office with a
list of customers whose service 1s to be disconnected,
unless the day on which the meter reader has left the local
office with =such 1list is prior to the third day preceding
the past due date of the current bill of any customer whose
service is to be disconnected, in vhich case the utility is
authorized only to collect paymeat for bills past due and in
arrears.

nCurrent bill" is defined as a bill rendered but not past
due. "Bill in arrears™ is defined as a bill rendered and
past due.

{f) Each electric utility operating  under the
jurisdiction of the WNorth Carolina Utilities Coopmission
shall inpediately revise, where necessary, its billing
procedares to conformn to the following schedules:

A. Customers with "credit good®

Approxinmate
Calendar Date standard Procedure
1 Meter Read.
5 Bill Mailed.
31 Keter Read.
35 Second bill mailed, showing 1-month priorc
account balance and current bill.
61 Meter Read.
65 Third bill amailed with a reminder notice.
79 Disconnect notices prepared in conformlity

with subsection (1) of this rule are
reviewed in local offices before mailing
to customers. . Seven days allowed to make
credit arrangements. .

89 Review of accounts to determine if
custoner has takea necessary action to
avoid disconnection. Supervisory- approval
given to final disconnect orders.

921 Meter read and the field representative
rakes the effort to notify the customer,
receive payment, nmake satisfactory credit
arrangements, agree to defer action
because’ of death or illaess, or
disconnects. Field representative may
require payment of all past due portions
of bill, consistenat with the rules set

forth above, Custopner has impsediate
recourse to the local cffice for reconnect
action.

B. Customers with credit "not good™ will have.
delinquency started on the 35th rather than the &5th day.
The billing schedule will then be approximately as follows:
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Approximate
Calendar Date Standard Procedure
1 Meter BRead.
5 Bill Mailed.
31 Meter Read.
35 Second bill mailed, showing 1-month prior

account balance, current bill, and with a
reninder notice,

49 Disconnect notices prepared in conformity
vith subsection (1} of this rule are
reviewed in local offices before mailing
to customers. Seven days allowed to make
credit arrangements.

59 Review of accounts to deternine if
customer has taken necessary action to
avoid disconnection. Supervisory approval
given to final disconnect orders.

61 HNeter read and the field representative
makes the effort to notify the customers,
receive payment, make satisfactory credit
arrangerents, agree to defer action
because - of death or illoness or
di sconnects. Pield representative nay
require payment of all past due portions
of bill, consistent with the rules set

forth above. Customer has immediate
recourse to the local office for reconnect
action.

{g) The delinquency procedures for these customers will
be as described above. This procedure ensures that no
disconnect proceeding will be instituted prior to issuance
of a second moanth's bill.

(b) "No. disconnects will be pade prior to their being
personally reviewed and ordered by a supervisor.

{i) The disconmnect notice to the customer will state that
the local office can be contacted wvithin a 7-day period to
discuss credit arrangements if payment of the bill is not
possible.

{J) Each electric utility shall subamit its systeam of
residential customer credit code classification to the
Compmission for approval. With regard further to the
classifications “credit good" and T"credit not good,” no
customer shall be classified at a level below ®credit not
good .

(k) Following approval by the Comnission, each electric
utility using a system of credit codes to classify its
custoasers shall advise each custowmer of the method by which
the code operates, the customer's present classification in
the credit code, and at any time vhes a customert's
classification changes.



GENERAL 25

{1) Electric service to a residential customer shall not
be terminated for nonpayment of a delingquent account until
the utility has given such customer .at least 10 days!
¥ritter notice that his service is subject to termination.

This notice

of proposed termination shall, at a mininams,

contain the followirg information:

(N

2)

{3)

(4)

)

{6)

A clear explanation of the reasons which
underlie the proposed terminatioa.

The date of the proposed termination, which
shall not be less than 10 days from the date of
issuance of such notice.

A statement advising the customer that electric
service will not be terminated if, prior to the
proposed ternmination date, the customer agrees
to enter into a reasonable installment’
agreement with the utility designed to bring
the account into balance not later than six
months from the date of such agreement.
Approved finance charges will apply to the
balance in arrears. This installment agreement
shall encompass both the sum of the outstanding
balance and also the estimated charges Eor
electric. usage which is reasonably projected to
occur during the pericd of the agreement.
Estimated charges shall be based wupon an
analysis of the customer's past usage.

Statements advising the customer that he should
first contact the local utility office with any
questions he may have regarding his bill and
that in cases of dispute, a proposed
ternination action may thereafter be appealed
inforeally to the Coamission either by calling
the Consumer Services Division of the Public
Staff - North Carolira Utilities Coumission at
{919) 733-4271 or by appearing in person or by
writing the Consumer Services Division, Public
staff - MNorth carolina Utilities Connmission,
P.0. Box 991, Raleigh, North Carolima 27602.

A statement advising the customer that he may
desire to call his local social service agency
to determine vhat .federal, state, or private
assistance may be available.

" With respect to bills rendered between

Hovember 1 and March 31 of every year and in
conformity with the policy considerations
expressed by Congress in the Public Utility
Regulatory Policies Act (PURPA) of 1978, the
notice of proposed termimation shall also
contain a statement that no terminatiom shall
take place without the express approval of the
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Conaission if the customer can establish all of
the following:

(a) That a meaber of the customer*s housshold
is either handicapped or elderly (65 years
of age or older), or both.

(b) That the customer is ukable to pay for
such service in full or in accordance with
subsection (1) (3) of this rule.

{c) That the household is certified by the
local social service office which
adaministers the Energy Crisis Assistance
Program or other similar- prograns as being
eligible (vhether funds are then available
or not) to receive assistance under such
programs.

(n) Personal Contact Prior to Termination.

nm

2

At least 24 hours prior to a proposed service
termination, the utility shall, in good faith,
attempt to contact a customer to whom a written
disconrnect notice has been mailed {as vwvell as
any third party wvho may have been desigrated by
the customer to receive notice pursuant to
subsection {n) of this rule), either by
telephone or by visit to the customer's
prenises. The purpose of this personal contact
shall be to attempt to personally inforam the
customer and his designated representative that
ternination of service is impinent, and to
fully explain all alternatives to termination
vhich may be available to the customer under
this rule.

Immediately prior to the actual termination of
service, the utility's representative shall
atteapt to personally contact the customer on
the premises. At that time, the utility's
representative shall either receive payment
fron the customer, mpake satisfactory credit
arrangezents, agree to postpone termimation
during the period November 1 to March 31, if
the customer qualifies for postponemeant under
subsection (1) (6) of this rule, or, in the
absence of any of the arrangements or
circunstances listed above, terminate service.
If personal contact cannot be made by the
utility, a notice indicating that service has
been terminated shall be left in a conspicuous
place at the residence vhere such service vwas
terminated. Such notice shall specify that the
customer may have immediate recourse to the
utility's local office in order to arrange for
reconnection of service.
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(3) The utility shall fully document its efforts
under this subsection to personally contact the
customer and any designated third party
representative.

(n) EBach electric utility shall offer its residential
customers the opportunity to designate a third party to
receive a copy of any proposed teraminmation notice which may
be mailed to the customer. Each residential customer shall
be given notification of this option at the time service is
initiated and at least once annually thereafter. Notice of
the availability of this option shall be given in writing,
either by mailing a copy of such notice as a bill insert or
by means of a separate mailing, to all residential
customers. Such potice shall clearly indicate that this
duplicate notification process will not obligate the third
party to pay the customer's bill.

{(0) 1Informal Appeal of Termination Action.

(n Any residential costomer may informally appeal
the decision of a utility to terminate service
by notifying the Consumer Services Division of
the Public Staff - ©North Carolina UOtilities
Conmmission. Such notification may be made by
the customer either in person, in writing, or
by telephone.

(2) Upon receipt of any such appeal, the Consumer
Services Pivision of +the Public sStaff shall
immediately notify the uatility that such an
informal appeal has been filed. If service has
not been terainated as of the time an appeal is
tiled, the utility shall not teraminate the
customer's service without securing express
approval from the Commission or its designated
representative. If service has already been
terminated by the time the customer files his
appeal with the Public Staff, the Commission
may order the utility to restore service upon
such terms as are deemed just and reasonable
pending resolution of the appeal.

{(3) If the mpatter cannot bhe resolved informally,
the customer shall then have the right to file
a formal complaint with the Commission pursuant
to Rule R1-9 and to request a hearing thereon.

{p) Residential electric service shall not be terginated
after 4:00 p.a. on Fridays or on weekends and holidays. If
a disconnection occurs, the custoper shall have immediate
recourse to the utility's local office regardless of the
tine of day.

{q) Each electric utility shall establish an internal
procedure wvhereby the utility vill endeaver to identify by a
special code a customer whose household is known to have an
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individual residing therein who 1is either c¢hronically or
seriously ill, handicapped, or on a life support systea.
The purpose of assigning such code shall bé to identify that
account for careful handling whenever service to such
account becomes subject to termibmation as a result of
nonpayment of a delinquent bill.

{t) Nothking in this rule shall preclude an electric
utility from exercising reasonable discretion in waiving orc
extending the times provided herein pertaining to
termination of service, particularly when suck waiver or
extension would result in the prevention of undue hardship
in those cases where termination of service would be
especially dangerous to health or where the customer or a
member of the customer's household is elderly or
handicapped.

DOCKET NO. H-100, SUB 28
DOCKET ¥O. M-100, SUB 61

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Natter of
Natural Gas and Electric Utility Seasopal ) ORDER OF
Customer Deposit Requirements and Ternmina- ) CLARIFICATION
tion Procedures )

BY THE COMAMISSION: On Bovember 14, 1979, the Comnission
issued an order in this docket entitled "order Revising
Service Termination Rules for Resideantial Electric and
Natural Gas Customers." The Conkission is of +the opinion
that Rules R12-10¢h}) (3) and R12-11(1) {3} should now be
amended for purposes of clarification to explicitly state
that a customer whose utility service becomes subject to
termination due to nonpayment of a delinquent account shall
have the opportunity to enter into a reasonable installment
agreement as provided in said rules, but only if the
customer is able to establish that he is then unable to pay
his account in full. In addition, the Commission is of the
further opinion that BRules R12-10(£) and R12-11{f) should
also be amended for purposes of clarification by replacing
the words "Approximate Calendar Date® as they appear in said
rules with the vords "Approximate Billing Cycle Day."

IT IS, THEREFORE, ORDERED as follows:

1. That Rule R12-10(h)} {3) be, and the same is hereby,
amended to read as follows:

"{3) A statement advising the customer that gas service
will not be terminated if, prior to the proposed
terpnination date, the custoazer is able to establish
that he is unable to pay his account in full and he
agrees to enter 1into a reasonable installmeat
agreement with the utility designed to bring the
account jinto balance not later than six months fron
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the date of such agreement. Approved finance charges
will apply to the balance in arrears. This
installment agreenent shall encompass both the sum of
the outstanding balance and also the estimated
charges for gas usage vhich is reasonably projected
to occur during the ©period of the agreement.
Estimated charges shall be based upon an analysxs of
the custoaer's past ansage.®

2. That Bule R12-11{1){3) be, and the same is hereby,
anended to read as follows: o

"(3) A statemepnt advising the customer that electric
service will not be terminated if, prior to the
proposed termination date, the customer is able to
establish that he is unable to pay his account in
full and he agrees +to enter into a reasonable
installment agreement with the utility desigred to
bring the account into balance not later than six
months from the date of such agreement. Approved
finance charges will apply to the balance in arrears.
This installment agreement shall encompass both the
sun of the ocutsStanding balance and also the estimated
charges for electric usage which is reasonably
projected to occur during the period of the
agreement. Estimated charges shall be based upon an
analysis of the customer's past usage."

3. That Rules R12-10(f) and R12-11({f) bhe, and the sane
are fereby, further agmended by replacing the vords
"Approximate Calendar Date® as they appear im said rdles
vith the words "Approximate Billing Cycle bay.™

ISSYED BY ORDER OF THE COMNISSION.
This the 20th day of November, 1979.

HORTH CAROLINA UTILITIES COBNISSION
{SEAL) Sandra J. ¥Webster, Chief Clerk

. DOCKET NO. N—100, SUB 28
DOCKET NO., H-100, SUB 61

BEFORE THE HORTH CAROLINA BTILITIES COMAISSIOM

In the Hatter of
Natural Gas Utility Seasonal ) ORDEE CLARIFYING
Customer Deposit Requirements } RULE R12-4

BY THE COMMISSION: On Septenber 7, 1978, the Comaission
issued an Order in these dockets vhereby it npodified
Commission Rule R12-4 with regard to natural gas customer
deposit requirements. The Comnission did not then intend to
otherwise modify BRule R12-4 as it pertains to all other
public utilities operating im this State. Howvwever, ia
reviewing the actyal format of Rule R12-4 as modified by the
above-referenced Commission Order, the Commission has
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concluded that clarification of the form of such rule is
necessary and desirable to prevent any possible confusion as
to the actual content and scope thereof.

IT 1S, THEREFORE, ORDERED that Rule R12-4 bhe, and the sagme
is hereby, modified for purposes of clarification to read as
follous:

"Rule RI2-8. Deposit; apount; Ceceipt; interest. -
{a) M¥o utility shall require a cash deposit to establish
or reestablish service in an amount in excess of two-
twelfths of the estimated charge for the service for the
ensuing twelve months; and, in the case of seasonal
service, in an amount in excess of one-half of the
estimated charge £for the service for the season involved
{except that in the case of seasonal natural gas
customers, the cash deposit may Dot ke ih ah amount in

excess of opne-third of the estimated charge for the
service for the season involved). Each utility, upon
request, shall furnish a copy of these Rules to the
applicant for service or custoper from whom a deposit is
required, and such copy shall contain the npase, address,

and telephone number of the Commission.

{b) Upon receiving a cash deposit, the utility
shall furnish to the applicant for service or customer, a
receipt showing: {i} the date thereof; (ii) the name of
the applicant of customer and the address of the preaises
to be served or served; (iii) the service to be furnished
or furnished; and (iv) the amount of the deposit amd the
rate of imterest to be paid thereon.

{c) Each utility shall pay interest on any deposit
held more than ninety (90) days at the rTate of six per
centum per anbum. Interest on a deposit shall accrue
annually and, if requested, shall be annually credited to
the customer by deducting such interest from the amount of
the next bill for service following the accrual date. A
utility shall pay interest on a deposit begimmning with the
91st day after it is collected and continuing until such
deposit is lavfully tendered back to the customer by
first-class mail, or to his legal representative or until
it escheats to the State, vwith accrued interest.

(d) Nothing in this rule shall preclude a natural
gas utility froa exercising reasonable discretion in
waiving or extending the deposit requiresent to prevant
undue hardship to an applicant or customer."

ISSUED BY ORDER OF THE COMMISSION.
This the 17th day of December, 1979.

MORTH CAROLINA UTILITIES CONNISSION
{SEAL) Sandra J. Webster, Chief Clerk
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DOCKET HO. #-100, SOUB 78

BEFORE THE NOBTH CABOLIKA UTILITIES COMMISSIOH

In the Matter of

Investigation of Cost-

Based Rates,
Management,

servation Oriented
End-Use Activities

HEARD IN:

BEFORE:

APPEARANCES:

PROGERAN

)} OBDER REQUIRING INPLEAEETATION OF
Load ) LOAD HMANAGERENT ACTIVITIES AND
and Con- ) PREPARATION POR FUTURE IMPLEMENTA-
) TION OF A COMPREHENSIVE RESIDEN-
) TIAL ENERGY CONSERVATION SERVICES
)

The Commission Hearing Room, Dobbs Building,
Raleigh, Morth Carolina, om July 25-26, 1978,
and Septeaber 6-7, 1978

Chairman Robert K. Koger, Presiding;
Connissioners Ben E. Roney, Leigh H. Hamnond,
Sarah Lindsay Tate, Bobert Fischbach, John W.
Winters, and Edward B. Hipp

For the Respondents:

John T. Bode, Bode, Bode, Call & Bruckel,
Attorneys at law, P.O. Box 391, BRaleigh, North
Carolina 27602

For: Carolina Power & Light Company

¥. PBdward Poe, Jr., Duke Power Company, PF.O.
Box 2178, Charlotte, Morth Carclina 28242
For: Duke Pover Coampany

Bdgarc M. Roach, Jr., Hunton & Williams,
Attorneys at Law, P.0. Box 1535, Richaond,
virginia 23212

For: Yirginia Electric and Pover Company

Jerry ¥. anos, Brooks, Pierce, BcLendon,
Humphrey & Leonard, Attorneys at Lavw, P.0.
Draver U, Greensboro, NWorth Carolima 27402
For: Piedmont Hatural Gas Company

Donald H. BcCoy, #cloy, Weaver, Wiggians,
Cleveland & Raper, Attorneys at Law, Box 2129,
Payetteville, North Carolima 28302

For: Morth Carolina Hatural Gas Corporation

¥. Kent Burms, Boyce, Mitchell, Burns & Saith,

Attorneys at Law, Box 131406, Raleigh, North

Ccarolina 27602

For: Public Service Company of North Carolina,
Inc.
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For the Intervenors:

David H. Permar, Hatch, Little & Bunn,
Attorneys at Law, P.0. Box 527, Raleigh, North
Carolina 27602

For: North cCarolina 0il Jobbers Association

Mark E, Sullivan, Huggard & Sullivan, Attorneys

at Law, P.0. Box 1501, Raleigh, North Carolina

27609

For: Leagque of Wopen Voters of North Carolina,
Joseph LeConte chapter of the Sierca Club,
Conservation Council of North Carolina,
and Carclina Environmental Study Group

J. Ward Purrington, Genperal Counsel, Control
General Corporation, 1606 Hedfield Road,
Raleigh, North Carolina 27607

For: Control General Corporation

John M. Fountain & BRalph HcDonald, Bailey,
Dixon, Wooten, McDonald & Fountain, Attorneys
at Law, P.0. Box 2246, Raleigh, North Carolina
27602

Por: Air Products and Chemicals, Inc.

Henry Burgwyn, Prank <Cravley, and Dennis P.
Myers, Attorney General's cffice, Dobbs
Building, Raleigh, North Carolina 27602

For: The Using and Consuming Public

For the Public Staff:

Paul L. Lassiter and Jercy B. Fruitt, Public
Staff - North Carolina Utilities Corpission,
P.0. Box 991, Raleigh, North Carolina 27602
For: The Using and Consuming Public

BY THE COMMISSION: The Gereral Statutes of Horth Carolina
{G.S. 62-2) declare that it is the policy of the State of
North carolina "to promote adequate, econodical and
efficient wutility service to all of the citizens and
residents of the State." Under Article 3 of Chapter 62, the
Otilities Commission is vested with autbority to regqulate
public wutilities in a manner consistent with that policy.
The present state of the economzy, the ebergy supply
probleas, and the rising price of energy make this endeavor
increasingly important.

The three specific probleas presently confronting the
Comnission in this area of regulation are: {1) the need to
conserve sScarce resources; (2) equity among rate classes in
the structure of gas and electric utility rates; and
(3) econony of operation of the electric and gas utilities
providing service in North Carolina.
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In 1975 the General Assembly enacted G.S5. 62-155 which
reinforced the Comnission's respoasibility to investigate
nethods to conserve enerqgy through the =more efficient
utilization of all resources. In accordance with this
directive, the Commission entered into a cooperative
agreenent with the Department of Energy (DOE) on
September 21, 1977, to conduct pilot demonstration projects
on actual implementation of comprehensive utility
conservation service programs, cost-based natural gas rates,
and utility load management prograns. Since the signing of
the cooperative agreement, wvork has progressed with the
Commission, the Public Staff, the Research Triangle
Institute (RTI), ICF, Incorporated, Duke Powver Company
(Duke) , North Carolina Natural Gas Corporation (H.C.N.G.),
Public Service Company of North cCarolina, Inc. {(Public
Service) , and Piedmont Natural Gas Coampany, Inc, (Piedmont),
participating.

on June 6, 1978, the Commission issued an Order setting
two separate hearings to be held in this docket. The first
hearing vas scheduled to begin on Tuesday, July 25, 1978, to
deal with electric utility load management programds. The
second hearing vas scheduled to begin on VWednesday,
Septenber 6, 1978, to deal vith comprehensive conservation
prograns for natural gas and electric utilities. Duke Pover
Company, Carolina Power & Light Coapany (CPEL), Virginia
Electric and Power Conpany (Vepco), North Carolina Natural
Gas Corporatjon, Public Service Company of Rorth <Carolina,
Inc., and Piedmont Katural Gas Cowmpany, Inc., were nade
parties and respondents in the proceeding by the Order.

The <Cogkmission received Notices of Iatervention from the
Public Staff and £from the Attorney General of North
Carolina. The Intecventions of the Public staff and the
Attorney General were recognized pursuant to Commission Rule
R1-19(e) . '

The Conmission also received Petitions of Intervention
trom the following parties: North carolina o0il Jobbers
Association, Leagque of Women Voters of WNorth Carolina,
Joseph LeConte Chapter of the Sierra Club, Conservation
Council of HNorth Carolina, Carolina Eavironaental Stuody
Group, Control General Corporation, and Air Products and
Chemicals, Inc. The Comnission allowed these Interventions
by appropriate Orders.

The £first bearing was held as scheduled beginning on
July 25, 1978. The Public Staff presented the testimony and
exhibits of the following witnesses: Taylor H. Bingham, an
econonist with the Research Triangle Iingtitute;
Dr. Robert M. Spann, a primcipal of ICF, Incorporated; and
Bruce R. Oliver, Senior Associate of ICP, Incorporated. The
testimony of these three witnesses dealt with the potential
for load management through utility control of electric kot
vater heaters and through interruptible service for large
commercial customers. Their conclusions were that the
utility load factor could be improved by 1.2 percentage
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points and electricity prices could be 1.4X% to 3.42% lover
than would otherwise be the case.

Ivo public witnesses testified at the hearing. The first
was Thomas Watson, who appeared on behalf of the Cain
Encoder Company. He testified that his company has
developed a simple, economical, and accurate device for
reading meters and helping with load managemelt prograns.
The second public witness was Joseph Reinckens.

Carolina Power & Light Company offered the testimony of
Korris L. Edge, Assistant Manager of Rates and Service
Practices of CPEL, who stated that CPEL is currently in the
process of investigating the potential for dinterruptible
service. He also testified that CPEL currently has a 225~
customer experiment whereby the coapany controls the
customer's water heating and air conditioning lead. #r.
Edge concluded by saying that CPEL favors the implementation
of any reasonable load panagement plan that would be in the
best interest of its customers.

Duke Power Company presented the testiamony of Donald H.
Denton, Jr., Vice President—Harketing of Duke Power Conpany.
Mr. Denton testified to the load management programs that
Duke has in progress, including an investigation of programs
for residential water heating, air conditioning, and heating
systenms.

Virginia Electric and Power Company presented the
testimony of Robert S. Gay, Executive Manager—-Rates and
Fegulations, and ZEdmond P. Wickbam, Jr., Director of Load
Manragement Applications of virginia Electric and Power
Company. Mr. Gay testified that Vepco has been exploring
possible load management programs including time-of-day
rates. He further stated that Vepco is presently
negotiating a potential interruptible rate with a custonmer
with an 80,000 Kv load. Mr. Wickham testified further
concerning Vepco's time-of-day experiment and Vepco's offer
of a time control water heater rate schedule on a voluntary
basis.

W. Lester Teal, Jr., President of Control General
Corporation, testified that his company is involved 4in the
development, ranufacture, and sale of load mnanagement
equipaent in the North Carolina territory secrved by CPE&L,
Duke, and Vepco. He testified that Control General
Corporation and its conpetitors will respond to the
utilities and their customers in developing equipaent to
properly control the use of energy.

AMir Products and Chemicals, Iac., presented the testimony
of Bdmund Perreault, who spoke in behalf of interruptible
rates £for industrial custouers. He stated that offering
interruptible rates would be beneficial to certain
industrial customers and to the utility as a means of
increasing load factor.
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The League of Women Voters of North Carolina, the Joseph
LeConte Chapter of the Sierra Club, the Conservation Council
of MNorth Carolina, and the WNorth Carolina Environmental
study Group présented Dr. G. George Reeves, Jesse L. Riley,
Christopher D. fTurner, and Betty Doak as a panel, Dr.
Reeves discussed his experience using a coocl storage air
conditioner and its theoretical advantages 1in reducing
system peak. Mr, Riley stated that the government should
censider placing mandatory standards on the amount of energy
and peak demand an individual or a business may consume.
Mr. Turner testified that the Commission sheuld give more
consideration to using the media to inform the public of the
electric load situation so0 each customer could take
appropriate action to lower demand. Ms. Doak stated that
the League of Women Voters favors the beneficial use of load
management techniques and feels that solar energy is
commercially feasible.

After having received the above recited testimony, the
first hearing was closed. Parties were given notice that
phase twoe of the proceedings would be held beginning on
September 6, 1978. .

The hearing on phase two of this proceeding began on
September 6, 1978, as scheduled. The Public Staff presented
the testimony and exhibits of the following witnesses: Dr.
Celin Blaydon, a principal of ICF, Incorporated, and
professor at Duke University; Taylor H. Bingham, an
economist with the Research Triangle Institute; Steve
Seeber, an Associate with ICF, Incorporated; and Linda
Daniels, an Associate with ICF, Incorporated. These
witnesses testified concerning the preparation and results
of the Public sStaff's report in this docket. They stated
that the State of North Carolina could benefit greatly from
a residential energy conservation program. It was estimated
that if every homeowner took proper conservation measures
the average annual residential gas consumption could be
reduced by as much as 47.4% and residential electric heating
consumption could be reduced by 17%. The Public Staff's
report recommended: (1) the use of energy audits of
residences to determine effective energy-saving devices or
actions by the homeowner; {2) program standards;
{3) standards for materials used in home construction and
retrofit work; (4) a way to identify contractors qualified
to perform work; and (5) ways to provide homeowners with
financing for conservation related expenditures and
improvements. '

The Public Staff also offered four additional witnesses as
follows: Gordon H, Gill, Energy Conservation Specialist
with the Conservation Division of the California Energy
Resources Conservation and Development Commission; Joseph E.
Rizzuto, Principal Energy Efficiency Analyst of the New York
State Department of Public Service; :Shirley Anderson, New
York State Public Service Commission; and Cynthia Oliphant,
Kentucky Public Service Commission. These witnesses
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testified concerning conservation programs in their
respective states.

Brian M. Flattery, Director of the North Carolina Energy
Division, reviewed the actions of the Energy Division to
date. He described the Class B energy audits performed by
the Energy Division as well as other conservation programs.
He also briefly mentioned actions in other states towards
energy conservation.

Four public witnesses testified at the second hearing.
William M. Bussiere stated that the need for residential
conservatlon 1is great but that potentials for conservation
in the industrial and commercial sectors should be further
explored. Brad Stuart, a member of the North Carolina
Alternate Energy Task Force, testified that the Commission
should explore the encouragement of industrial co-generation
facilities and should closely scrutinize the present use of
declining block rates for industrial customers. Fred
L. Stepliens testified that he would like to see the
registration or certification of buildings with respect to
energy efficiency. Corwin Humbert, member of the Committee
for Solar and Appropriate Technology, testified that he had
constructed a solar greenhouse as a means of reducing his
energy consumption and suggested that other uses of solar
power be explored,

North Carolina MNatural Gas Company presented a panel of
three witnesses: Calvin B. Wells, Senior Vice President of
North Carclina WNatural Gas Corpeoration; B,C. Winkler,
Assistant Vice President and Director of Residential and
Commercial Sales; and Robert T. Watkins, Vice President-
Marketing. These witnesses stated that North Carelina
Natural Gas Company is presently performing energy audits
for its customers at no charge. 1In addition, they stated
tix*t W.C.N.G. has a very successful program for providing
financing to customers wishing to install insulation,

Duke Power Company presented as its witness Donald H.
Denton, Jr., Vice President-Marketing of Duke. Mr. Denton
testified that Duke has instituted 1load management and
conservation programs and presently has under evaluation
several programs with potential for both load management and
energy conservation, including the wcontrol of residential
water heating, air conditioning, and heating systems. Mr.
Denton also testified concerning Duke's Energy Efficient
Structure (EES) Program.

Carolina Power & Light Company presented Norris L. Edge,
Assistant Manager of Rates and Service Practices of CP&L,
who stated that CcpPsL. has been actively engaged in
conservation programs since the 1950s and has a number of
programs currently in this area. Mr. Edge also described
CP&L's "Common Sense Programs" for existing buildings.

Horace G. Little, Manager of Marketing Services, testified
for Virginia Electric and Power Company. He stated that



GENERAL 37

Vepco is developing a program for energy audits. of
residences designed to identify the areas in the home where
energy may be wasted and to suggest energy-saving methods or
devices for those areas. Further, he stated that Vepce has
instituted a program of energy audits for commercial and
industrial customers. He listed a number of brochures that
Vepco has distributed to its customers on methods to save
energy.

The North Carolina 0il Jobbers Association presented as
its witness Gerald P. Matthews, Technical Director of the
North Carolina 0il Jobbers Association. Mr. Matthews stated
that the oil jobbers were concerned about conservation and
about helping their residential customers conserve fuel oil,
Mr. Matthews testified that the 0il Jobbers Association
conducts classes for its members on the following:
{1} achievement of high combustion efficiency;
{2} curtailment of standing flue losses; (3} reclamation of
flue heat; (4) improvement in heat distribution design; and
(5) insulation application. It was his opinion that the
individual oil jobbers would be willing and able to conduct
energy audits for their customers. He stated, however, that
there were oVer 800 oil jobbers in the State and that the
energy audits would have to be done by the individual oil
jobbers.

The Conservation Council of WNorth Carolina, League of
Women Voters of North Carolina, the Jeseph LeConte Chapter
of the Sierra Club, and the Carolina Environmental Study
Group presented four witnesses: David H. Martin,
Dr. G. George Reeves, Thomas Gunter, and Dr., Lavon Page.
Mr. Martin testified that the Public Staff's report did not
place encugh emphasis on sclar power nor did it explore
possible conservation activities in the commercial and
industrial sectors. (The Public Staff stated that it plans
to report on conservation in the commercial and industrial
sector in the second phase of its report in accordance with
the terms of a contract with DOE) Dr. Reeves advocated
investigating marginal cost pricing of electricity to
curtail usage. Mr. Gunter presented a study he had
performed entitled "An Energy Policy Option for North
Carolina."™ Dr, Page testified that the Public Staff and the
Utilities Commission should urgently begin serious
investigation into specific alternate energy strategies for
North Carolina 1instead of placing dependence on building
large and expensive nuclear power plants.

The parties were given notice that memoranda or briefs
would be due 20 days after the mailing of transcripts, and
the hearing was closed.

On HNovember 20, 1978, the Public Staff filed a Proposed
Order in this docket. During December 1978, Duke, CP&L, and
Vepco filed comments to the Public Staff Proposed Order.
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PUTURE INMPLENERTATYON OF A COMPREHENSIVE RESIDENTIAL
CONSERVATION SERVICES PROGRAH

Since the close of these hearings, the United States
Congress has passed, and the President has signed into law,
the WNational Energy Conservation Policy Act (HECPA}. Fhe
Copmission takes judicial notice of the provisions of this
Act as they affect natters herein. This Act mandates
nuperous specific actions and strongly encourages the states
to pursue a residential energy conservation program under
specific guidelines. #ithin 150 days of enactment, the
Secretary of Eanergy will prosulgate rules and requlations
for the inplementation of such prograns. MNot later than 180
days thereafter, each governor or authorized state agency
may submit a proposed residential energy conservation plan.
Each nomregulated utility is required to subait its own plan
unless it has been included in a statewide plan.

The Act requires that the rules pronulgated under this
Act:

-«+Shall identify the suggested measures for residential
buildings, by climatic region and by categories determined
by the Secretary on the bpasis of type of construction and
any other factors vhich the Secretary may deenm
appropriate...{Sec. 212(b) (1)).

Purther, the rules will include standards which the
Secretary determines necessary for:

1. General safety and effectiveness of any residential
energy conservation aeasure;

2. Installation of any residential energy conservation
zeasure;

3. Maintenance of . fair and reasonable prices and rates
of interest in conjunction with the purchase and
installation of residential energy coanservation measures;

4. The avoidance of unfair, deceptive, or
anticonpetitive acts or practices; and

5. Preparation of the lists of suppliers, contractors,
and lending institutions, which are required by the Act, and
procedures concerning removal of persoas from such lists
{(Sec. 212(b) (2)).

Title II of NECPA establishes Pederal policy with respect
to residential ‘energy conservation, and large eléectric and
gas utilities - and, therefore, state commissions - are
required to play a central role in carrying out this policy.
Electric utilities selling more than 750 aillion kilowatt-
hours annually, other than for resale, are covered by this
Act, provided they serve residential castomers. Gas
utilities selling more than 10 billion cubic feet of natural
gas for purposes other than resale are also cevered by
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Title II of NECPA.
Each covered utility is required by Title II of HECPA to:

1. Inform all its residential custoaers of suggested
conservation measures, including costs and savings;

2. Distribute a list of qualifjed suppliers, installers,
and financiers;

3. Offer to conduct an on-site {Class A) hoae energy
audit;

4. Offer to arrange the installation and financing of
conservation measures selected by the custonmer.

The conservation neasures that aust be covered by a
utility program include the following:

1. Caulking and weatherstripping of doors and windows;
2. Purnace efficiency nmodifications including:?

a. Replacement burners, furmnaces, or boilers, or
any combination thereof which, as determined by
the Secretary, substantially increases the
energy efficiency of the heating systes,

b. Devices for modifying flue openings which will
increase the energy efficiency of the bheating
systen, and

C. Electrical or wechanical furmace igmnition
systenas vhich replace standing gas pilot
lights;

3. Clock thermostats;

4. Ceiling, attic, wall, and floor insulation;

5. Hater heater insulation;

6. Storm windows and doors, multiglazed windows and
doors, heat-absorbing or heat-reflective glazed window and
door materials;: .

7. Devices associated with load managesent techniques;

8. Devices to utilize solar emnergy or wind pover for any
residential energy conservation purpose, including heating

of water, space heating, or cooling; and

9. Such other wmeasures as the Secretary may by rule
identify (Sec. 210(11)).
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As a general rule, utilities themselves may not supply,
install, or finance these conservation measures., Specific
exceptions to this gemeral prohibition are azlloved, hovever,
for existing programs, for small loans, and for certain
measures (Nos. 2, 3, and 7, above). Moreover, DOE may waive
this prohibition upon petition of a covered utility
(Sec. 216}.

Although the legal requirement to promulgate a utility
program is imposed directly upon the covered atilities, the
governor of each state (or any state agency specifically
authorized under state law to do so) is given the option of
developing and administering a statewide Residential
Conservation Service (RCS) plam, subject to rules to be
prescribed by DOE. All covered regulated utilities must be
included in such a state plan and "Mpoarequlated utilitiesw
(public and cooperative systems not subject to state or TVA
rate-making authority) may be included, in the interest of a
unified effort. The Act does not, hovever, othervise extend
state regulatory aunthority over nonregulated utilities.

The governor 1is also allowed discretiomary authority to
submit a plan for home heating suppliers, such as fuel oil
dealers, although there is no Pederal requirement to Carry
out such a program, and the govermor nay waive any of the
RCS 'provisions that strain the resources of small home
heating suppliers (Sections 212{c) (3) and 217). .

Another aspect of this program that directly affects state
commissions is utility cost accounting, and the Act is very
specific with respect to certain aspects of utility costs,
vhich must be separately recorded and charged as follows:

1. The costs of providing conservation iaformation,
excluding the home energy audit, nmust be treated as cucrent
operating expenses.

2. The costs of conservation materials and installation
nust be charged to the individual customer for whom such
activity is performed {even in those instances when otility
financing of such measures is allowed).

3. The costs of RCS "project manager™ activities,
including the costs of the home energy audit and post—
installation inspection, may be either treated as curreat
operating expenses or charged directly to the customer for
whom the activity was performed, in the discretion of the
state commission (or nonregulated utility).

4. All other costs, ircluding interest costs in those
instances where utility financing of conservation nmeasures
is allowed, may be treated as a current operating expense,
if the state commission formally determines that lower
enerqgy rates vould result, due to reduced energy demand.

On a related point, any costs directly charged to the
individual customer must be separately stated on the atility
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bill, and the utilitiy may not terminate service to such
customer for failure to pay such charges (Section 215(c) and
(e)).

Under NECPA, then, each state commission must:

1. Officially acknowledge to DOE its rate-making
authority with respect to the utilities listed by DOE as
being covered by the Act,

2. Administer the RCS program, i1f so designated by the
governor or state law, for all covered regulated utilities
in the state.

3. Approve the reasonable costs incurred by covered
regulated utilities in complying with RCS requirements,
irrespective of which state agency administers the program.

4, Determine the proper allocation of "project manager”

costs and (where utilities actually finance conservation
measures) interest costs.

The Act requires DOE to directly assume responsibility for
the RCS programs of all covered regulated utilities in a
state, if a state either does not have an approved state
plan or inadequately carries out an approved plan
(Sec. 219).

In addition to these overall guidelines for state plans,
the National Energy Conservation Policy Act includes other
specific sections that directly affect regulated utilities,
These include sections on Requirements for State Residential
Energy Conservation Plans for Regulated Utilities; Utility
Programs; Supply, Installation, and Financing by Public
Utilities: and Product Standards.

The evidence taken during these hearings clearly shows
that the people of North Carolina could benefit from a
comprehensive residential conservation services program,
Such a program should be available ¢to all residential
consumers, beginning with single family residences. Such a
program can be most effectively and efficiently implemented
by the electric and gas utilities under guidelines adopted
by this Commission. Statewide coverage will require the
cooperation of nonregulated entities supplying fuel or
utility services and the involvement of a state agency such
as the Energy Division.

It was estimated that If every homeowner installed
conservation measures up to a level that gave him the
greatest possible net saving then the average annual
residential gas consumption could be reduced by as much as
47 Dt or 47.4% and that statewide usage could fall by
11,444,000 Dt, which is 17% of total current gas
consumption. Further, potential energy savings for an
average electrically heated home could be 1,996 Kwh per year
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or 17% of annual heating consumption, and statewide savings
could reach 663,500,000 Kwh,

Given the high potential energy savings and the increasing
cost of producing and purchasing fuels, it {is prudent to
pursue establishment of a comprehensive residential energy
conservation program which could produce these savings.
Since regulated utilities are major distributors of fuels
and the only entities regulated by the Commission, such a
program must necessarily begin with these utilities,

The Public Staff testimony regarding the options involved
in establishing a comprehensive residential energy
conservation services program addressed seven major issues:
program parameters, energy audits, marketing, contractor
participation, material certifjcation, inspection, and
financing. Among the Public Staff's recommendations were:

1. That all residential structures be included in the
proegram, beginning with single family residences.

2. That floor, wall, and ceiling insulation and storm
windows be addressed by the program.

3. That a standard based on fixed measures which are
derived from a heat loss analysis be set. The standard
should vary by climatic region, fuel type, and certain house
characteristics. Further, it should promote the most
conservation that is consistent with an optimal customer
investment level, as judged by the present value of the
investment.

4, That retrofitting the home to meet that standard be a
condition for receiving a utility's assistance in contractor
arrangements and in financing.

S. If an audit program is conducted by the utilities, it
should be at no direct charge but with costs recovered
through the residential rates. Noncustomers should be
offered audits but be charged directly for the service.

6. That the audits use a simple book of options and
savings estimates.

7. That the analysis and results be presented at the
time of the audit and the customer be offered a financing
package.

8. That the wutilities be encouraged to use the full
range of marketing tools which they have found to be
effective with their customers.

9. That contractor identification for the program be
based only on current state licensing laws.

10. That the customer be provided a listing of licensed
contractors and be allowed to exercise his own choice.
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11. That the feasibility of an approved materials list be
examined by the Department of Insurance.

12. That the above list be based on the current North
Carolina Departmént of Inserance standards, which include
ranufacturers' evidence of products' quality and independent
laboratory testing and the results of Federal agency efforts
in standard setting.

13. That  supplemental inspection by utilities be
peraitted.

14. ‘That contractors should not be removed from the list
distributed by wutilities, but information on verified
complaints should be made available to custozers onh regquest.

15. That the utilities assist custonmers ip applying for
and obtaining loans,.

16. That the 1loans be provided through a joint service
offered by the utility and the banks. Utilities should also
be allowed to offer financing at tates which they set.

17. rthat the bank loans be billed directly by the bank to
the custonmer.

18. That the marimum intetest rate proposed to be charged
by each bank be fixed for all customers of that bank who are
participating in the progranm.

The HNorth Carolina Utilities Commission and the Energy
Division of the Horth Carolina Department of Comaerce are
presently in the process of actively developing a unified
State Residential Conservation Service Program pursuant to
Title II of NECPA. Final rules and regulations under said
Act are currently bheing promulgated by the Department of
Energy. Therefore, all electric and gas utilities subject
to the provisions of . this order should begin to take
iamediate action in formulating individual utility prograas
in conformity with Section 215 of the Act. Since the
ultimate design and content of both +the RCS plan to be
developed by the State of North Carolina and the dindividual
ntility programs to be formulated by the regulated utilities
pursuant to such plan will depend upon +the actual content
and requirements specified in the £final rules and
regqulations to be promulgated by the Secretary of Energy, it
is, therefore, concluded that +this docket should be held
open to enable the Commission to hereafter receive further
evidence, if foupnl to be necessary, om the requirements and
implications of NECPA before implementation of a fimal plan
thereynder. It is further noted that the Commission will,
daring any future deliberations which may hereafter be held
in conjunction with this docket, give careful and active
consideration to the extensive testimony which has
previously been offered in this ratter by and on behalf of
the Respondents, the Iatervenors, and the Public Staff.
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THE USE OF PHYSICAL LOAD MANAGEMENT TECHBIQUES
BY ELECTRIC UTILITIES

Initial stodies indicate that under certain carefully
.planned programs the long-term savings in generation plant
investment costs resulting from physical lcad management
will more than offset the cost of control equipment required
to implement the programs. These studies also indicate that
vith proper planning physical load control will have 1little
or no effect on the dindividual customer's lifestyle or
operations; however, there is too little data currently
available to precisely estimate customer acceptance rates,
changes in customer consumption patterns, effects on utility
system operations, and resulting net benefits.
Consequently, gradual implementatiom of physical load
nanagement programs by the electric utilities at this tize
is a prudent method for gathering data on which to base
future decisions.

Dr. Robert M. Spann, ICF, Incorporated, testified on
behalf of the Public Staff that the ability to level daily
and annual lcad curves and to reduce peak dewands offers
electric utilities the potential of reducing their reliance
on generating units with high £fuel cost and/or lovering
capital Tequirements. In this regard electric load
management 1is a method which might reduce growth in peak
demands and/or level load curves allowving a sybstitution of
investment in load control devices for investment in nevw
generation facilities. Witness Spann testified that review
of the operating characteristics of Duke Power Company aad
carolina Power & Light <Company indicated that prine
consideration should be given to load managemesnt options
which would reduce both summer and winter peaks (the systenms
have almost equal seasonal peaks) and which would actually
reduce peaks rather than siaply shift the time of
OCCUrLCence.

Hitaness Spann indicated that several load management
options were considered. These included advertising,
incentive rate structures to encourage the custonmer to
install and utilize load management equipment, time-of-day
or weather-sensitive pricing strategies, and direct utility
control of load. HNany of the advertising and incentive rate
proposals are beling studied, The tine-of-day and weather-
sensitive pricing strategies involve significant investment
in metering facilities, and without these petering
capabilities there is a potential for the customer to cheat
by disconnecting or bypassing control devices once
installed. For these reasons, prograns involving utility
controlled 1load @Dpanagement equipment were given the nmost
attention. The testimony cobsiders two programs which
appear nost closely to meet all requirements. The first is
utility control of certain industrial lecads. As presented,
the utility would be allowed to control specific customer
loads via radio signals. In exchange, the customer would
receive a discount based on Kv of controlled load. Under
the program, these different interruption plans are offered:
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(1) a four—-hour interruptible rate with no more than' 200
hours of interruption per year, (2) an eight-hour
interruptible rate with no more than 400 hours of
interruption per year, and {3) a l13-hour interruptible rate
with no more than 600 hours of interruption per year. The
second program involves utility control of residential water
heating load, 1In exchange for a flat monthly discount, the
customer would allow the utility to use radio control to
interrupt water heating service. The maximum length of a
single interruption and the maximum total number of hours of
interruption in one day would be four. Both programs would
be voluntary. These programs were chosen because they allow
the most flexibility of operation and appear tec have the
highest potential benefit-cost ratios. The witness
indicated that other programs could and should receive
future consideration when the cost-benefit ratios appear
favorable.

Witness Spann indicated that several other utilities have
load management programs that include interruptible
industrial rates or residential water heating control.
Taylor Bingham, Research Triangle Institute, also testifying
for the Public Staff, indicated that customers with water
heaters of storage capacities of 66 gallons or larger would
not experience an unbearable drop in hot water temperature
under the load management program and would be expected to
accept the option 1if the credit is in the $1.50 per month
range, Further, it is anticipated that many customers
installing new water heaters (new homes or replacements)
would opt for 1larger capacity units in order to take
advantage of the discount, With respect to interruptible
rates for industrial customers, witness Bingham indicated
that many utilities offer interruptible rates to large
industrial customers. Since CPiL's and Duke's system loads
are not dominated by a few large industrial customers, it
will be necessary to interrupt smaller loads on larger
numbers of customers, This appears feasible by utilizing
thé new improvements in communication techniques, Mr,
Bingham stated that surveys made by both Duke and CP&L
indicated some immediate interest in interruptible
industrial rates.

Witness Spann performed studies, using Mr. Bingham's
acceptance estimates, results of implementation in other
states, and the utilities' survey on industrial interest in
interruptible rates, to estimate the possible impact of
these 1load management programs on the Duke and CP&L systems
and to develop possible rate incentives to be applied under
the programs. Dr. Spann pointed out that the estimates
could increase or decrease depending on the assumptions
utilized. Under the .assumptions and judgments used by Dr.
Sspann, the reduction in peak demand (1990) resulting from
the interruptible industrial rates would be 510 Mw for Duke
and 110 Kw for CP&L. The residential water heating program
would reduce the 1990 peak demand by 175 Mw for Duke and
75 Mw for CP&L. The reduction in 1990 peak demand resultinhg
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from a combination of the two programs is 558 Mw for Duke
and 156 Mw for CP&L.

Witness Spann utilized estimates of reduction in system
peak and increases in load factor as inputs into a capacity
planning and production costing model to calculate the
effect of each load management option on the present value
of revenue requirements (including cost of utility-owned
control equipment). These revenue regquirements were then
used to develop & discount to be applied to the load
management rates. This method allocates all of the cost
savings due to 1load management directly to the customers
whose loads were being contrelled. The cost estimates were
made under a variety of assumptions including allowing and
not allowing changes in the capacity expansioen plan. The
resulting: estimates of possible discounts varied widely as
shown below:

Duke CP&L
Industrial {Kw/Month) (Kw/Month)
Four-Hour Interruption $0.83 to $11.59 $2.08 to $4.22
Eight-Hour Interruption 2,20 to 7.36 2.73 to 7.76

Thirteen-Hour Interruption 2.21 to 7.41 3.74 to 9.24
(Twelve-Hour for CP&L)

Residential
Electric water Heating $0.36 to $4.04/Customer/Month to
$0.26 to $3.46/Customer/Month

From review of these estimates, witness Spann developed
the following tentative set of discounts (same for both
companies):

Control Prodram Monthly Discounts
Four—-Hour Interruption 51.75 per Kw
Eight-Hour Interruption §2.50 per Kw
Thirteen-~Hour Interruption $3.00 per Kw
Electric Water Heater Control $1.50 per Customer

Utilizing the present value estimates of load management
equipment cost and anticipated peak demand reduction,
witness Spann developed an effective unit cost resulting
from load management. His estimates ranged from $0.50 per
Kw to £123.24 per Kw. When these unit costs were compared
to the present cost of combustion turbines of $150 to $175
per Kw, it was determined that it was cheaper to invest in
load management than to invest in new capacity.

As stated previously, the estimates of the effects of the
load management programs presented by witness Spann were
made in order to develop the proposed rates. Witness Spann
indicated that these estimates should not be considered the
most likely results of load management but that they were
based on reasonable assumptions and should give some
indication of the effects of the pregrams. 1In all cases,
the witness stated that his estimates could be either low or
high and the exact impact of the load management rate
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offerings cannot be determined until the rates are actually
implemented. Dr. Spann indicated that the annual investment
in load control equipment would be fairly small (about
$2 million for Duke and $1 million for CP&L) because the
program would be implemented on a gradual basis. These
investments only amount to about 0.5% of each company's rate
base. Thus, 1if the estimates of the Iimpact of load
management Pprove to be totally incorrect, the utility's
economic exposure would be very small.

Witness Spann indicated the 1load management programs
discussed would initially be small-scale programs building
up to a larger scale in later years, 1In early years, only a
few customers would be participating in the programs and,
thus, data could be gathered which could influence the
implementation of the programs in succeeding years, In this
way, gradual implementation provides many of the advantages
of experimentation. The utility could gain the information
from gradual implementation necessary to make adjustments to
capacity expansion plans. Experiments would require
approximately one vyear to run and ohe year to evaluate.
This would delay implementation by two years with possible
corresponding delays in ‘long-term capacity expansion plan
revisions. Finally, customers may react less positively to
short-term experiments than to implementation programs
resulting in wunderstatements of the impact of load
management. For these reasons, the witness proposed gradual
implementation of the two load management programs discussed
and briefly outlined a possible implementation plan. He
proposed that residential water heating control initially be
offered in one or two urban areas (transmitters can serve
more customers in a more densely populated area). As time
passes, the program could be extended to other areas. A
similar plan was presented for interruptibhle industrial
rates., In this case, it was proposed that the offering
initially be made in areas with the greatest concentration
of industrial customers willing to accept interruption.

Witness Spann indicated that there would be a need to
publicize the rate offerings. Also, it would be necessary
for customer representatives to work closely with customers
to fully explain the programs., The witness 1indicated that
builders should be contacted so that larger water heaters
could be installed in new homes to give the homeowhers the
ability to utilize the rate.

Norris L. Edge, testifying for Carclina Power & Light
Company, stated that his company recognizes the potential
advantages of load management. Witness Edge testified that
CP&L is engaged in load management activities on a local and
national level and is currently investigating and
experimenting in the areas of pricing (time-of-day and
interruptible rates), load control by use of remote
equipment (residential water heating control) and
bidirectional communication systems. Finally, witness Edge
indicated that it is in the customers' and company's best
interest to implement reasconable locad management plans and
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that the proposals discussed have merit. Witness Edge
stated that the widespread implementation of a program such
as the interruption of residential water heating would
require some time to 1initially work out the necessary
implementation details, For example, he indicated that it
would be necessary to choose the best communication system,
determine methods of installation of equipment in customers'
residences, and develop an operational staff. Mr. Edge
indicated that this planning should be done during the next
year. He proposed that during this vyear a program be
developed and rates filed for Commission consideration. If
these rates were approved, at the end of the one-year
planning period, CP&L could proceed with implementation.
Mr. FEdge further stated that implementation should be on a
limited basis wuntil benefits and acceptance can be
demonstrated.

Additional testimony on physical load management was also
offered by Donald H. Denton, Jr., for Duke Power Company.
Mr. Denton indicated that Duke was aware of the need for
conservation and load management. He testified that Duke
has implemented conservation programs and is currently
evaluating 1lcad management programs in the areas of
residential water heating and space conditioning, industrial
and commercial interruptible rates, and time-of-day pricing.
In this regard, Mr. Denton stated that Duke supports the
study undertaken by the Public Staff and its consultants in
this area. Witness Denton indicated that Duke is currently
studying both residential water heating control and
industrial interruptible rates, These studies will result
in recommendations with regard to the ©benefits of thesge
concepts. If found beneficial, rates would be developed and
filed for approval by the Commission.

From review of the evidence 1In this proceeding, the
Commission concludes that physical load management can be
utilized to reduce the demands placed upon electric utility
systems. This reduction in demand will allow the electric
utilities to alter their planned construction programs,
resulting in savings to the company in investment costs.
Further, it appears from the evidence presented that the
savings in generating plant investment as a result of
physical leoad management programs can more than offset the
cost of equipment necessary to implement these programs.
Finally, the Commission concludes from the evidence that
customers will accept 1lcad control if provided proper
pricing incentives. In this regard the Commission concludes
that lcad management programs based on utility control of
residential water heating and interruptible industrial loads
should be developed. The Commission is of the opinion that
the incentives 1included in the rate structure as a part of
these programs should be designed to reflect the anticipated
net savings resulting from the implementation of the load
management programs,

The Commission concludes that there is sufficient evidence
to justify the gradual implementation of wvoluntary 1load
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management programs which offer rate incentives to customers
to allow the utility to control residential water heating or
specified interruptible industrial 1loads. The Commission
further concludes that gradual implementation should be
accomplished by first offering the load management programs
in the most dense area served by each utility and then by
extending the offerings to other areas (by decreasing size).
It is the Commission's opinion, however, that the actual
implementation of these programs cannot begin for
approximately one year for the reasons discussed. The
Commission is of the opinion that during this period each
utility should develop specific detailed implementation
pPlans ineluding rate schedule provisions to be filed for
final Commission approval. These conclusions had been made
by the Commission at the time of the Commission's Order
adopting its 1978 Load Forecast and Capacity Plan, As a
result, this docket was judicially noticed in Docket No. E-
100, Sub 32; these matters were discussed briefly; and the
related Ordering Paragraphs 4 and 5 shown below were
included in the Order:

"4, That Carolina Power & Light Company, Duke Power
Company, and Virginia Electric and Power Company shall,
within 270 days after the date of this Order, file detailed
plans for the Iimplementation of two load management
programs:

l. Utility control of residential water heating,
and N
2. Utility control of specified interruptible

industrial loads.
"The implementation plans to be filed shall include:

1. Provisions for voluntary customer participation
in these programs,

2. A description of the load management equipment
to be used,

3. Detailed time schedules for implementation,

4. Proposed rate schedules and tariff provisions
including limitations on interruptions,

5. An implementation date no later than January 1,
1980, in the area of greatest density served by
each utility,

6. Plans for extending the offerings to other
areas, and

Te Rate incentives, implementation plans, and
provisions of interruption (maximum length and
number of interruptions, etec.), which are to be
developed and filed by each utility; however,
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if these filings differ from those preposed by
the Public.S5taff in Docket No. M-100, Sub 78,
such filings should include appropriate
justification.

"5. That Careclina Power & Light Company, Duke Power
Company, and Virginia Electric and Power Company file
voluntary rates incorporating time-of-day pricing to those
customers who Install thermal storage equipment, when used
in connection with solar equipment, or installed separately,
or a combination of the two for the purpose of providing
space heating. The rate schedules shall be cost justified
and shall be filed on an experimental basis with appropriate
contract +time designated, between the ‘utility and the
customer, sufficient to allow the customer an incentive to
adopt such a rate In connection with a seolar/thermal storage
installation.”™

THE IMPLEMENTATION OF A RESIDENTIAL CONSERVATION RATE

In Docket No. E-7, Sub 237, of which the Commission takes
judicial notice, a new Schedule RC rate was established for
Duke Power Company. To be eligible for service under this
rate, a residence must utilize high 1levels of insulation,
the results of which are both decreased energy use and
decreased coincident demand. The savings to the electrie
system from decreased colncident demand are passed along to
the Schedule RC ratepayers in the form of reduced rates.
The Commission concludes that CP&L and Vepco should
investigate the appropriateness of offering similar rates on
their systems.

IT IS, THEREFORE, ORDERED:

1. That this docket shall remain open pending issuance
by the Department of Energy of final rules and regulations
to be promulgated pursuant to Title 1II of the National
Energy Conservation Policy Act. All electric and gas
utilities subject to the provisions of this Order shall
pegin to take immediate action in formulating individual
utility programs in conformity with Section 215 of NECPA.

2, That filings resulting from Ordering Paragraphs 4 and
5 (heretofore quoted on pages 18 and 19 of this Order) of
the Commission's Order dated December 28, 1978, in Docket
No. E-100, Sub 32, wherein the Commission adopted its 1978
Load Forecast and Capacity Plan shall also be incorporated
into this docket.

3. That customer requests for dry contacts and
totalizing meters be met within 25 working days of the
request or a report be filed with the Commission detailing
the reason{s) for delay. Ssuch facilities shall be made
available regardless of customer size. Charges for such
extra facilities shall be cost-based,
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4. That each bill for demand charges show actual demand
as well as billing demand. '

5. That CP&L and Vepco investigate and file with their
next general rate cases an alternative residential
conservation rate schedule, for the Commission's
consideration, which is similar in form to Duke's Schedule
RC.

6. That, in accordanée with the Resolution issued by
this Commission on February 15, 1979, in support of the
principles and concepts of cogeneration, each electric
utility subject to this Order shall hereafter file a report
with the Commission by May 1 and November 1 of each year
detailing the receipt of applications for cogeneration
service.

7. That, pursuant to this Commission's Jletter dated
October 10, 1977, all reports hereafter prepared by each
electric utility subject to this Order in conjunction with
feasibility studies undertaken to determine the effect on
electric energy consumption resulting from a reduction in
the upper 1limit of the allowed veoltage range shall
henceforth be filed in this docket.

ISSUED BY CRDER OF THE COMMISSION.
This the lst day of June, 1979.

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

DOCKET NO. M-100, SUB 81
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of
Revision of Rule R2-36(a), Security for the )
Protection of the Public, of the Rules and ) ORDER CHANGING
Regulations of the North Carolina Utilities ) RULE R2-36(a)
Commission )

BY THE COMMISSION: on December 8, 1978, the Commission
issued an Order in this Docket covering a Notice of proposed
change in Rule R2-36(a) of the Rules and Regulations of the
North Carolina Utilities Commission which prescribes limits
of 1liability insurance in the amounts $50,000-$100,000-
$50,000 applicable via all for-hire motor carriers engaged
in the transportation of regqulated commodities within the
State of North Carolina.

The Notice provided that the Commission has given
consideration to this matter and is of the opinion that the
minimum amounts of liability insurance, as stated above, is
possibly too low and should be increased to be $100,000-
$300,000-550,000 for said carriers operating over the
highways of North Carclina,
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The Commission dinvited .21l interested parties to file.
comaents or objections to the proposed rule change on or

before Jamunary 1, 1979.

The Comaission's record, in this Docket, reflects that
only four (%) replies were received relating to the proposed
revision of Rule R2-36(a); one advising that the public
interest would be better served in the event of am accideat,
and that the proposed change should be made vithout a
hearing; the others advising that they opposed the increase:
The carriers opposing the increase have on file vith the
Commission 1liability insurance ia amounts equal to or
greater than the proposed amounts of $100,000-$300,000-
$50, 000.

In viev of the racord in this matter as a vhkole, the
Commission £inds and concludes that its Bule B2-36(a) shouid
be modified effective July 1, 1979, so as to provide that
all comnon and contract carriers of property shall . obtain
and keep in force at all times public.liability and property
damage insurance issued by &a. company authorized +o do
business in North Carolina in amounts not less than:

{1) Liait for deily injuries to or death of one person
$100, 000;

(2) Limit for bodily.injuries to or death of all persons
injured or killed in any one accident {subject to a
aaxisun of $100,000 for bodily injuries to or death
of one person) in the amount of $300,000; and,

{3) Linit for . loss or damage in any one accident to
property of others (excluding carge) .$50,000.

IT IS, THEREFORE, ORDERED:

(1) That Rule R2~36(a) attached hereto as Exhibit A .and
made a part hereof, of the Coamission's Rules and
Regulations, be, and the same is hereby, -revised and changed
accordingly effective July 1, 1979.

{(2) That a copy of this Order shall be.mailed to all
regalated motor freight carriers authorized to emngage im
North Carolina intrastate commerce.

ISSUED BY ORDER OF THE CONMISSION.
This the 2nd day of March, 1979.

HORTH CAROLIEA BTILITIES COMMAISSIOH
{SEAL). Sapdra J. Webster, Chief Clerk.

EXHIBIT A
Rule R2-36., Secirity for the Protection.of the Public, ==

{a) 21l coamon and contract motor carriers, including exempt
for-hire passenger carriers, shall obtain and keep. in force



GENERAL 53

at all times public liability and property damage insurance
issued by a company authorized to do business in North
Carolina in amounts not less than the following:

SCHEDULE OF LIMITS
Hotor Carriers - Bodily Injury Liability -
Property Damage Liability
TS ESS=SSSEETSISSSSSSRSSS=ES=S=IS EEssS=EEsIs=o=== =
(0 2) (3) (4
Limit for bodily
injuries to or
death of all per- Limit for
sons injured or loss or
killed in any one damage in
accident (Subject any one
to a maximua of accident
Limit for bodily $100,000 for bod- to property
injuries to or ily injuries to of others
Kind of death to one or death of one (excluding
equipsent person pecrson) cargo)

===

===

Passenger equip-
ment: (seating

capacity)
7 passengers

or less $ 50,000 $100,000 $50,000
8 to 12 passengers,

inclusive 50,000 150,000 50,000
13 to 20 passengers,

inclusive 50,000 200,000 50,000
21 to 30 passengers,

inclusive 50,000 250,000 50,000
31 passengers or

nore 50,000 300,000 50,000

Freight equipment:

A1l motor vehicles

used in the trans-

portation of

property $100,000 $300,000 $50,000

DOCKET NO. M-100, SUB 82
BEFORE THE NORTH CAROLINA UTILITIES COAMISSION

In the Matter of
The Amendment of Commission Rule R1-17 ) ORDER
to Require Statement of Conformity ) ESTABLISHING
with Wage Price Guidelines ) RULE

BY THE COMMISSION: On October 28, 1978, President Carter
announced voluntary wage and price guidelines designed to
curb inflation. Believing that inflation is our number one
domestic problem, this Commission intends to use its full
powers to ensure that all utilities under its jurisdiction
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comply with the President's guidelines +to the extent
practicable. To this end, the Commission concludes that it
should adopt a rule vhich requires all utilities filing rate.
increase applications with the Comnission to certify that
the requested increase complies with the anti-inflation
standards prooanlgated by the Council on Wage and Price
Stability, or to demonstrate why these standards should not
apply. By adopting such a rule, the Conmmission can act
affirmatively to assure coansumers that any rate increases it
may have to approve will be consistent with State and
national efforts to control inflation.

Accordingly, the Commission believes it appropriate to
nodify the rate case informational filing reguirements set
forth in connission Rule R1-17, so as to add a subsection
B1-17(b) {9)g as set forth in Appendix A attached to this
Order.

This rule should apply im all future rate applications. .
In all pending cases where hearings have not been completed,
the applicant should file an affidavit setting forth the
information required by the attached rule.

The Conmission recognizes +that this f£filing could be
especially burdensome for small utilities with aodest
accounting expertise, but is of the opinion that no class of
utility should be exenpted. Conseguently, the Connission
calls wupon the Public Staff to offer reasonable assistance
to small utilities in their response to the reguirements of
the Rule herein described.

IT IS, THEREFORE, ORDERED as follows:

1. That CcConmission Rule R1-17(b)(9)g be amended to
include the subsection set forth im Appendizx A to this
order.

2. That uatilitiés which have cases nov pending before
this Conmmission in which hearings have not been coapleted,
shall file an affidavit setting forth the information
required by this rule.

ISSUED: BY ORDER OF THE COMMISSION.
This the 23rd day of Janunary, 197S.

NORTH CAROLINA UTILITIES COMMISSION
{5 EAL) Sandra- J. .Webster, Chief Clerk

APPENDIX A

"Rule R1-17(b) (9)g. Every general rate application shall
contain a concise explanation of how the. requested rate
increase complies with the anti-inflation guidelines
prozulgated by the Council .on Wage and Price Stability or
to denonstrate why it should pot comply. In making the
certification the wutility shall show the relationship
between its proposed rate increase and the guidelines.
For purposes of wmaking requisite coamparisons, the
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utilities shall follow the procedures and definitions
established in guidelines issued by the <Council on Wage
and Price Stability.

In waking the certification, the utility shall show the
relationship between its proposed rate increasé and the
guidelines. The utility shall analyze the follovwing
elements of its rate request to deteraine whether the
Federal standards are satisfied and, if it determines that
they are not, it shall provide, on a per unit of sales
basis, the details of its analysis of: (a) cost increases
reflecting differences between projected costs and the
costs that underlie existing rates, including a
specification of projected cost increases for labor, taxes
and all other expenses; (h) cost increases related to
increased investment per unit of service, including an
analysis of compulsory and discretionmary construction
activities; (c) cost increases related to requests for
increased rate of return, otherwise improved financial
condition, or both; (d) additional revenues requested duye
to shortfalls in sales revenues, and (e} to the extent not
reflected elsewhere, cost changes mandated by law or by
contracts entered into before October 24, 1978.9

DOCKET ¥O.. E-1Q00, SUB 30

BEFORE THE KROBTH CAROLINA UTILITIES COMMISSION

In the Matter of
Investigation of Conservation of Energy Through Hore ) ORDER

Efficient Qutdoor Lighting }

HEARD IN: The Commission Hearing Room, Dobbs Buildiag,
430 North Salisbury Street, oa January 17 and
18, 1978

BEFPORE: Chairman Robert K. Koger, Presiding;

Commissioners Ben E. Roney, Leigh H. Hagpoond,
Sarah Lindsay Tate, Edward B. Hipp, and John W.
Winters ’

APPEARANCES:
For the Respondents:

Richard E. Jones, Associate Gemeral Counsel,
Carolina Power & Light Conmpany, P.0. Box 1551,
Raleigh, Rorth Carolina 27602

For: Carolina Power & Light Company

Steve C. Griffith, Jr., and George H. Fergusoan,
Jr., Duke Power Company, P.O. Box 2178,
charlotte, North Carolina 28242

For: Duke Power Company
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Edgar M. Roach, Jr., Hunton £ Williams,
Attorneys at Law, P.0Q. Box 1535, Richmond,
virginia 23225

Por: Virginia Electric and Powver Coapany

For the Intervenors:

Theodore C.. Browg, Jr., Poblic Staff - Morth
Carcolina Utilities Commissiom, P.0O. Box 991,
Raleigh, North Carolina 27602

For: The Using and Consuzing Public

BY THE COMMISSION: The Public Staff, by and through its
Executive Director, Hugh A. Wells, Ffiled a Petition with
this coamission on September 9, 1977, to institute an
investigation and set generic hearings on conservation of
energy through mnore efficient outdoor 1lighting. 1In its
Petition, the Public 5Staff stated that it had received
comments froa several groups, including luminaire
nanufacturers and consulting engineers, concerning the
efficiency of existing incandescent, fluorescent, and
meccury vapor outdoor luminaires in consuming energy. The
Public staff further stated that energy consumption can be
significantly reduced by the retrofitting of relatively
inexpensive pieces of eguipsment or by the replacement of
existing fixtures with highly efficient alternative 1light
sources.

The Commission was of the opinion that conservation could
be served by an investigation and consideration of the costs
and benefits of replacing or retrofitting inefficient
lighting sources, institution. of prograuas requiring
replacenent of inefficient lighting sources, and adoption of
policies to prevent continuing installation of inefficient
lighting. On September 20, 1977, the Coanmission issued an
Order Instituting an Investigation and Setting a Generic
Hearing on Tuesday, January 17, 1978. Duke Power Compahy
(Duke), Carolina Pover & Light Company (CPSL), and Virginia
Electric and Power Company (Vepco) were specifically ordered
to file affidavits, exhibits, and other evidence supporting
their positions. Any interested parties, persons,
associations, consumer groups, or corporations were allowed
to file a formal intervention, with affidavits and other
evidence, and be a formal party to the proceeding.

Oon December 6, 1977, the Public Staff filed a Eormal
intervention. Carolina Power & Light <Conpany filed a
Petition to Intervene on December 19, 1977, and Duke filed a
Petition to Intervene on January 4, 1978. oOrders allowing
interventions vere entered on January 4, 1978, and
January 10, 1978, respectively.

On Januvary 17, 1978, the hearings in this matter coapenced
Wwith testimony being received from a number of concerned
public witnesses, the Coamission's Public Staff and industry
professionals sponsored by it, and electric utility
representatives. The witnesses included Richard R. Seekanmp,
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Engineer, Electric Division, Public Staff - North Carolina
Utilities Commission; Richard c. lLeVere, FP.I.E.S., Nanagetc-
Engineering and Technical Services, Holophane Division,
Johns-Manville Sdles Corporation; Arthur D. Harrington,
Manager-Utility Programs, Lighting Systens Department,
General Electric Comnpany; T.L. Amick, Chief Executive
Officer, Management Iaprovement Corporation of America;
DPavid H. Finch, President, Finelco Electrical Construction
Company; Norris L. Edge, AsSsistant Manager-Rates and Service
Practices UDepartment, Carolina Power & Light Company; E.N..
hedgepeth, Jr., Acting Vice President, Distribution
Engineering Construction and Operations, Duke Power Company;
Henry H. Dunston, Manager-Cost Analysis, Virginia Electric
and¢ Power Company, Terry NcGovan, Chief-New Technologies and
Special Projects, Lamp Division, General Electric; Bob
Lewis, Product Manager, Fixture Division, North Americaa
Philips Lighting Corporation; and poblic witnesses Paual
Lawler, Stephanie Rodelander, Buddy Keester, and Dr. Gordon
Robertson,

The testimony and cross-examination indicates that:

1. There are never, more efficient lighting systems than
the mercury vapor system now in predominant use;

2. That the future will bring even more efficient
lighting sources to general availability:

3. That many of the present offerings of the more
efficient luminajire systems are sized so as to offer
the customer wmore 1light for approximately the same
cost, rather than the same lumen level for less cost;
and

L. That the present pricing mechanisms may not truly
present to the consumer an efficient incremental cost
decision set from which to choose an economical ‘and
efficient solution to new service requirements.

After the hearing was concluded, the Commission asked all
parties of record to file written comments on a rule-making
proposal wherein the Commission might adopt a rule requiring
each electric utility to offer luminaires in each of several
ranges of lumen output. The requirezents would be nminimun
standard requirements and additional offerings could bLe nade
by a utility. The Proposed Rule was:

"Rule RB8-46. Requirements of ainimum standard offering of
street lighting luminaires. - (a)} When opercury vapoL or
newer lighting systems are offered, at least one luminaire
nust be offered in each of the £following lumen ontput
ranges: )
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Range Mean lamp Lumens_([at 16,000 hours
Ag_ 6,000 - 8,700 g
B 10,000 - 14,500
C 18,000 - 24,000
D 27,000 ~ 34,000
E 44,000 - 49,000

"{b} If a standard unit of the new type is not available
in a lumen output range required in R8-U46{a), the standard
unit nmost closely =meeting the lumer reguirements of that
range may be suhstituted.

"{c} Sizes of units other than those of RB-46(a) may be
offered in addition to the regquired standard sizes.

f{d) As newer, more efficient types of lighting sources
become available and in substantial or predonibnant use, the
utility will not be requiredé to continue to offer the older,
less efficient types of lighting for nev service. One or
more sizes of the older types nay be removed from the
schedule of offerings for new installations at a time.

“{e) The 1lumen requirement ranges of R8-46(a) are based
upon the light distributions on roadway and sidewalk areas
restlting from the refractive characteristics of standard
mercery vapor and high pressure sodium vapor luminaires. In
order to qualify as meeting Rule R8-U46{a), luminaire systems
with other light distributions will require a corresponding
adjustment of lasp Llumen levels in order to equal the
roadvay and sidewalk illumination from standard luminaires.®

The Commission als¢o soliciteéd comments from all parties of
record concerning a change in the nethod of pricing street
lights. to a two-tier incremental costing systea. Coaments
were solicited on the following types:

1. TIER A charges would recover the fixed investaent
cost of the installed luminaire. once a lupihaire 1is
installed under contract, TIER A fixed charges for that
luminaire would not change during the life of the contract.
TIER A charges for new installations would be adjusted in
rate cases, but the adjusted charges would only apply to new
installations; charges for existing installations would not
be affected.

2, TIER B charges would recover variable costs of
energy, Rmaintenance, relamping, etc. TIER B charges would
apply to each luminaite in service, regardless of date of
installation, and would be adjusted inm rate cases.

3. Separate TIER A and TIER B charges would be developed
for each similar type of luminaire.

Lengthy written conrents were filed by interested parties
s a result of the Commission's Order of February 8, 1978..
On FPebruary 13, 1979, the Public Staff filed a Proposed
Reconnended Order. Responses to the Public Staff's proposed
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order were received on February 23 from Carolina Power &
Light Company; on March 15, from Duke Pover Company: on
April 13, froam Virginia Electric and Power Company; and on
¥ay 16, from Worth American Philips Lighting Corporation
{through the Public Staff counsel). HNo other responses have
been received.

Based on the written comments, the testimony and exhibits
received into evidence at the hearing, and the Commission's
entire record in this proceeding, the Commission now makes
the following

PINDINGS OF FACT

1. The nevwer more efficient high pressure sodium lights
offer the potential for conservation of energy. Their
design characteristics are such that more lumens per vatt
can be obtained from them tham frop Bercury vapor,
incandescent, and fluorescent lights. They also have longer
useful lives.

Sodiur lights however do have a higher initial capital
cost and require more maintenmance than the less efficient
lights, but the potential for energy savings can offset
these higher costs. This 1is particularly true £or high
voltage lights and this effect is preseatly demonstrated in
the ttilities' rate schedules.

The Commission does not find from this proceeding that the
weight of the evidence is such as to warrant requiring the
utilities to provide 1low pressure sodiupm lights at this
tine. The Commission received neither correspoandence nor
testimony from any individual, .corporation, or mumicipality
located within North Caroplina indicating that they
definitely desired lov pressure sodius 1lights and were
unable to obtain them.

2. Although sodium 1ights 40 conserve energy, they may
not be desirable for every outdoor application. Sodiua
lights have disadvantages such as color renditiom, disposal
hazards, glare, and controllability. These disadvantages
vary with the application and the type of light, high
pressure sodium or low pressure sodium. .

3. Sodium 1lights for street lighting appear to be cost
justified at this time if their cost is examined on a cost
pec mile basis imn npew - construction. Their higher lumen
output per unit of emnergy results in Ffewer lights being
needed per mile, The fewer number of lights combined with
their energy cost savings can often offset their higher
initial cost. This same effect will not be observed in
retrofit installations except where high wattage lights are
utilized.

4. The amount of electricity used for street lighting
and outdoor area lighting accounts for a small portion of
the total sales (less than 1X for CP6L) and contributes
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virtually nothing to systen peak  demand. Betrofit
installations of more efficient lamps can only result in a
very small percentage savings in total electricity use and
vould cost pillions of dollars.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 1

Low pressure sodjum lights offer the smost light for the
least anount of energy input, or 183 lumens per watt. High
pressure sodium lights are the next most efficient socurce.
The following table from witness Amick's testimony lists the
relative efficiencies of the various lighting sources.

TABLE I
RELATIVE EFFICIENCIES OF VARIOUS LIGHT SOURCES

Lumens Relative
Lanp_Type per_®att Efficiency
Low Pressure Sodium (180W) 183 100
High Pressure Sodium (400W) 120 66
Metal Halide {400W) 87 48
Fluorescent (VHO 160H) 12 39
Mercury Vapor ({(400H) 54 30
Incandescent (500W) . 22 12

However, witness Harrington testified that sodiua lights
have a higher initial cost and require more maintenance than
the other commonly used 1lighting sources. This witness
further testified that these high costs can be offset by the
energy savings of sodium 1lights if they are larger sizes
(approximately 200 watts or nmore). This energy saving
effect is presently demonstrated in the utility company’s
rates as testified to by witness Seekamp.

Witness McGowan testified that high pressure sodium lanmps
have long lives of 20,000 or 24,000 hours. Witness Levwis
testified that low pressure sodium lights have an expected
life of approximately 18,000 hours.

The VNorth Carolina UOtilities Comnission has made great
efforts in recent years to ensure that all- rates are cost
justified and to prohibit one class of customer from
subsidizing another. Thus, the Commission does not favor
rodifying existing lighting schedules to enhance the
position of high pressure sodiua lights relative to mercury
vapor vhen such wsodifications are not cost justified. It
seens apparent that increasing energy costs, combined with
ever declining capital costs for sodium vapor lights in the
future, will naturally lead to increasingly attractive rates
for sodium lights for odatdoor lighting users.

The Commission concludes that sodium lights do offer the
potential for emergy savings and this energy savings can
offset their higher capital and maintenance costs.
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EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT MO. 2

Almost every industry vitness and utility vitness
testified on advantages and disadvantages of the various
sodiua lights. The testimony on the advantages of high
pressure scdium 1lights indicated that they are easily
coptrolled because they are point source lights; they are
nore efficient than other comzmonly used sources:; and they
give better color rendition than lov pressure sodium.

However, the disadvantages of high pressure sodium lights
vere also discussed in the testimony. It wvas stated that
bigh pressure sodium lamps produce glare problems in certain
applications. High pressure sodium lighting systess must be
overdesigned at the time of installation because the lamps
do not maintain their lumen rating.

The main advantage o¢f lov pressure sodium ligats, as
ventioned earlier, is that they offer the most light for the
least amount of energy. However, low pressure sodium lights
require increased circuit voltage over their life span; thus
this 3initial efficiency decreases over time. On the other
band, low pressure sodiua lights do maintain their lumen
cutput over their life.

The most comnmonly wenticned objection te low pressure
sodiua lighting is that the light eaitted is nmonochromatic,
peaning the light delivered is confined to a narrov band of
the color spectrun. Thus, yellow colors always appear
yellow while most other colors appear black. Obviously,
there are outdoor applications where this characteristic
would be objectionable. However, lov pressure sodium lights
are widely used in Europe and are being used ia this
country.

Since 1low pressure sodium lights are not point source
lights, their light is not as easily controlled as high
pressure sodium. Witness LeVere testified that this trait
Eay Tesult in the need for more lov pressure sodium 1lights
per nile in a street 1lighting situation than some other
types of lighting sources.

There vas no general agreenent among industry
representatives concerning alleged disposal problems with
low pressure sodium lights. Witness McGowan testified that
he had repeatedly caused fires by bhreaking a low pressure
sodium light and allowing the sodium to come ir coptact with
vater. In fact, zany low pressure., sodium light
manufacturers include a notice with the light warning the
user of the potential fire hazard. Witness Lewis, on the
other hand, testified that several labs have _tested low
pressure sodium lights and have been unable to create a
fire.

Lov pressure sodium lights are nmot popular with investor
owned electric utilities. Each of the utility
representatives in this proceeding testified that bhis
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company does not offer this type of light primarily due to a
lack of interest on the part of their customers. Until the
denand for these lights increases, +the utility companies
contend that including them 4in inventories is not cost
justified. Witness Harrington testified that his survey of
B9 investor owned electric utilities revealed that none
offered low pressure sodium lights as of year end 1976.

Therefore, the Connission corncludes that both high
pressure sodium and low pressure sodium 1lights offer
advantages over more coammonly used light sources. Both
sources have their disadvantages but the weight of the
evidence indicates that high pressure sodiua lights have
fever disadvantages than low pressure sodium lights.

Although the lumen output per watt for lovw pressure scdius
coapares very favorably with high pressure sodiua, other
factors such as color and light distribution characteristics
have apparently mininized the demand for these units. In
time, howevar, the objectionable features of low pressure
sodium may be corrected and the demand increased.

EVIDENCE AND CONCLUSIOKS FOR FIHNDING OF FACT NO, 3

Hitness Edge of CP&L testified to and provided exanples of
instances where high pressure sodiam lights are presently
cost justified for street lighting purposes in new
construction sitvations. This cost advantage arises froa
the fact that fewer high pressure sodium lights are needed
per mile than other light sources.

If sodium lights are retrofitted, utilizing existing
fixtures, this same cost advantage will not be realized
unless high lumen output lights are used (50,000 and 60,000
lumen output lights in the case of CPEL).

Thus, the Conpission concludes that high pressure sodiun
lights are presently cost justified in some street 1lighting
applications and in other situations where high lumen output
lights are utilized.

EVIDENCE AND CONCLUSIOKS FOR FINDINGS OF FPACT HOS. 4 AND 5

Hitness Edge of CP&L testified that area and street
lighting accounts for only 0.64% of total systea kilovatt-
hour sales and adds basically nothing to systea peak demand.
Thus, the Comaission can conclude that, typically, outdoor
lighting is a wery saall coaponent of an electric utility's
total sales in North Carolina.

¥itness Bdge testified that CPEL estimates that 2 retrofit
conversion of all its laaps to bhigh pressure sodium would
result in an 0.08% reduction in the . total energy produced.
The cost of such a conversion is estimated to be in excess
of 317 million.
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Witness Hedgepeth testified that Duke estimated that
replacing all of its mercury vapor lights with high pressure
sodium lights on a one-for-one basis, while maintaining the
same lusen level, would result in an energy savings of
37,790,092 Kwh annually, or less than 0.1% of Duke's total
system sales. Duke estimates the cost of this replacement
at $17,117,470.

Hitness Dunston testified that VYepco estimated that
replacement of all its incandescent, fluorescent, and
pmercury vapor lights with high pressure sodicm lights would
produce an energy savings of less than one-third of one
percent of the total Kvh sales of Vepco's North Carolina
jurisdictional customers. Vepco estimates the cost of this
conversion at $2.7 million.

Thus, the Compnission concludes that a mandatory retrofit
of all inefficient lighting sources to more efficient high
pressure sodium lamps would result in very little energy
savings while costing millions of dollars.

IT IS, THEREFORE, ORDERED as follows:

1. That fluorescent and incandescent lights no longer be
offered for new installations by the electric utilities
under Jurisdiction of this Coonission effective six months
fron the date of this Order. Each utility sbould =move to
phase out any existing fluorescent or incandescent lighting
sources as soon as is economically feasible to the custoner.

2. That the use of high pressure sodium lights be
encouraged for all users of outdoor Jlighting in MNorth
Carolina and that each electric utility shall promote these
more efficient lighting sources over other sources to the
fullest extent possible in their discussions with outdoor
lighting users.

3. That low pressure sodium lights shall be nade
available on a case by case tariff basis, provided that each
utility shall be allowed the time to order and install the
necessary equipment after receiving a signed contract from
the customer.

q. That each party shall <file, within 60 days of the
date of this order, specific coaments in support for or
opposition to the adoption of all or part of the Rule R8-U46
previously proposed im this docket. Coament is especially
solicited on the appropriateness of (1) adopting the
suggested range limits and (2) ordering immediate_ offering
of high pressure sodium vapor lighting in each .adopted
range.

ISSUED BY ORDER OF THE COMMISSION.
This the 31st day of May, 1979.

. HORTH CARGLINA UTILITIES COMMISSION
{SEAL) Sandra J. Webster, Chief Clerk
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DOCKET NO. E-100, SUB 3P
BEFORE THE NOBRTH CAROLINA UTILITIES COMMISSION

In the Matter of

Investigation of Conservation J OBDER ADOPTING
of Energy Through More BEfficient ) ROLE R8-47
outdoor Lighting )

BY THE COMMISSIOHN: A history of this docket is included
in the Commission's Order of May 31, 1979. As a result of
the testinmony and dinformation £filed in this docket,
including the responses to the Commission's proposed
crelemaking and policy coansiderations which were requested in
its orders of February 8, 1978, and #8ay 31, 1979, the
Coapission makes the following additional

PINDIY¥GS OF FACT

1. In general, vhen more efficient lighting.sources have
become available, it has been the practice of utilities to
offer the sizes of the nev luainaires which will produce
mofe light at the same or greater charge, rather than offer
the sizes of luminaires which ¥ill offer the same light at
reduced charges. This practice does not contribute to the
overall conservation of emergy. ’

2. . Requirements for offerings in a set of standard lumen
ranges would allov consumers to choose between lupinaire.
types based solely upon cost and lighting characteristics,
without having to choose between different designs.
keplaceament or extension of existing systems would be more
econonmically feasible.

3.. The costs of 1lighting fixtures are affected by
econonies of scale aof production and by dinflation. The
relative price of an early fixture versus a later made
fixture cannot be foretold at the time of the 4initial
offering of a nev lighting systen.

4, The Findings and Conclusions made in- the Order of
May 31, 1979, are still valid.

EVIDENCE AND COHCLUSIONS

The purpose of this investigation has been to identify
those actions which _the Commission can take to promote
efficiency of the use of the electric system, the provision
of adeguate lighting service to consumers, and conservation
of energy. The evidence in this docket clearly indicates
that, under the present policies, consumers cannot choose
between types of 1lighting without also choosiecg between
lighting levels or lighting designs. The Conmission
concludes that standardization of a minimum set of offerings
of lighting 1luminares would allov consumers to choose
between types of luninaires oh an equal basis, considering
color and dispersion characteristics and cost of operation
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only, without having to automatically upgrade lighting
levels beyond the levels needed or desired, In addition,
standardization of a mininum set of offerings would afford
consistent opportunity for service for citizens throughout
the State.

The Commission recognizes that there will alvays be some
needs for special designs and concludes that provision
should be made to allow utilities to additiooally offer on a
regular tariff basis luminaire sizes other than those
reguired in the standard set. The <Conmission also
recognizes that sose nev lumipaire types may be especially
suited only for the specialized high lumen level
requirenents for some few interchanges and parking areas,
and concludes that utilities should not pecessarily be
required to include those types in the sizes covered by the
standard set. It is appropriate, however, to require that
lower lumen level lunminaires be offered in a set of standard
sizes before being offered in sizes between or slightly
above the standard levels.

The <Conmission concludes that the new Bule R8-47 shown in
Appendix A 1s reasonable and necessary to promote
conservation of energy and economy of service, and that it
should be adopted. HRule R8-47 will not limit the ability of
a utility to offer additional sizes of lumipaires, but it
will assure consumers the freedom of choice.

After review of this docket, the Conmmission concludes that
the Pindings of Fact in its COrder of May 31, 1979, are well
founded and that Ordering Paragraphs 1, 2, and 3 should be
affirmed.

The Conmission further concludes that it would not be
appropriate at this time to change the present pricing
methodology for lighting systeas. It appears that changing
the mathodology, while promoting efficiency, may not be cost
justified. This matter should, hovever, be réviewed again
in the future to assure that pricing policy does not have a
significant impact on the process of selection between
lupinaire types.

IT I5, THEBEFORE, ORDERED

1. That oOrdering Paragraphs %Wo. 1, 2, and 3 of the
Comnission's Order of May 31, 1979, in this docket are
affirmed.

2. That BRule R8-47 attached in Appendix A is hereby
approved to becone effective July 1, 1980.

ISSUBD BY ORDER OF THE COMMISSION.
This the 20th day of December, 1979.

NORTH CAROLIHA UTILITIES COHMISSION
{S EAL} Sharon C. Credle, Deputy Clerk
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APPENDIX A

RBule R8-47. BRequirements of minimum standard offerings of
lighting luminaires.

(a) Utilities are urged to investigate new, more
efficient lighting systeas as they are developed and,
where such systems are efficient and economical to the
consumer, to reguest approval of newer systems as standard
tariff items.

(b) Luminaires with less than_33,000 lanmp lugens
{1) Fhen new lighting systens of less than 33,000
lapp lumens are offered, at least one unit npust be
offered in each of the £following standard lumen
ranges before offerings may be made in other ramnges.

STANDARD RANGES
(Noainal Lamp Lumen Ratings)

Area Lighting Street Lighting
6,000 - 8,700 6,000 - 8,700
20, 000 - 30,000 10,000 - 14,500

19,000 - 25,000

2) If a standard wunit of the new type is not
available in a lumen output range required in R8-
46 ¢(by (1), the standard unit most closely meeting the
lumen requirements of that range may be .substituted,

(3) The lumen ranges required for street lighting
by B8—-46 {(b) (1), are based upon the light
distributions on roadway and sidewalk areas resulting
from the refractive characteristics of standard
mercury vapor and high pressure sodium vapor point
soyrce luminaires. In order to qualify as meeting
Rule RS-46(b) (1), luminaire systens with other light
distributions will require a corresponding adjustmeat
of lamp lumen levels in order to equal the roadway
and sidevalk illumination fron these standard
luminaires.

{c) Lupinaires with 33,000 or more lamp lumens

ew lighting systems may be offered in 33,000 lumen or
larger size without being offered im the standard ranges
required by Rule R8-47(b).

(d) As newer, more efficient types of lighting sources
becomé available and in substantial or predominant use,
utilities will not be required to continue to offer the
older, less efficient types of lighting for new service.
Upon approval of the Commission, one or more sizes of the
older types may be removed at one tisme from the schedule
of offerings.

Effective July 1, 1980
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DOCKET NO. E-100, SUB 30
BEFORE THE RORTH CAROLINA UTILITIES COMAISSION
In the Matter of

Investigation of Conservation of Energy Through ) ERRATA
More Efficient Outdoor Lighting ) ORDER

BY THE COMNMISSION: Appendix 1 of the Comnission's Order
Adopting Rule BR8-47 contained three references to Rule RS-
46{b) (1), which should be changed to Bule R8-47 (b) (1).

IT IS, THEREFORE, ORDERED

The references shovn as B8-46 (b) (1) in Paragraphs (b) (2)
and (b) (3) of Appendix A of the Coamission's Order of
Deceaber 20, 1979, should be changed to R8-47(b) (1)-

ISSUED BY ORDER QOF THE COMHISS ION.
This the 28th day of December, 1979.

NORTH CAROLIEA UTILITIES COMNISSION
(SEAL) Sandra J, Vebster, Chief Clerk

DOCKET KO. E-100, SOB 32

DOCKET ¥O. m-100, SUB 78

DOCKET N§G. E-100, SUB 35
BEFORE THE KOBTH CAROLINA UTILITIES CONMISSION

in the Matters of

Investigation, Analysis, and Estimation )

of Puture Growth in the Use of Blectricity )

and the Need for Future Generating Capacity )

tor North Caralina } ORDER SEPARAT-
and ) ING ISSUES

Investigation of Cost-Based Rates, Load ) FROX DOCKETS

Management, and Conservation Oriented } AND ALLOWIKG

End-Use Activities ) LOAD HANAGE-
and )} HENT BATES TO

Investigation, Analysis, and Estimation of ) BECOME EFFEC-

Future Growth in the Use of Blectricity and ) TIVE PENDING

the Keed for Future Generating Capacity for ) INVESTIGATION

Forth Carolina, and the Reliability and )

Safety of Proposed FPacilities )

BY THE COMMISSION: The Coamission's Order of December 28§,
1978, in Docket Ho. B-100, Sub 32, required (in Ordering
Paragraphs & and 5) -that the three major electric utilities
in MNortk Carolina file detailed plans for tvo load
aanagement programs and also £file voluntary time-of-day
rates for customers with theraal storage.

The Comamission's Order of Jume 13, 1979, in Docket H-100,
Sub 78, reguired {in Ordering Paragraph 2} tkat the £ilings
resulting £from Ordering Paragraphs 4 and 5 of its previous
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order of December 28, 1978, in Docket No..E-100, Sub 32, be
incorporated into Docket M-100, Sub 78.

On September 28, 1979, Duke Power Company filed its
response to Ordering Paragraphs 4 and 5 of the order of
Decenber 28, 1978, in Docket No. E-100, Sub 32. Duke's
filing included a proposed nev rate schedule BRT (NC)} to
replace existing rate schedile TRV (BC) effective
February 1, 1980.

Oon September 24, 1979, Virginia Electric and Power Conpany
filed its response to Ordering Paragraphs 4 and 5 of the
Order of December 28, 1978, in Docket E~-100, Sub 32..
Vepco!s £iling included a proposed nev rate schedule 9, to
become effective December 1, 1979. Vepco has also filed
proposed new rate schedules 1P and 1¥, and Rider J to rate
schedule 11, in Docket E-100, Sub 35 {heard in July 1979).
The schedules filed in Docket E-100, Sub 35, were to becone
effective October 1, 1979.

On September 24, 1979, cCarolina Power & Light Company
filed its response to Ordering Paragraph 4 of the oOrder of
December 28, 1978, in Docket Ko. E-100, Swb 32., CP&L's
filing included proposed nev rate schednles LGSI-1 and
Eesidential Service Rider 56, to become effective
October 24, 1979,

The Comnission's Public Staff in its senmorandum of
October 24, 1979, stated that it requires time to review the
progranrs, with respect to overall reasonableness, cost
effectiveness, and coaparability between utilities, and
expects to do so as a part of a current rate examination
progran.

The Commission is of the opinion that suitable load
management prograns should be implepented as soon as
possible. It would not be in the best iaterests of lorth
Carolina ratepayers to suspend these rates and thereby lose
the opportunity to begin ipplenentation of the large user
prograns for the 1979/1980 winter peak and the residential
prograns for the 1980 summer peak. It is not expected that
changes of such wmagnitude as to significantly adversely
affect custonmer use of these prograas will be necessary at
the conclusion of the review and coordinatioan process.. The
Conmnission, therefore, concludes that it is appropriate and
necessary to allow these proposed lcad managemeat rates and
PIOgrans to become .effective during the review and
coordination process.

IT IS, THEREFORE, ORDERED:

1. That the load management prograns and rates filed by
Duke Power CoBbpany on September 28, 1979, by vVirginia
Electric and Power Coapany on Septeaber 24, 1979, including
those filed earlier by Vepco in Docket Ho. E-100, Sub 35,
and incorporated therein, and by CcCarolina Power & Light
Company on September 24, 1979, in response to the
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Comaission's Order of Decenber 28, 1978, Paragraphs 4 and 5,
are allowed to become effective as filed subject to £further
review,

2. That the above load managenent matters are hereby
separated from Docket No. E-100, Sub 32, and Docket Ho. E-
100, Sub 35, and henceforth are incorporated into Docket
Ho. #-100, Sub 78. Any furure filings with respect thereto
shall be made in Docket Wo. M-100, Sub 78.

ISSUED BY ORDER OF THE COMMISSION.
This the 6th day of November, 1979.

NORTH CAROLINA UTILITIES COMMISSIDH
{SEAL}) Sandra J. Webster, Chief Clerk

DOCKET NO. G-100, SUB 12
DOCKET NO. G-100, SUB 21

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of
Rule-Haking Proceeding for Curtailment ) ORDER REQUIRING
of Gas Service Due to Gas Supply ) DELETION OF HMONTHLY
Shortage — Change in Requirement of ) SUMMARY OF HELD
Reporting Procedures ) OBRDERS REPORT

BY THE COMMISSION:z On April 1, 1971, the North Carolina
Utilities Commission issued an Order requiring data to be
filed and establishing curtailment priorities. In said
Order the Connission, in Ordering Paragraph Me. 3, ordered
“That on all new requests for gas service following receipt
of this order, each natural gas company shall obtain the
following information:

(a) The date of the request.

(b} The name of the custonper.

{(¢) The address of the custoner.

(d) Class of service.

(e} Appliance or equipment to be used.

() Whether customer is on existing main or, if not, the
distance from an existing main.

{g) Reason for accepting, rejecting, or limiting
customer's requests for service.

That a wponthly summary of all new applications shall be
filed with the Commission, which report shall be due 15 days
fron the Jlast day of the preceding month for which the
report is due."

This Order vas issued as the supply of natural gas to the
State of Horth Carolina vas beginning to be curtailed and in
anticipation of decreasing volumes of natural gas through
the next several years. The Coamission £finds that the
curtailment of natural gas bas increased up until the
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present at wbhich time supplies are projected to increase
substantially.

A Compission oOrder dated Jamuary 3, 1978, ordered that
each gas utility file with the Conpmission on a monthly basis
a load attrition report showing the number of customers in
Priorities 1.1, 1,2, and 2.1, Due to the present 1load
attrition policy, the request for monthly reports as ordered
in Docket No. G6-100, Sub 21, and the increase in supply
projections, it is the Public Staff's recommendation and the
Compissionts conclusion that the monthly sumpary Treport of
held orders as ordered in Docket No. G-100, Sub 12, is no
longer necessary and should mo longer be regaired by this
Connission.

IT IS, THEREFORE, ORDERED as follous:

1. That the Order issued on April 1, 1971, requiring the
monthly filing of summary of held orders be and is bLereby
terninated and cancelled.

ISSUED BY ORDER OF THE COMMISSION.
This the 1i1th day of January, 1979.

NORTH CAROLINA UTILITIES COMMISSION
{SEAL) Anne L. Olive, Deputy Clerk

DOCKET NO. 6-100, SUB 21
BEFORE THE NORTH CAROLINA UTILITIES CONMISSION

In the Matter of
Rule-~Making Proceeding Concerning Load ) ORDER MODIFYING
Growth Policies of North Caroliba Gas ):LOAD GROWTH
Distribution Utility Companies ) POLICY

BY THE COMMISSION: By Order issued Qctober 25, 1977, in
the above docket, the Commission established rules for the
connection of natural gas customers to replace volumes lost
by the distribution companies in cerctain bhigh priority
classes due to attrition and conservation. This Order
provided that replacement customers in Priorities 1.1, 1.2,
and 2.1, located on existing mains, could be attached to the
gas systems without prior Commission approval but that new
customer comnmitments for Pricrities 1 through 5 with
nonboiler usaqe greater than 50 dcf on a peak day, and any
commitments not on existing w@ains, vere subject to prior
approval depending upon the feasibility of ¢the attachnpent
and the ratio of gas availability to the nuabers and types
cf jobs to be added to the State's econony. Replacerent
volumes vere limited to the extent of 102% of 1973
consuzption levels in ea¢h customer class.

In order to expedite service to, and prevent
discrimination against, certain prospective custoaers vwho
are located adjacent to existing mains, the Copmission
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issued a further order on January 3, 1978, amending its
attrition replacement rules to permit the attachment of
customers in Priority 1.1 located within 300 feet of
existing mains and those in Priorities 1.2 and 2.1 located
vithin 500 feet of existing mains, without prior approval,
subject to the volume limitations previously established.
Also, by this Order, the Commission prescribed a standard
procedure for requests to serve nev customers or to provide
additional service to customers in Priorities 2.2 and 2.5.

Since the issuance of these Orders, the Commission has
received and acted on a number of requests to provide new,
high priority gas service and, through review of ponthly
load attachment reports, has monitored the attrition
replacement of the companies. In conjunction with these
activities, the Comnission has worked closely vith the
Industrial Development Pivision of ‘the Department of
Comnmerce to determine the availabiljty of natural gas
service to prospective industries.

In a separate but related endeavor, the Conmission has
participated with the gas companies in lengthy proceedings
before the Pederal Energy Regulatory Coaaission (PERC) and
the Federal courts to obtain additional natural gas froa the
Statets sole supplier, Transcontinental Gas Pipe Line
Corporation (Transco). On July 13, 1978, the United States
Court of Appeals for the District of Columbia rendered its
decision in State of North Carolipa, et al. ¥. FERC, D.C.
cir. W¥o. 76-2102, reversing a 1976 FERC Order in Docket
No. RP72-99, which had prescribed a permanent curtailment
plan for Transco, and remanding the case back to FERC to
deternine and consider the impact of the curtailment plan on
ultigate users on the Transco systea and to explore the
merits of compensation to offset discripination caused by
curtailment.

on July 31, 1978, Piedmont HNatural Gas Company, IRc.
(Piedmont), filed a MNotion requesting the Commission to
review its Order of Qctober 25, 1977, and amend such Order
s0 as to remove all restrictions on the additions of new
services. By order issued September 11, 1978, the
Conpission set the matter for oral arguzent, which was held
as scheduled on October 10, 1978.

Since that time, settlement negotiations have been
concluded in ©PFERC Docket HNo. 72-99 and an Offer of
Settlement from Transcoe has been accepted by FERC. The
Transco Cb-2 gas entitlements reflected in the settlement
are the result of both increases in Transco's systen
supplies and the settlement negotiations. For the VNorth
Carolina companies, this year's CD-2 gas entitlements
(flowing gas for the 1978-79 winter periecd and the 1979
sunmer period) amount to a 39% increase over the CD-2 gas
entitlements of the previous annual perciod. Hovever, the
total North Carolina gas supply for the 'prior annual period
consisted of CD-2 gas, 533 gas {customer-owned), emergency
gas, D5-1 gas, and exploration and developpnent gas.
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Therefore, the 39% increase in CD-2 entitlements is not a
39% increase above last year's total gas supply to North
Carolina companies. 1In fact, the settlement volumes (CD-2
gas entitlements) are only about 5% more than last year's
total supply. (Last year's total supply for copparative
purposes does not include DS-1 gas entitlements because D3-1
entitlements will also be received this year in addition to
CD-2 entitlements.) Nevertheless, the price of gas has
altered thé parket such that demand is expected to be nore
than satisfied without the additional putchasing of
expensive emergency gas and 533 gas. In addition, the
settlenent provides for the CD-2 entitlements of the North
Carolina companies for the following year to be 13% greater
than the CDP-2 entitlements of the present year.

Based wupon the foregoing matters, both of record and of
which the Coomission takes judicial notice, the Comsission
is nowv of the opinion that the previously established
attrition replacement rules are no longer relevant to
carrent market conditions and are unduly restrictive on the
gas distributors and the State as a whole. Specifically,
the Commission concludes the following:

1.- The load growth limitation to 102% of base period
volumes should be lifted.

2. The distribution coapanies should be authorized to
add new gas services 4in Priorities 1 and 2 vithout
restriction,

3. The addition of new services in Priorities below 2
should remain subject to prior Commission approval on a case
by case basis in accordance with procedures to be
prescribed.

4. The companies should continue to file reports on
castomer and load attachments.

IT IS, THEREFORE, ORDERED as follows:

1. That the linitation of load growth by customer class
to 102% of base period volumes heretofore imposed on the
State's natural gas distribution companies is hereby lifted.

2. That the distribution companies are hereby authocrized
to add new gas services in NCUC Priorities 1 and 2 without
restriction and without prior approval by this Commission.

3. That requests for addition of nev services for
customers below NCUC Priority 2 be Submitted for Commission
approval in accordance with procedures set forth in Appendix
A attached hereto.
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4, That each company file with the Commission  a
gquarterly report of customer and load attachments Dnade
pursuaint to this Order.

ISSUED BY ORDER OF THE COMMISSIORN.
This the 25th day of January, 1979.

HOBTH CAROLINA UTILITIES COMMISSION
(S EAL) Sandra J., Webster, Chief Clerk

NOTE: For Exhibit A, see the official Order in the Office
of the Chief Clerk.

DOCKET NO. 6G-100, SUB 21
BEFORE THE BORTH CAROLINA UTILITIES COMMISSION

In the Matter of
Rule-Making Proceeding Concerning ) ORDER ELIMINATING CASE-
Load Growth Policies of North ) BY-CASE APPEOVAL FOR
Carolina Gas Distributiom } ADDITION OF NEW
Utility Conmpanies } INDUSTRIAL CUSTOMERS

BY THE' COMMISSION: By Order issued January 25, 1979, in
the above docket, the Coamission modified the rules for the
connection of nev customers by the natural gas companies.
This Order 1lifted all restrictions on the addition of
customers im NCUC Priorities 1 and 2 with additions pelow
Priority 2 being subject to prior approval. On Pebruary 13,
1979, +the Public Staff filed a motion requesting that the
Copaission further modify its Load Growth Policy S0 as +to
allow new custoner cornections belov Priority 2 vithout
prior Commission approval and on February 20, 1979, Piedmont
Natural Gas Company, Inc,, £iled a motion in support
thereof. Heasons cited for the above consideration included
(1) an expected increase in Transco gas supplies to North
Carolina of 17.5% within the next twvo-year period - due
partially to the FERC sSettlement and due partially to
increased system supply; (2} the substantial savings due to
congservation by customers in HCUOC Priorities 1.1, 1.2, and
2.1 during the 12-nonth period ending November 1978, these
savings apmounted to approximately three billion cubic feet
(3 BCP). In addition, further modification of the load
growth policy is expected to bepmefit +«he industrial
customers and the gas companies while also providing a
bepefit, as well as protection to the high priority market
(nainly residentials}. And f£inally, £urther modification of
the present policy is consistent with the S5tate's policy of
encouraging industrial growth in North Carolina as well as
with the United States Departaent of Energy's proposal to
use the available gas supply to reduce our balance of
payments and dependence on foreign oil.

Based upon the foregoing matters, both of record and of
which the Commission takes judicial notice, the Conmission
is now of the opinion that it is no longer necessary for the
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distribution companies tp receive case-by-case <Compission
approval prior to providing service to new customers below
Priority 2.

IT IS, THEREFORE, ORDERED as follows:

1. That the distribution companies are hereby authorized
to add new gas services to customers without prior approval
by this Coamission,

2. That the distribution cospanies make nev customers
avare of Commission Rule R6-19.2, Priorities for Curtailment
of Service.

3. That each company £file with the Conmission a
guarterly report of customecs and load attachments nmade
pursuant to this Order. For customers belav Priority 2,
this report shall include the capital cost to connect said
custoner.

ISSUED BY ORDER OF THE CONMISSION.
This the 20th day of March, 1979.

NORTH CABOLINA UTILITIES COEMISSION
{SEAL) sandra J. Webster, Chief Clerk

DOCKET HO. G-100, S0B 22
BEFORE THE NORTH CAEOLINA UTILITIES COMMISSTON

In the Matter of
Rule~-Making Proceeding and Investigation ) ORDER DEFINING
into the Feasibility of Increasing the )} PROCEDURES Mol
Supply of Natural Gas in the State of J NATURAL GAS
North Carolina ) EBXIPLORATION

HEAED IN: The Commission Hearing Roonm, Dobbs Building,
430 North Salisbury Street, BRaleigh, WNorth
carolina, on October 5, 1977, and Septeaber 12
and 13, 1978

BEFQRE: Chairman Robert K. FKoger, Presiding; and
Comzissioners Ban B. Romey, Leigh H. Haamond,
Sarah Lindsay Tate, Bobert FPischbach, and
Edward B. Hipp

APPEARANCES:
For the Applicants:

Donald V. HcCoy, NcCoy, Neaver, Wiggims,
Cleveland & Raper, Attormneys at Lav, Box 2129,

222 Maiden Lane, Payetteville, North Carolina
28302

For: Horth Carolina Natural Gas Corporation
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T. Carlton - Younger, Jr., Brooks, Pierce,

HclLendon, Humphrey & Leonard, Attorneys at Lavw,

P.0. Drawer U, Greensborc, North Carolima 27402

For: Pennsylvania and Southern Gas Compahy and
United Cities Gas Cospany

Jerry W. Amos, Brooks, Pierce, MNclendoa,
Humphrey & Leonard, Attorneys at Law, P.0.
Draver U, Greensboro, North Carolipa 27402
For: Piedmont Natural Gas Conpany

P. Kent Burns and James M#H. Day, Boyce,

Mitchell, Buras & Saith, Attorneys at Law, P.0.

Box 1406, Raleigh, Horth carolina 27602

Por: Public Service Company of Horth Carclina,
Inc.

For the Intervenors:

Henry S. Manning, Jr., Joyner & Howison,
Attorneys at Law, P.0. Box 109, Raleigh, W¥orth
Carolina 27602

For: Aluminum Conpany of America

William McCullough and Charles C. Keeker,
Sanford, Adaas, KcCullough and Beard, Attorneys
at Law, P.0..,Box 389, Raleigh, KNerth Carolina
27602

For: CF Industries, Inc.

pennis P. HBeyers and Jesse Brake, Associate
Attorneys General, Department of Justice, P.O.
Box 629, Raleigh, Horth Carolina 27602

For: The Using and Consuming Public

Robert F. Page and Stephen G. Kozey, Staff
Attorneys, Public Staff - Horth Carolina
gtilities Commission, P.O. Box 991, Raleigh,
¥orth Carolina 27602

For: The Using and Consuaing Public

BY THE CONMISSION: on June 25, 1975, this Commission
established Rule B1-17(h) of the BRules of Practice and
Procedure of the North Carolina Otilities Commission (the
"Bules™), entitled "procedure for Participation ian
Exploration and Drilling Prograas and Approval of Associated
Changes in Natural Gas BRates.® on July 18, 1977, CF
Industries, Inc., through its Attorney, filed a Petition for
Apenddent of and Supplement to Natural Gas Exploration
Eules, and such petition was set for hearing by this
Commission. Hotions were filed by Public Service Company of
Horth Carolina, Inc., oa August 30, 1977, and by Piedoont
Natural Gas Company, IRc., on Septenmber 2, 1977, reguesting
clarification of the scope of the proposed hearings. This
Copnaission issued an oOrder dated September 8, 1977,
specifying the scope of these proceedings and requiring a
prehearing conference in this docket.
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4 prehearing conference in the above-captiomed docket was
held on September 15, 1977, and this Conmission issued an
Order dated September 22, 1977, affirming the stipunlation of
the parties at the prehearing conference. The agreement of
the parties as affirmed by such Order was that the hearings
in Docket Ho. G-100, Sub 22, would consist of two parts:
Phase I, being consideration of the ERI and Transmac
Programs, and Phase II, beingd review of the rule-making
request of Petitioner, CF Industries, Inc., for certain
financial and accountingy determinations in cobnnection with
the exploration programs. Hearlngs on Phase I and a portion
of Phase II were held on October 5, 1977. Purther hearings
on Phase II were held on September 12 and 13, 1978.

The nmatter came on for hearing as shown above, and this
Conmission received affidavits and  testicony of the
following vitnesses: Calvin B. ¥ells, Senior Vice
President, ¥orth Carolina Natural Gas <Corporation; Everett
C. Hinson, Vice President and Treasurer, Piedmont Natural
Gas Coapany, Inc.:; Thomas W. McCreery, Jr., Assistant Vice
President-Supply, Piednont Natural Gas Company, Inhc.;
C. Marshall Dickey, Vice President-Gas Supply Services,
Public Service Company of Worth Carolina, Inc.; Robert T.
Johnson, Partner, Arthur Aadersoa & Co. {appearing for
Public Service Conpany of North Carolina, Inc.); Marshall
Caapbell, Assistant Secretary, Pennsylvania and Southern Gas
Company; Glenn Rogers, Vice President, Gas Supply, United
Cities Gas Conmpany; George S. donkhouse, Petroleun
Consultant, George S. HMonkhouse and Associates, Inc.
(appearing for the Public Staff - Worth Carolina Utilities
Conmission); Raymond J. Nery, Director, Gas Division, Public
Staff - FKRorth Carolipa Utilities Conmission; Donald E.
Daniel, Assistant Director, Accounting Division, Public
Staff - North Carolina Utilities Comnission; Maynard F.
Stickney, Chief Industrial Engineer, Badin Works, Alunminua
Company of America; Arthur Deleon, Manager, Energy Planning,
CF Industries, Inc.; T. Hamiltomr Traylor, Vice President,
Operations, CF Industries, Inc.; Vernon F. Stanton, Senior
Consultant, H. Zinder & Associates, Inc. (appearing for CF
Industries, Inc.); and Robert Bruce McGregor, Co-Director,
Otilities Group, Ernst & Ernst {appearing for the North
Carolina OUtilities Commission).

Ba sed upon the evidence adduced at the hearing,
information of which this Commission took Judicial notice,
and the entire record in this docket, the Commission nakes
the following

PINDINGS OF FACT

1. That Piedmont Hatural Gas ConpanyY, Inc., North
Carolina Natural Gas Corporatiom, Public Service Company of
North Carolina, In¢., Pennsylvania and Southern Gas Conpany
{North carolina Gas Service Division), and United Cities Gas
Coppany are corporations authorized to do business in the
State of North Carolina and are duly franchised pablic
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utilities providing matural gas service to their respective
North Carolina service areas.

2. Each of the five natural gas distribution companies
is providing reasonable and adequate ratural gas service to
its existing customers in North Carolina to the extent that
it is able to do so under the present level of curtailment
of its pipeline supplies of gas.

3. The five Horth Carplina natural gas distributiom
companies appearing im this docket are properly before the
Commission pursuant to Rule R1-17 (h).

4. Each of the five natural gas distribution companies
has formed a wvholly owned subsidiary to engage in
exploration and development activities and each exploration
subsidiary is the legal and recognized requlatory owner of
the natural gas discovered pursuant to the exploration and
development programs approved by this Coamission.

5. The exploration subsidiaries of the North Carolina
distribution companies have begua to delirver small
quantities of gas from wells on or mnear the Transco pipeline
to their parent companies for sale in North Carolina, and
these deliveries are expected to increase.

6. Each exploration subsidiary has executed a gas sales
agreement with its respective parent distribuation coapany
which provides that sales of gas from the subsidiary to the
parent will he made at the highest allowable interstate
price. Certificates of convenience and necessity to
transport such gas to Worth Carolina have been obtained by
the subsidiaries from the Federal Power Commission (FPC) and
Federal Energy Regulatory Cobmission (FERC) based on the
highest available and approved interstate price.

7 The sales of patural gas between the subsidiaries and
their parents are conducted as arn's-length transactions.
The use of the PERC approved interstate price is a
recognized method of natural gas pricing £for selling gas
volunes in the interstate market.

8. The price charged ¢to the parent coapanies will
produce a revenue pool in the exploration subsidiaries to be
divided 75% for the ratepayers and 25% for the shareholders.

9. The rule-making body of the accounting industry is
the Financial Accounting Standards Board {FASB). In
December 1977, the PFASB issued its statement of Fimancial
Accounting Standards No. 19 {(PASB STATEMENT Eo. 19) entitled
"Financial Accounting and Reporting by Dil and S8as Producing
Companies." That Statement regquired the use of the
successful efforts method of accounting by o0il and gas
producers except where regulatory bodies governing such
producers required a different method of accoumting, i.e.,
full cost accounting.
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10. On August 31, 1979, the Securities and Exchange
Ccompission set forth its own rules for Financial Accounting
and Reportiag Practices for 0il and Gas Producing
Activities. Such rules provided for the developsent of
“reserve recognition accounting,” a system of accounting
which would differ from both successful efforts accounting
and full cost accounting.

11. On October 4, 1978, the PASB voted to postpone the
effective date of PASB Statement No. 19 by deleting the
effective date of the statement: the FASB removed the
requirement that the statement apply to all financial
statements for £iscal years beginning after Deceamber 15,
1978.

12. The North Carolina gas distribution companies are
required to file periodic reports with the Securities and
Exchange Cozmission (SEC). In filing such reports and in
disseainating data or documentation governed by the .SEC, the
distribution companies will be required to provide
accounting data using the accounting procedures approved by
the SEC.

13. The ¥North Carolina exploration subsidiaries are not
uriform in their present rethod of accounting, w¥ith three
subsidiaries using one standard of expioration accounting
and with tvo subsidiaries using the other method., K Reguiring
either group to change their books and records at the
present time vhen further changes will be required by the
SEC provides no discernible benefit either to the coapanies
or their custonmers.

4. The total cost of. gas for each exploration subsidiary
is that base cost of gas obtained by using the chosen
accounting method, increased by (a) severance tarxes,
{(b) transportation costs, (<) line loss, and
(d) adainistrative charges.

1S. The profit or 1loss (the Hpositive" or "pegative"
benefit) -from the sales of gas by the exploration
subsidiaries to their parent distribution companies can be
calculated by subtracting the total cost of gas for a stated
volume from the established contract price of such gas, the
highest approved interstate price.

16. Commission Rule R1-17(h) provides an understandable
and equitable mechanisa for the allocaticn and distribution
of the benefits of natural gas exploration activities to the
customers of +the natural gas distribution coapanies,
Supplemental mnethods are necessary to reflect the fact that
custoner consumption levels »say be different during the
period (s} where benefits are distributed, relative to the
period(s) vhere funds were contributed. Supplemental
methods for making specialized allocations of funds have
been proposed by witnesses for the Horth Carolina Utilities
Copmission and petitioner CF Industries, Inc. The proposal
of Robert Bruce NcGregor, the Comnission's witness, provides
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for deneral breakdowns by priorities and by special, large
customer accounts. That proposal would also apply only to
future exploration revenues and not to any revenues already
disbursed pursuant to Rule RI1-17(h) (6). Both proposals
result in increased but not burdensome administrative costs
if applied only to the nonresidential classes of customers..

Whereupon, the Commission reaches the following
CONCLUSIONS

1. The natural gas produced by the exploration:and
drilling programs entered into by the Horth Carolina npatural
gas utilities pursuant to Rule R1-17(h) of the Commissionts
Rules and Regulations should be priced by the participating
utilities at the highest. interstate rate established by the
Federal Energy Begulatory Comaission (FEEC). . This method of
pricing the natural gas produced by the exploration and
drilling program is fair and reasonable and will prevent
distortions im nmeasuring the benefits to be £flowed to
customers of the natural gas utilities who have paid the
exploration and drilling surcharges.

2. Since the Horth <Carolina nataral gas distribution
companies are divided in the use of successful efforts
accounting and full cost accounting, requeiring a
podification of either one of these methods by the
nonconforming gas distribution companies would be both
unnecessary and unreasonable when further accounting changes
will be required by the SEC in the reasonably foreseeable
future.

3. Comrmission HRule R1-17(h) provides that when revenues
from the custoners' portion of the exploration and drilling
progran received by the utility exceeds the unrecovered
expenses of the exploration and drilling program the utility
shall file to adjust its rates downward by an amount
sufficient to amortize such excess revenues over the next
six-month period.

As a result of conservation, the changing econosy, and
curtailment, many customers may have a different gas usage
during the period(s) over vhich benefits are distributed,
relative to the period(s) over which funds vere contributed.,
Customers receiving gas Tunder FERC Rule 533 is such an
exanple. As a further example, industrial processing is one
of the principal applications of large volume users of
natural gas. Due to changes jn busipess activity occasioned
by changes in general economic conditions including the
availability of natural gas supply, it is aot uncommon to
find sigrificant variations or wide fluctuations in the
level of usage of such customers., In contrast, the level of
usage of small and moderate users (residential customers) of
natural gas tends to be relatively constant, affected
primarily by changes in the wveather.
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The Conaission is deeply concerned with regard to the
equitable treatnent of all ratepayers who have heen required
to contribute to the companies' exploration and drilling
pPrograns. However, it is not unaipdful of the.
adninistrative burden and the attendant cost that would be
imposed upon the utilities (and ultimately borne by the
ratepayers) should the Comnission seek to achieve Pperfect
egquity® in the distribution of the penefits derived
therefron, Such a perfectly equitable distribution of the
bepefits wounld require that each and every customer's
individual beneficial interest be established which, at the
very least, would require a determination of each custonmer's
contribution to the E & D program. Although such an
objective is, admittedly, commendable, the Conaission
believes that any benefits derived therefrom would be more
than offset by administrative costs and thus be
counterproductive.

The Conmission nust, therefore, establish a threshold of
usage to be used in deterrining which customers are to be
accorded individual treatment. While thke Coanission, at
present, does not have the requisite data to establish the
threshold level(s) of usage for purposes of determining
which customers are to be treated individually, it believes
that initially it is reasonhable, as a minimua, to require
that all custoners vhose average daily usage exceeds 300
dekatherms be considered on an individual basis. Further,
the Copmission believes that the natural gas distribution
companies and the Public Staff should be called on to
conment on the following:

1. What level of usage within each customer class would
be practical as a threshold to consider the pro rata
bepefits of the E & D program on an imdividual basis?

2. Should customers who are permanently disconnhected
fron the system and vho have nhot received pro rata benefits
on an individual basis be given a refund due an average
customer?

‘3. Should customers who are permanently disconnected
from the system be given notice to expect wvwithin a three-
year period such pro rata refunds as may be due an average
customer arising from past contributions to the E & D
progran?

While the Commission has specifically called opn the
natural gas distribution colpanles and the Public Staff to
comment on the above, the Commission encourages and vonld
wvelcome comments froa all parties to this proceeding.

Ba sed upon the foregoing, the Comnission therefore
concludes that its Rule R1-17(h) operates in a just,
reasonable, and nondiscrimibatory manner to allow for the
return of benefits £rom the exploration program to the
majority of cuastomers of the natural gas distribution
conpanies. However, in order to avoid uadue discrimination
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and inequities, the following supplemental procedures should
be employed:

a. The contributions of all customers should be
segregated and separately accounted for either ipdividually,
in the case of customars whose average daily gas use exceeds
the threshold level (tentatively set at 300 dekatherms per
day), or by class for all other customers.

b. The proportionate (cost) interest of such customers
or c¢lasses Should be determined and the benefits flowed back
to 1individwal customers by direct credits on their bilis or
by downvard adjustment in rates pursuant to Rule Bi1-17(h) as
the revenues are received.

Ce There should be a true-up to date of all revenues
received froa exploration and drilling prograns to determine
whether individual customers or customer classes have
received their proper share of such benefits.

The Conmission wishes to emphasize that any custoger not
being treated on an individuel basis who believes that his
usage during the period over which the benefits from the
E & D progran were distributed was materially less than the
level of usage during the period over which contributions
were made to such program amd thus believes that he is being
unduly discriminated against because of such usage
characteristics shall have the right to receive upon a
satisfactory showing of such undue discrimipnation an
adjustment as required to provide for an equitable sharing
of the E & D program benefits. Further, the Commission
believes that the natural gas distribution companies should
be required to give notice of the foregoing to each of their
affected customers.

The Horth Carolina Supreme Court has said .

"In addition, the Counrission provided in Subsection (7) of
Rule R1-17 (h) that funds received from rate increases for
exploration expenses are to be Xept segqregated on the
utilities' books and the beneficial interests in any gas
discovered or profits generated through exploration
activities funded by such increases are to be preserved
for the customers paying such increases. Thus, any
discrimination between present and future ratepayers would
appear to have been avoided, since any revards accruing
from these increases nust be preserved for the customers
actually supplying the funds." (emphasis added)

The Conmission concludes that the procedures as prescribed
herein go as far as practical to meet the test of equity
anmong ratepa yers. To go further would have the
counterproductive effect of sacrificing the reality of
financial benefit for the theoretical satisfactjon of
absolute equity. '
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IT IS, THEREFORE, ORDERED as follows:

1. The five natural gas distribution companies shall pay
their wholly ovned subsidiaries the FERC price for natural
gas {highest interstate price for gas) increased by any
transportation charges paid, any severaace taxes paid, any
line loss of gas attributable to transportation of
exploration volumes, any cospressor fuel required to
transport exploration volumnes, and any administrative costs
aliocated by such subsidiary to its exploration activity.

2. Each  distribution company amnd its wholly owned
subsidiary is hereby required to continue usiag the
accounting pethod, whether successful efforts or full cost
accounting, used by such distribution companies aad
subsidiaries omn o0October 31, 1978. Each coapany shall, to
the extent required by the Securities and Exchange
Comrission, modify its accounting methods and practices to
provide for the detecrmination of costs of exploration by the
Securities and Exchange Coamission.

3. The exploration volumes shall be priced by the
natural gas distribution companies to their customers
according to the validly approved rates and charges of such
utility on file with this Conmission.

4. The natural gas distribution companies shall keep a
separate account of payments made by reason of exploration
apd drilling surcharges by each natural gas utility custoper
whose daily use of natural gas is in excess of the threshold
level (tentatively set at 300 dekatheras per day}. As
revenues from the customers' portion of the exploration and
drilling gas revenues in excess of the expenses of such
prograss are received, the proportionate share of such
revenues shall be credited to these customers on their
monthly gas bills. In the event that such customers are not
receiving service at the time such credits would otherwise
be recognized, distribution of such custoaers' proportionate
share of revenues in excess of cost shall be accoaplished by
means of a direct refund payment.

5. The natural gas distribation coapanies shall keep
separate accounts of paysents made by reason of exploration
and drilling surcharges for all customer classes, excluding
such customers whose daily use of natural gas is in excess
of the threshold level (tentatively set at 300 Mcf per day)-.
The proportionate interest of each class shall be determined
and the benefits flowed back pursuant to Rule E1-17 (k) (6) as
the revenues are received.

6. The natural gas distribution conpanies shall file
within 45 days hereof an accounting to date of all revenues
received from exploration and drilling programs and of the
benefits returned pursuant to BRule R1-17(h) to customers
whose usage is above the threshold level and to other
customers by class.
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7. Except as modified herein, the allocation method
approved previously and set forth in BRule ER1-17(h) (6) is
hereby specifically affirmed and shall continue to be the
allocation method for distributing benefits and interests in
the natural gas exploration programs to customers of the
natural gas distribution coapanies.

8. The natural gas distribution companies and the Public
staff shall file within 45 days from the issuvance date of
this Order comments with regard to the following:

(1) What level of usage within each customer class
would be practical as a threshold leyel to
consider the pro rata benefits of the E & D
progran on an individual basis?

(2) Should customers who are perzanently
disconnected from the system and who have not
received pro rata benefits on ap individual
basis be given a refund due an average
customer?

(3} Should customers who are permanently
disconnected from the system be given notice to
expect within a three-year period such pro rata
refunds as may be 4due an average customer -
arising from past contributions to the B 6 D
program?

9. The natural gas distribution companies shall provide
each affected customer with notice to the effect that any
custoner wWho has reason to believe that his usage during the
period over which the benefits from the E & I program were
distributed was less than the 1level of usage during the
period over wvhich contributions wvere made to such program
and thus believes that he is being unduly discriminated
against because of such usage characteristics shall have the
right to receive upoR a satisfactory showing of such
discrinination an adjustment as required to provide for an
eguitable sharing of the E & D program benefits.

ISSOED BY ORDER OF THE COMMISSION.
This the 26th day of January, 1979.

HORTH CABOLIMA UTILITIES COMHISSION
{SEAL) Sandra J. Webster, Chief Clerk

HAMMOND, COMMISSIGNER, DISSENTING: The decision of the
majority places the Commission well along the road to the
establishment  of a  procedure which will be clearly
discriminatory in its treatment of natural gas customers. I
do not agree that certain large custoaers have faced or will
face circunstances so uniquely different from custo@ers in
general that special procedures must- - be established to
assure that these lacge customers receive their fair share
of the benefits of exploration activities while all other
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customers must hope that, "or the average," they will get
their fair share.

All natural gas ocustoners, large and small, have paid
surcharges in direct proportios to the amount of natural gas
used. These customers will benefit from the exploration
prograns in direct proportion to the amount of natural gas
used. Why should the Commission take special precaution to
assure that the large corporation which uses 300 acf per day
"receive their fair share" of the benmefits and at the same
time lump the poor vwidov on a fixed ipncome in with the
rasidential class and hope or assume that she will receive
her fair share?

If we believe the Biblical teachings, tken the "few
pennies" contributed by the widow are just as important as
the contributions of the giant corporations. The majority
has fallen into the all too common position of giving
preferential treatment to the large corporate or commercial
custoser, This is totally unfair and f£lys in the £face of
our responsibility to treat all customers in an equitable
manner.,

The law does not require that the Commission achieve
f"absolute™ or "perfect" equity. The concept of reasonable
equity and the prohibition against undue discrimination
leaves the Commission some latitude to balance the reality
of adainistrative costs with the equity reguirements.

I am convinced that this decision falls short of our aoral
responsibilities and perhaps is inconsistent with our 1legal
responsibilities. The North Carolina Supreme Court, in
ruling on the legality of these programs, stated, "Jnder
these circumstances, the Conmission was well vithin its
authority in approving the exploration concept and including
the excess costs in the price of gas to customers, since
these expenses were incurred for their benefit and the
excess profits, under the Comaission order, were preserved
for the customers paying the rate jncrease.” (emphasis
added)

The Court further stated, in discussing the issue of
whether all customers would benefit from the prograns and
vhether discripmination might arise between present customers
vho were paying the charges and future ratepayers, "...the
Comnission provided «--that funds received £from rate
increases for exploration expenses are to be kept segregated
on the utilities' books and the beneficial interest in any
‘gas discovered or profits generated through exploration
activities funded by such increases are to be preserved for
custoaers paying such increases. Thus, any discrimination
betveen present and future ratepayers vould appear to have
been avoided, since any rewards accruing from these
increases pust be preserved for the customers actually
supplying the funds." (eaphasis added)
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This® decision does not Bmeet the test of assuring that
customers will receive benefits im direct proportion to
their contributions. That assurance is guaranteed only to
the large customer.

The majority leaves open the question of how the
beneficial interests of those customers who may move off the
gas utility system will be protected and for how long they
will be protected. Heither is a provision made to assure
that some future customers will not benefit £froma the
exploration program, a program ¢to wvhich they amade no
financial contribution.

The utility companies are able to keep detailed records to
assure that stockholders receive a share of profits in
proportion to the amount invested. Detailed coasumption and
billing records are also kept on each individuval custozer.

Ccomputerized record keeping techniques nmake possible many
things that proved administratively troublesome in the
recent past. The companies provided no specific details on
the magnitude of the administrative burden that would result
from assuring that benefits flow to all customers in direct

‘proportion to their contribution to the progran, Only

generalized statements about the "administrative burden" or
"inreasonable adninistrative costs" were offered into the
record. I hope information submitted by the coapanies in
response to this order will provide more reliable data to
support a nore precise deternination of adoisistrative
costs.

If the administrative costs would, in fact, be too groat
then why not let all customers - residential, commercial,
and industrial - feed from the sanme trough?

In summary, I £feel thkat this decision has the potential
for serious inequity and will discrimipate against the swmall
customer. Finally, I feel the decision may fail to meet the
test upon which the Horth Carolina Supreme Court appears to
have Dbased its decision on the legality of the exploratiom
programs and the involuntary participation of gas customers
through higher rates to cover the costs of these prograas.,

Leigh H. Hamnond, Comnmissioner

DOCKET NO. G-100, 5UB 22
BEFORE THE NORTH CAROLIFA UGIILITIES COMMISSION

In the Hatter of
Rule-Making Proceeding and Investigation } OBDER AMENDING
into the Peasibility of Increasing the ) COMHISSION
Supply of Watural Gas in the State of ) ROLE R1-17(h)
North Carolina )
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BY THE COMHISSION;: The Ccoamission, by Order dated
Janunary 26, 1979, in Docket No.,G6~-100, Sub 22, established
certain procedures to be enmployed in the allocation and
distribution of customer benefits realized from the. natural
gas exploration activities of North Carolina's five natural
gas distribution comnpanies (North cCarolina Natural Gas
Corporation, Pennsylvania and Southern Gas Company — North
Carolina Gas Service Division, Piedmont Watural Gas Company,
Inc., Public Service Company of North Carolipa, Inc., and
United Cities Gas Company).

Oon Pebruacy 28, 1979, CF Industries, Inc. (CFI), filed a
potion requesting that the Commission clarify wvhat Boaies
are to be returned to customers or customer greups under its
order in Dbocket Ho. .G-100, Sub 22, dated January 26, 1979.,

Among other matters and things addressed in jits
January 26, 1979, Order, the Commission specifically called
upon the £ive natural gas distribution companies and the
Public Staff to file coaments with regard to the folloving
questiong:

1. What level of usage within each customer class would
be practical as a threshold level to consider the pro rata
benefits of the exploration and drilling (E & D) prograas on
.an individual basis?

2. Should cuastomers who are pernanently disconnected
fronm the system and who have not received pro rata benefits
on an individual basis be given a refund 4due amn average
customer?

3. . Should customers w«ho are permanently disconnected
from the system be given notice to expect within a three-
year period such pro rata refunds as may be due an average
customer arising from past contributions to the E & D
prograns?

In response to the Comrission Order of January 26, 1979,
Piedmont Natural Gas Comapany, Inc. (Piedmont), Public
Service Company of North Carolina, Inc. (Public Service),
and the Public Staff filed comments on March 12, 1979; Horth
Carolina MHatural Gas Corporation ({N¥CHG) filed comments on
March 13, 1979; and Pennsylvania and Southern Gas Company -
North Carolina Gas Service Division (Pennsylvania and
Southern) and United Cities Gas Company (United Cities)
filed comments on March 14, 1979.

In response to Question No. 1 (What level of usage within
each customer class would be practical as a threshold level
to consider the pro rata benefits of the B & D programs on
an individual basis?), HCNG uvrged the Comaission to set the
threshold for individual customer accounting at the level of
3,000 dt per day; Piedmont stated that it believed the
300 dt- per day threshold Jlevel tentatively set by the
Commission vas appropriate; Public Service, Pennsylvania and
Sounthern, United Ccities, and the Public Staff vould have the
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Commission follow Comaission Rule R1-17¢h)6. Mditionally,
the Public Staff offered two alternative proposals for the
Conmission's consideration. Further, CFI in its motion £for
clarification filed on February 28, 1979, requested that the
Coanission enter an Order :statipg in substance that:

"{a) All nonies generated by the exploration and
dritling ventures be refunded to castomers or customer
groups on a pro rata basis according to their entitlenent
thereto on a quarterly basis without regard to current gas
usage.

{(b) All expenses relating to presently approved,
ongoing exploration and drilling ventures be paid by
current ratepayers on the basis of a distinct exploration
and drilling surcharge per unit of gas consuned."”

The Connmission after having very carefully considered the
comments filed by the parties and all of the other evidence
of record in this regard, for reasons stated in its Order of
January 26, 1979, reaffirms its conclusion that its Rule R1-
17(h) operates in a just, reasonable, and nopdiscriminatory
manner to allow for the return of benefits £from the
exploration program to the majority of customers of the
natural gas distribution companies. However, in order to
avoid wundue discrimipation and inequities, upon teraimation
of customer participation in the B & D programs the
following supplenental procedures should be eaployed:

A The contributions of all customers should be
segregated and separately accounted for either individcally,
in the case of customers whose average daily gas use exceeds
the threshold level of 300 dekatherms per day, or by class
for all other custoners. Average daily usage should be
deternined by dividing the total volumes of utility owned
gas received during the period beginning with the inception
of the E & D preograas and ending with their termination by
the nusber of days service was provided during said period.

b. Upon termination of +the E 6§ D program and upon the
billing of all customer costs related thereto -{tc be
deternined on an individual basis for each utility) the
proportionate interest (cost) of each customer or castomer
class should be dJdeternined based upon each customer’'s or
each customer classes' percentage contributions to total
customer costs recovered with respect to the B & D programs.
Pro rata benefits arising - from such prograas should be
flowed back to individunal customers based upon such
percentage contributions by direct credits apn their bills,
by direct refunds, or by downward adjustment in rates
pursuant to BRule R1-17{(h), provided, hovever, that the
distribution of benefits to customers treated on an
individual basis (in cases where average daily usage exceeds
300 4t per day) be made by means of a luap sum payment by
check or money order. Proposed apportionment of benefits to
customers other than those ¢treated separately, and the
manner in vhick same . is proposed to be accomplished should
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be filed for Conmmission approval concurrent and consistent
with the reporting requirements of Comaission Rule R1-17(h)
as modified herein.

c. Upon termination- of custoaer participation in the
E & D programs there should be a true-up to date of all
revenues received from exploration and drilling prograas to
deteraine -whether individual custoners (in cases vwhere
average daily usage exceeds 300 4t per day) or customer
classes have received their proper share of such benefits
deternined iam accordance with the procedures set forth
hereinabove.

As stated in its Janvary 26, 1979, Order, the Conaission
is deeply concerned with regard to the equitable treatnent
of all ratepayers who have heen required to contribute to
the companies' exploration and drilling prograas. Hovwever,
it is not nunmindful of the adainistrative burden and the
attendant cost that vould be imposed upon the utilities {and
ultipmately borne by the ratepayers) should the Comnission
seek to achieve Yperfect equity"” in the distribption of the
benefits derived therefron. Such a perfectly equitable
distribution of the benefits would reguire that each. and
every customer's individual beneficial interest be
established which, at the very least, would regquire a
determination of each custoner's comtribution to the E & D
prograns., Although such an objective is, adnmittedly,
coamendable, the Copmnission believes that any benefits
derived thecefron vould be mare than offset by
adpinistrative costs and thus be counterproductive, .

However, the Commission does hereby call upon the
companies and the Public Staff to carefully mnmonitor the
distribution of +the benefits from the E § D programs as
required herein to insure that no customer is unduly
discriminated against because of his usage characteristics.

In response to Question No, 2 (Should customers who are
permanently disconnected froaz the systemn and who have not
received pro rata benefits on an individual basis be given a
refund due an average customer?), the parties offered the
following conments:

1. Cormpanies do not maintain records that would eaable
then to determine +those customers vho are permanently
disconnected froa the systea.

2. In uahy cases the companies do not have forvarding
adresses for castomers who kave been disconnected.

3. Payment of the pro rata benefit due an average
customer way result in an inequitable distribution to these
cCustomers.

4, Because of the nature of exploration, it is
inpossible to deternine in advance how much benefit will
ultimately be received from the programs.
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Se In the past, customers who have been disconnected
from a utility system have never participated in the
distribution of supplier refunds and refunds associated with
pargin variation adjustaments.

The Coerission, after having carefully considered the
evidence and the comments of the parties in this regard,
concludes, £for reasons that are apparent, that it would be
inpractical, if not imprudent, to impose upon the natural
gas distribution companies a requirement such as that
contemplated by Question ¥o. 2 at this tine.

Concerns expressed by the parties in response to guestion
No. 3 (Snould customers who are permanently disconnected
from the systen be given notice to expect within a three-
year period such pro rata refunds as may be due an average
customer arising from past contributions to the E £ D
programs?) were in all material respects the same as those
expressed in response to Question NHo. 2.

The Conpnission after having congsidered the evidence and
the comnents of the parties in this regard c¢oncludes that,
at this time, it should not impose upon the companies a
requirement such as that contesmplated by Question No. 3.

IT IS, THEREFCRE, ORDERED as follovws:

1. That paragraph (h) of Commission Rule R1-17 is herehy
amended by the addition of subparagraph {8) as follows:

"({8) That upon terminmation of the exploratiom and drilling
prograts and upon the billing of all custoger costs
related thereto each natural gas distribution coapany
shall file within 60 days thereof am accounting of all
costs incurred and that billed its customers vith respect
to such natural gas distribution company's exploration and
drilling prograns and an accounting of all revenues
received and that distributed to its customers with
respect to such exploration and drilling programs.
Contributions of all customers to such exploration and
drilling prograprs shall be segregated and separately
accounted £or either individually, im the case of
customers vhose average daily gas use exceeds the
threshold level of 300 dekatheras per day or by class for
all other custoasers, Average daily usage shall be
deternined by dividing the total volumes of utility owned
gas received during the period bheginning with the
inception of the exploratioa and drilling prograas and
ending with their termination by the number of days
service vas provided during said period.

“The proportionate interest (cost) of each customer
{in cases vhere average daily usage exceeds 300 dt per
day) or each custoumer class shall be determined based upon
each customer's or each customer classes' percentage
contribution to total customer costs billed with respect
to the exploration and drilling programs and £future pro
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rata bepefits arising therefrom shall be flowed back to
individual customers or customer classes bagsed upon such
percentage contributions. Distribution of such benefits
may be accomplished by direct credits on customer bills,
by direct refunds or by Adownward adjustment in rates;
provided, however, that the distribution of benefits to
customers treated on an individual basis (in cases where
average daily usage exceeds 300 4t per day) shall be =made
by =aeans of a lump sum paymeant by check or nmoney order.
Proposed apportionment of benefits to customers other than
those treated separately and the manner inm which same is
proposed to be accomplished shall be filed for cCommission
approval concurrent and consistent with the reporting
requirenents established herein. New customers added to
the natural gas distribution companies' systeams subseguent
to termination of the exploration and drilling progranms
shall not participate in past or future revenue benefits
derived therefroa.

"The accounting as required hereinabove shall clearly
show whether individual customers (in cases where average
daily usage exceeds 300 dt per day) or customer classes
have received their proper share of revenue benefits
realized since inception of the erploration and drilling
prograns as determined in accordance with the procedure(s)
set forth in this subparagraph (subparagraph (8)).
Further, in the event that such revenue benefits have ot
been distributed as provided by said subparagraph, the
distribution company shall subait for Cosmission approval,
a method by which it would propose to accomplish a true-
up.

"Subsegqueat to its initial report aad accounting upon
termination of its exploration and drilling programs, each
natural gas distribution company shall thereafter, omn or
before March 1 and September 1 of each year, £file with
this Commission an accounting of all revenues realized
from Conmission-approved exploration prograas during the
six-moath period ending the preceding Deceaber 31 and
June 30, respectively.

"Such accounting shall clearly show the total level
of revenue realized during each six-nonth pericd and the
level of revenue to be distributed to each customer (in
cases where average daily usage exceeds 300 dt per day) or
each customer class during the ensuing six-wmonth period
and shall include adjustments as required to accomplish a
true-up of any over or under past distributioa (8) of
revenue benefits. Purther, the accounting for each six-
nmonth period shall c¢learly show by customer or customer
class (consistent with the above) the cumulative total
amount of revenue benefits distributed to such customer or
castomer class since 4inception of the exploration and
drilling prograns.

"Each natural gas distributiom company shall file for
Comaission approval in conjunction vwith each siz-amonth
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accounting as required herein a plan, consistent with the
foregoing, by which it proposes to make the distribution
of revenues realized daring each six-month period amnd when
required, to accomplish a true-up of any over or under
past distribution(s) of such revenue benefits. Hew
customers added to the natural gas distribution companiest
systems subsequent to termination of the exploration and
drilling programs shall not participate in past or future
revenue benefits derived therefroa.

"Ip determining the amount of revenue realized froa
the exploration and drilling programs to be distributed to
its customers, each natural gas distribution company may
deduct reasonable developnental and other costs essential
to the realization of said revenues; provided, however,
that such costs are reported in detail to this Conmmission
as a part of each matural gas distribution company®s siz-
month report.®

2. That Ordering Paragraph No. 9 of the Commission Order

issued Januvary 26, 1979, in Docket No. G-100, Sub 22, is
hereby rescinded.

3. That except as modified herein the Commission's Order
of January 26, 1979, issued in Docket ¥e. G-100, Sub 22, is

hereby reaffirmed.

ISSUED BY ORDER OF THE COMMISSION.
This the B8th day of Ahugust, 1979.

BORBRTH CARBROLIKX UTILITIRS COMMISSION
(SEAL) Sandra J. ¥ebster, Chief Clerk

COMMISSIONER HAMMOND DISSERTS.

DOCKET HO. G-100, SOB 24

BEPDBE THE NORTH CAROLINA UTILITIES COAMISSION

In the Matter of
Rule-Making Proceeding for Curtajilment of ) GRDER MODIFYIHG

Gas Service Due to Gas Supply Shortage ) ROLE R6-19.2,

) JANUARY 1, 1979

HEARD IN: The Conmission Hearing Room, Dobbs Building,
430 Morth Salisbury Street, Raleigh, MNorth
Carolira, on Tuesday, October 10, 1978, at
10:00 a.m. *’

BEPORE: Chairman Bobert K. FKoger, Presiding; and
Copmissioners Ben E. Honey, Leigh H. Hasmond,

Sarah Lindsay Tate, Robert Fischbach, John W.
Winters, and Edvard B. Hipp
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APPEARANCES:
For the Respondents:

T. Carlton Younger, dJr., Brooks, Pierce,

McLendon, Humphrey & Leopard, 1400 Wachovia

Building, Greenshoro, North Carolina 27402

Por: United Cities Gas Company and Pennsylvania
& Sonthera Gas Coampany

Jerry W. Amos, Brooks, Pierce, MNclendon,
Hunphrey & lLeonard, P.0. Drawer U, Greensboro,
North Carolina 27402

Por: Piedmont Natural Gas Company

P. Kent Burhs, PBoyce, Eitchell, Burns & Smith,

Attorneys at Lawv, Box 1406, HRaleigh, Horth

Carolina 27602

For: Public Service Cozpany of North Carolina,
Inc.

Donald H. McCoy, MNcCoy, Weaver, KNiggins,
Cleveland & @PRaper, Box 2129, Fayetteville,
North Carolina 28302

For: North Carolima Eatural Gas Corporation

Par the Intervenors:

Keith R. MNcCrea, Grove, Jaskiewiez, Gilliam &
Cabert, Attorneys at Law, 1730 ¥ St., HN.&.,
Washington, D.C. 20036

Por: Owens-Illinois, Inc.

Charles C. Meeker, Sanford, Adams, McCullough &
Beard, P.0. Box 389, BRaleigh, North Carolina
27602

For: CF Industries, Inc.

For the Public staff:

Robert P. Page and Dwight Allen, Public Staff -
Worth Carolima Utilities Commigsion, P.0.
Box 991, Baleigh, North Carolina 27602

For: The Using and Consuming Public

BY THE COMMISSION: On October 25, 1977, in Docket No. G-
100, Sub 24, the Comnission approved a revised priority Rule
R6-19.2 which listed priorities for the curtailment of gas
service in the event of limited natural gas supplies. The
Commission further amended this Bule on October 11, 1978, at
which time Priorities 2.8 and 3.2 vere established and
Priority 6.1 vas deleted. This change was made to realiqn
the NCUC plan closer to PERC order Ho. 4670 plan., Since the
approval of this amendment, WNH.C. Hatural Gas Corporation
(NCNG} and the Public Service Company of Horth <Carolina,
Inc. (P3), have filed rate schedules that allow customers in
Priorities 2.8 to be on rate schedules applicable to
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Priorities 3, 4, and 5. All of -these customers have oil. as
an alternate fuel, Piedmont Hatural Gas rates are
essentially all the same for all priorities, therefaore, not
necCessitating a filing. The Commission in previous Orders
has authorized all natural gas companies to purchase
sufficient natural gas supplies to supply service to
Priorities 1 and 2 on a design winter basis. The above
actions by the Commission gave lower rates to Priority 2.8
customers while granting these customers the same guaraatees
as other Priority 2 customers. The Commission is of the
opinion that this preference should not be allowed to
continue and that its previous orders requiring the MNorth
Carolina gas utilities to purchase gas for Priorities 1 and
2 customers on a design winter basis should be 1limited to
Priorities 1 through 2.7, inclusive; provided, however, that
nothing herein contained shall prevent the purchase of gas
for any customer regardless of his priority under
circunstances vhere the purchase of such gas will not result
in an 4increase in the rates for any other customer. The
Coamnission is further of the opinion that the NCUC priority
system should be revised as follows:

Bule BRb6-19.2. Prioritjes for curtailwent of service.
{(a) Priority 2.

2.8 Commercial over 100 acfyday {excluding
coapercial Priorities 2.3 and 2.4 and comamercigl
boiler fuel :eguireleutsaower 300 Mcf per day).

{(b) cCurtailmeat Anong Priority Classes.

If curtailment exists within Priorities 5 through 3, a pro
rata allocation will be utilized until 35% curtailment.
exists for all customers in Priorities 5 through 3 at which
time customers will be curtailed in accordance wvwith the
priority classificatioms in a normal sanner {curtailment of
all customers in 5 prior to curtailment of apy customers in
4); Priority 2 will bpe curtailed-next, also, if cartailaent
exists within Priorities 2.5, 2.6, apnd 2.7, a pro rata
allocation will be utilized until 35% curtailment exists for
all customers in Priorities 2.5 through 2.7, at wvwhich time
customers will be curtailed in accordance with the priority
classifications as usual,

IT 1S, THERBFORE, ORDERED:

1. That the natural gas utilities in North Carelina be
and are hereby authorized to purchase sufficient supplies of
natural gas to supply service to Priorities 1 through 2.7
inclusive on a design winter basis; provided, however, that
nothing herein contained shall prevent the purchase of gas
for any customer regardless of his priority under
circumstances vhere the purchase of such gas will not result
in ap increase in the rates for any other custoser.
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2. That -the priority system Rule R6-19.2 be amended as
noted above and is revised in Appendix A attached hereto and
pade a part hereof.

3. That each natural gas utility shall file revised
tariffs or rules and regulations to incluvde the changes made
herein.

ISSUED BY ORDER OF THE COMMISSION.
This the 10th day of Jdaaunary, 1979.

BORTH CARQLINA UTILITIES COHNKISSION
(SEAL) Sandra J. Webster, Chief Clerk

APPENDIX A
{Revised January 1, 1979)

Rule BR6~19.2. Priorities for curtailment of service. - (a)
In the event the total volume of natural gas available to a
North Carolina retail ‘gas distribution utility is
insufficient to supply the demands of all the customers of
that utility, the utility shall provide gas service to
individual customers -in accordance with the following order
of prioritiess

Priority 1. Residential. Essential Human Heeds ¥ith No
Alternate Fuel Capability. Commercial less than 50 Ecf/day.

1.1 Residential requirepents and essential homan
needs with no alternate fuel capability.
1.2 Conpaercial less than 50 Ncf/day.

Priority 2. 1Industrial Less than 50 Hcf/day. Process,
Feedstock and Plant Protection With No Alternate Puoel
Capability. Large Commercial réquirements of 50 Ncf or more
per day except for large commercial boiler Fuel requirements
above 300 Mcf/day.

2.1 Industrial less than 50 Mcfrday.

2.2 Connercial between 50 and 100 Acf/day.-

2.3 conmnercial greater than 100 Ncfsday, nron-boiler

use.

2.4 Commercial greater than .100 #cf/day, with no

alternate fuel capability.

2.5 Industrial process, feedstock and plant

protection between 50 and 300 Rcf/lay, vith no

alternate fuel capability.

2.6 Industrial process, feedstock  and plant
protection between 300 and 3,000 Ncf/day, with
no alternate fuel capability.

2.7 Industrial process, feedstock and plant
protection greater than 3,000 Mcf/day, with no
alternate fuel capability.

2.8 Commercial over 100 Ncf/day {excluding
commercial Priorities 2.3 and 2.4 and
commercial boiler fuel reguirements over 300
ncfsday) .
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Prijgrity 3. All Other Industrial Bequirements Not Greater
Than 300 Mcf/day.
3.1 Industrial non-boiler betveen 50 and 300
Mcf/day.
3.2 other industrial between 50 and 300 Mcf /day. .
iority 4. Honboiler Use Between 300 and 3,000 Mcf/day. :
5. Bonboiler Use Greater Tham 3,000 Mcf/day.

) 4 i 6. Boiler Fuel BRequirements of More Than 300
Bcf sday But Less Tham 1,500 per day.

Priority 7. Boiler Fuel Requirements Between 1,500 and
3,000 Mcf sday.

Priority 8. Boiler Fuel Reguirenents Between 3,000 and
10,000 Mcf/day. -

Priority 9. Boiler Fuel Bequirements Greater Than 10,000

(b) Curtailment Among Priority Classes. - Gas shall not
be considered available for any priority class until
requirements for emergency dgas sales, current demands of
higher priority classes and necessary storage for protection
of service from Priorities 1 to 2.4 and system integrity are
pet. The curtailment priorities listed in paragraph . {a} are
arranged with the bhighest priority listed fircst; i.e.,
Priority 9 is the first category to be curtailed, £folloved
by Priorities 8, 7, 6, 5, 4, 3, 2, and 1, in that order.,

If curtailment exists within Priorities 5 through 3, a pro
rata allocation will be utilized until 35X curtailment
exists for all customers in Priorities 5 through 3 at which
time customers will be curtailed im accordance with the
priority classifications in a normal sanner (cartailmeat of
all custogers in 5 prior to curtailment of any customers in
4): Priority 2 will-be curtajled next, also, if curtailment
exists within Priorities 2.5, 2.6, and 2.7, a pro rata
allocation will be utilized until 35% curtailment exists for
all customers in Priorities 2.5 through 2.7, at which time
customers will be curtailed in accordance .with the priority
classifications as usual.

All customers within a priority class must be completely
curtailed prior to the curtailment of any customer in a
higher priority except for emergency gas service as
described in the foregaing.

(c) Curtailment Rithin 2 Priority Class. - Except as
berein othervise provided, in the event it is not necessary
to conpletely interrupt all custosers within a priority
class, each customer within that class shall, to the extent
practicable, be curtailed on a pro rata basis for the season
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(vinter season — Noveaber 1 through March 31 and summer
season — April 1 through October 31).

(d) cCurtailment of Emergency Sefvice. = In the event
that gas supplies are not sufficient to support requests for
emergency gas service fros customers, such service shall be
curtailed according to the above priorities. Within a
priority class, emergency gas service shall be supplied on a
first-request basis.

(e) Injtial Base Periad. - Peak day volunes are
deternined by dividing the highest monthly consuaption
during the 12 nonths' period by the number of days in the
billing cycle. Por Priorities 1 through 5, the period is
July 1, 1976, through June 30, 1977. Por Priorities 6
through 9, the period is May 1, 1972, through April 30,
1973.

{f) Updated Base Peripd. ~ During July and August of
succeeding years, consumption for each customer in
Priorities 1 through 5 for the 12 months ending June 30 of
such year will be reviewed, and if it dis £found that the
customer increased his consuaption to the point it would
place him in a lower priority (e.g., 2.5 to 2.6) during any
tvo nmonths, the customer will be automatically reclassified
to the lower priority as of Septesber 1.

- {g) HRedunced Consumption.. — Any customer im Priorities 1
through 5 who permanently reduces bhis consumption to the
point that it would place hia in a higher priority (e.9.,
2.6 to 2.5) can make a written request to the coapany and,
upon proof that the consumption has, in fact, been reduced,
the custoser will be reclassified effective on the following
September 1.

(h) Definitions.

Regidential: Service to customers which consists of direct
na tural gas usage in residential dwelling for space heating,
air conditioaing, cooking, water heating and other
residential uses,

Copaercial: Service to customers engaged primarily in the
sale of goods or services, including institutions and
governmental agencies, £for uses other than those involving
nanhufacturing or electric power generation.

Industrial: Service to customers engaged primarily ino a
process which creates or changes rav or unfinished materials
into another form or product including the generation of
electric pover.

Plant Protection Gag: Mininum gquantities required to
prevent physical harm to the plant facilities or danger. to
plant personnel when such protection cannot be afforded
through the use of an alternate fuel. This includes the
protection of such naterial .in process as vwould otherwise be
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destroyed but shall' net include deliveries required’ to
maintain plant production.

Feedstock Gas: Natural gas used as a rav material for its
chemical properties in creating am end product, including
atmospheric generation.

Progess Gas: Gas wuse for which alternate fuels are not
technically feasible such as in applications requiring
precise tenperature controls and precise flane
characteristics.

Boiler Gas: Gas used as a fuel for éhe generation of stean
or electricity, including the utilization of gas tucbines
for the generation of electricity.

Alternate Fuel Capabilities: A sitiation where. an
alternate nongaseous fuel could have been utilized whether
or not the facilities for such use have actually been
installed.

Essential Human . Needs: Rospitals, nucsing homes,
orphanages, prisons, sanitariums and boarding schools, and
gas used for wvater and sevage treatment.

Emergengy Service: Service which if denied would cause
shut down or an operation which in turn would result in
plant closing.

DOCKET NO. G-21, S0B 196
DOCKET NO. G-100, SUB 24

BEFORE THE NORTH CAROLINA UTLILITIES COMMISSION

In the Matter of
Filing by North Carolina ) ORDER ALLGRING RATE SCHEDULE
Natural Gas for an ) 0. 4 TO BE APPLICABLE TO
AdJjustment in Its Rates ) N.C.N.G. PBIOBRITY 2.8 COUSTOMERS
and Charges } (COMHRERCIAL. CUSTOMERS RITH BOILER

) FUOEL RBQUIRENENTS BETWEEN 100
) AND 300 HCP PER DAY}

BYf THE COMMISSION: On Deceaber 16, 1978, B.C.BE.G. filed
Apendment No. 8 to Original Sheet No. 2 and Anmendment Ho. 1
to original Sheet Ho. 9 of N.C.K.G. tariffs on file .with
the Commission. By this £iling K.C.H.G. proposes to provide
service under  Rate Schedule Yo. 4 to commercial custonmets,
with boiler, fuel requirements between 100 and 300 Hdcf per
day.

These customers were upgraded to N.C.MN.G. Priority 2.8 by
the Coammnission's Order dated October 11, 1978, in .Docket
Wo. G—-100, Sub 24.
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The Public Staff has reviewed the filing sobaitted by
N.C.N.6. and recozmends to the Commission that the filing be
approved.

/

The Conaission is of the opinion based on the filing
subpitted by ¥.C.H.G., and the recommendation of the Public
Staff that the £iling should be approved.

IT IS, THEREFOEE, ORDERED: That Apendaent HNo. 8 to
original Sheet No. 2 and Apendment No. 1 to Original Sheet
No. 9 of N.C.N.G. tariffs be approved effective on billings
oh and after Deceaber 31, 1978.

ISSGED BY ORDER OF THE COMMISSION.
This the 10th day of January, 1975.

NORTH CAROLINA UTILITIES COMHISSION
{5 EAL) Sandra J. Vebster, Chief Clerk

DOCKET ¥0. G-100, SDB 25
BEFORE THE NORTH CAROLINA UTIILITIES COMMISSION

In the Matter of
Prohibition of Installation of } ORDER DETERMINING
Outdoor Lights Using NKatural y EXEARPTIQNS FOR PROHIBITIONS
Gas and OUse of Hatural Gas im ) ON INSTALLATION AND USE OF
Outdoor Lights ' j NATURAL GAS OUTDOGR LIGHIS

BY THE COMNISSION: On June 3, 1975, after investigation,
the Commission issued an Order in Docket No. 6G-100, Sub 25,
terninating the use of natural gas in torches. Also
included in the Order was a prohibition of additional gas
lighting service being offered. At that time it was
estimated that 10,742 gas lights were in use, having a
coabined consumption of 223,382 Mcf orn an annual basis.

on May 3, 1979, the Economic Regulatory Administration
(ERA} issued rules damplementing Section 402 of the
Poverplant and Industrial Fuel Use Act of 1978. This
section deals with a prohibition on the installation and use
of natural gas outdoor lights. The Coanission believes that
its June 3, 1975, oOrder in the above-mentioned Docket
effectively addresses the prohibition of -the installation of
nev natural gas outdoor lights. As for the - replacement of
existing natural gas outdoor lights, the Comaission will
determine, upon petition by the appropriate body, whether to
grant ‘an exception based on the criteria established in the
ERA rules.

4 study has been conducted by the Public Staff conceraning
the consufiption of natural gas in outdoor lights in the
State, At present, there are 5,988 gas lights in operation
using an estimated consumption of 103,221 dt aanuvally. This
represents 0.09 percent of the natural gas used inm the State’
and a 55.14 percent reduction from the 1975 consumption of
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natural -gas in outdoor lights, Schkedule 1 {below) shows a
comparison by company of the 1975 study and the 1979 study
on natural gas in outdoor 1lights.

Section 402 of the Powerplant and Industrial Fuel OUse Act
. prohibits the use of natural gas in outdoor lights. In the.
case of industrial customers currently using natural gas in
outdoor lights, this prohibition is effective on November 5,
1979. In the case of residences and mnmupicipalities
currently using natural gas in outdoor lights,  the
prohibition 1is effective on Janvary 1, 1982. Included in
the ERA rules on the prohibition of the imstallation and use
of natural gas outdoor lights is the criteria for granting
exceptions to the above-mentioned prohibitions.

Subpart D, Section 516.47 of the ERA rules states that an
exception to the prohibitions may be based on the public
interest. The criteria for this exception shall be.
satisfied upon a finding that converting a natural gas
outdoor lighting fixture (s) to substitute lighting would not
reduce the use of natural gas.

In four years since the last study on natural gas in
outdoor liglkts, annual consumption of this use has been
reduced 55.74 percent and the nunber of matural gas outdoor -
lights has been reduced by #4#4.26 percent. Based on the
results of the Public Staff study on natural gas use in
ocutdoor lights, the Commission believes that the use of
natural gas in outdoor lights will diminish to where there
would bhe little or no natural gas outdoor lighting in use
except for those which could be exenpted for historical
significance or for safety of persons and property.

Subpart D, Section 516.41 allows an exemption on the basis
of historical sigpificance. The criteria for this exeaption
shall be satisfied 4if the specifically identified natural
gas outdoor lighting fixture(s) directly contributes to the
quality of significance of the historic property or district
and that said property: {(a) is listed on the Hationmal
Register of Historie Places or Ais officially deternined
eligible for such listing, or (b} is in a district whose
State or local statutes are certified as providing adeguate
protection of historic places by the Secretary of the
Department of Interior, pursuant to the Tax Refora Act of
1976. The Public Staff estimates that at Jleast one such
area could possibly qualify for an historic significance
exemption.

Subpart D, Section 516.4#4(b) {(2) (ii) allows an exception on
the basis of the necessity to protect the safety of persons
and property uvpon a finding that the prohibitions would not
be justified by the =mavings likely to accrue over the useful
life of the sabstitute lighting facility. The Public Staff
estimpates that the initial cost of replacing patural gas
outdoor 1lights with a substitute lighting facility would be
$200. ¥ith such a bhigh initial cost, the Coneission
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believes it is unlikely that any savings will be accrued
fron such substitution.

The Commission, after review of the BBA rules and upon the
recoanendation of the Public -Staff is of the opinion that a
report be filed by all natural gas companies to determine
vhich customers should be exempted based on the exceptions
put forth in the ERA rules.

IT IS, THERBPORE, ORDERED:

1. That the Conmission proposes to ihplement Subpart B,
Sections 516.20 - 516.22 of the EBRN rules (attached as
Appendix A) pertaining to the prohibitions on the
installation and use of natural gas ontdoor lights.

2. That upon issuance of a Final Order, existing natural
gas outdoor lights are hereby exempted from the prohibition
on the use of natural gas in outdoor lights.

3. That within one year from the date of this order,
North Carolina Hatural Gas Corporation, North_—-caroclifia Gas
Service, Piednont MNatural Gas Coapany, Inc., Public Service
Company of North Carolina, 1Inc., and United Cities Gas
Company shall provide this Coomission with a report
concerning natural gas outdecor lights which could possibly
be exempted .on the basis of historical significance or oa
the basis of safety for persoas and property.

4. That the report in Ordering Paragraph 2 shall contain
a list of customers which could possibly be exenpted, along
vith the number of natural gas ontdoor lights in use by said
customer and the estimated annual consumption of these
lights.

5. That within ninety (90) days of issuance of this
Order, North Carolina Ratural Gas Corporation, North
Caroling Gas Service, Piedmoat Hatural Gas Company, Inc.,
Public Service Company of North Carolina, Inc., and United
Cities Gas Company shall provide comaents concerning the
inplementation of this Order.

ISSUED BY -ORDER OF THE COMMISSIOHN.
This the 12th day of July, 1979.

HORTH CAROLINA UTILITIES CONMISSION
(SEAL) Sandra J. Webster, Chief Clerk

HOTE: For Appendir A, see¢ the official Order in the Office
of the Chief Clerk,
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DOCKET HO. 6-100, SUB 38
BEFORE THE NORTH CAROLINA UTILITIES CONRISSION

In the Matter of .
Establishing a Policy for ) ORDER ESTABLISHIEG FINAL
Nonexenpt Industrial Boiler ) RULE; APPROVING TARIFFS;
Fuel Users - Rates and Benefits ) HBQUIRING REFILING

BY THE COMMISSION: Under Title II of the Natural Gas
Policy Act of 1978 (hereafter WNGPA) certain industrial
customers who use natural gas as ' a boiler fuel will be
charged a surcharge by their gas utility for the incremental
cost of such gas, up to the point where their ultinpate
purchase price for natural gas is egqual to the alternative
fuel cost as determined pursuant to $204(e) of ¥GPA, unless
these custouwers are already paying a rate at least that high
orn January 1, 1980. The Commissjon, being of the opinion
that any revenue benefit to be derived £from increased
charges for natural gdas to these nonexempt users im North
Carolina should be retained for the benefit of the high
priority custoners in North Carolipa, gave notice of a
rulemaking and issued a proposed rule pursuant to G.S. 62-31
on August 14, 1979. The proposed rule provided a mechanisa
to retain any benefit resulting from the implementation of
new rates for nonexeppt industrial boiler fuel users within
the State of North Carolina.

In the Order issued in this docket or August 14, 1979, the
North Carolina Natural Gas Corporation, Pennsylvania and
Southern Gas Coapany (N¥.C. Gas Service Division}, Piedmont
Katural Gas Company, Inc., Public Service Company of North
Carolina, Inc., United Cities Gas Company, and the Public
Staff of the North Carolina Dtilities Comnission were made
parties +to this rulepaking and the nataral gas distributing
comnpanies were sach ordered to file a tariff establishing a
rate for customers that are subject to increnental rate
provisions under Title II of HGPA. In addition, each party
was ordered to file written comments on the proposed rule
within 45 days from the date of the Order.

By orders of the chairman, the £iling time was extended on
September 25, 1979, and October %, 1979, in order to allow
the parties in this docket to study the Pederal Emergy
Regulatory Commission (FERC) Orders in RN79-14 and RHN79-21
vhich were issued September 28, 1979.

Comments were received frok all parties in this docket.
Comments were also received from the Worth Carolina Textile
Manufacturers Association, Inc. {(NCTNA). By this Order, the
Commission treats the Intervention of NCTMA as a Petition to
Intervene and allows said Petition. The Comnission has
given due consideration to the comments of the NCTHMA.

The Commission has studied all conments filed in this
docket and is of the opinion that the proposed rule is
consistent with the intent of the Natiomal Gas Policy Act
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(NGPA). Incremental pricing is required under the HGPA.
Bhile the Commission has filed comments with the Federal
Energy Regulatory Commission (FERC) im Docket RH79-47
requesting the consideration of state exeaption plans, the
increnental pricing rules established in RH79-14 ware
effective MNovember 1, 1979. Therefore, the nonexenmpt North
Carolina industrial boiler fuel customers are nov subject to
incremental pricing (although no surcharge is to actually be
charged until January 1, 1980). Under the Commission's
proposed rule, the same nonexempt industrial boiler fuel
customers subject to increttental pricing are the same as
those subject to incremental pricing under federal rules.
Therefore, North Carolina nonexempt industrial boiler fuel
custopers will pay the incremental surcharge, with or
without the Comaission's rule, However, with the adoption
of the proposed rule, the benefits will be retained in Horth
Carolina rather than flowing through to all Transco
custoners. The Comnission concludes that it is not
necessary for a hearing, either on the rule or on the filed
tariffs; incremental pricing is in effect and consegquently
the proposed rule, wmodified slightly £for clarification,
should be adopted.

Upon review of the tariffs filed in this docket, the
Conmission is of the opinion that all tariffs filed in this
docket should be approved except the tariff filed by North
carolina Natural Gas Corporation (NCHKG). The Commission is
awvare of the special problem concerning the KCHG customers
near the port of Wilmington. However, the NCEG filing does
not comply with the Comnission's Order of August 14, 1979,
and is inconsistent with the final FERC rules in
Docket RMT79-i4.

IT IS5, THEREPORE, ORDERED:

1. That Rule R6~7%t attached hereto as Exhibit A be, and
hereby is, adopted as a final rule of this Coammission.

T 2. That North Carolina Natural Gas Corporation refile
its tariff for incrementally priced boiler fuel within five
days of the date of this order, with an effective date of
November 15, 1979.

3. That the dincrenentally priced boiler fuel tariff
filed by Public Service Company of North Carolina, Inc., is
hereby allowved to become effective November 8, 1979.

4. That the incrementally priced boiler fuel tariff
filed by Piedmont Natural Gas Company, 1Inc., is hereby
allowed to become effective November 8, 1979,

5. That the dincrementally priced boiler £fuel tariff
filed by Pennsylvania and Sonthern Gas Company is hereby
alloved to become effective Noveaber 8, 1979.
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6. That the incrementally priced boiler fuel tariff
filed by United Cities Gas Company 4is hereby allowed to
becone cffective Novemher B8, 1979.

ISSUED BY ORDER OF THE COMMISSION.
This the 7th day of Novenber, 1979.

NORTH CAROLINA UTILITIES COMNISSION
{5EAlL) Sandra J. Webster, Chief Clerk

EXHIBIT A

FINAL RULE R6-71., PROCEDURES APPLICABLE TO FUNDS
COLLECTED FROM HONEXENPT BOLLER FUBL USERS

SCODPE: This Rule shall apply to the sale of natural gas
to industrial customers for consumption inm a boiler fuel
facility vwhich is not ereapt from the incremental pricing
provisions of the Watural Gas Policy Act of 1979
(hereinafter “nonexempt boiler fuel facility”} and which is
served under a tariff established for nonexempt boiler fuel.

OPERATION: In any month where a matural gas company sells
gas to an industrial customer for use in a nonexenpt boiler
fuel facility and bills the customer at the FERC determined
ceiling price, the difference between the rate charged under
Paragraph (a) of the distributor's incrementally priced
boiler fuel tariff and the rate +the nonegeapt industrial
customer would have been charged, under Paragraph ({(b) of
such rate shall be placed in a deferred account by the
Company when received fros the customer, and interest shall
be paid by the Company on such deferred amounts. on a
semiannval basis, the balance in this account shall be
included as an offset to Transcontinental Gas Pipe Line
Corporation's semsianneal PGA increases (September 1 and
Barch 1) . This benefit shall be flowed through in the
succeeding period on all gas scold other than gas sold for
consumption in nonexempt boiler fyel facilities or on gJas
s0ld to such class{es) of customer{s) as ordered by the
Commission.

DOCKET ¥O. P-100, SUB 45
BEEFORE THE NORTH CABOLIKA UTILITIES COMMISSIOH

In the Hatter of
Investigation of Intrastate Long Distance, ) ORDER
WATS, and Interexchange Private Line Rates of ) MODIFYIHG
all Telephone Companies Under the Jurisdiction ) BEPORTING
of the North Carolina Utilities Commission ) REQUIREMEHRT

BY THE <COMMISSTION: By letter dated Deceamber 8, 1978, in
this docket (Docket HWo. P-100, Sub 45j, Southern Bzll
Telephone apnd Telegraph Company requested that it no longer
be regquired to furnish the report setting forth the absolute
dollar amounts of  intrastate toll revenue settlements as
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réguired by Ordering Paragraph Hoe. 7 of the Conmission's
Order Setting Rates £for Intrastate Toll Service issued
Macch 24, 1978. .

The Conmission bheing of the opinion that good cause exists
for the granting of such request,

IT IS, THEBEFORE, ORDERED as follows:

1. That Southern Bell Telephone and Telegraph Company's
request that it no longer he required to furnish the vreport
setting forth the absolute dollar amounts of intrastate toll
revenue settlements as required by the Comaission Order
issued March 24, 1978, in this docket (Docket Ho. P-100,
Sub 5) is hereby approved.

2. That except as modified hereimabove, the Comrmission's
Order of March 24, 1978, is hereby reaffirsed.

ISSUED BY ORDER OF THE COMMISSION.
This the 12th day of January, 1979.

NORTH CAROLINA UTILITIES COMNMISSION
{SEAL) Sandra J. Webster, Chief Clerk

DOCKET FO. P-100, SUB 48
BEFOBE THE NORTH CAROLINA UTILITIES COMMISSICH

In the Matter of
Investigation and Rulepaking ) ORDER FOR TELEPHGNE CoA-
REegarding Implementation of ) PANIES.TO MAKE 911 SERVICE
the 911 Emergency Telephone ) AVAILABLE FOR THE UNIVERSAL
Numbher as a Service to the ) EMERGEECY TELEPHONE HUHBER
Citizens of North Carolina ) THROUGHOUT NORTH CAROLIHA;

} ADOPTING RULE FOR
} IMPLEMENTATION

HEARD IN: Commission Hearing Roon, bobbs Building,
’ 430 Morth Salisbury Street, Raleigh, Horth
Carolina, beginning or May 22, 1979

BEFORE: Chairmzan Robert K. FKoger, Presiding; and
Conmnissioners Leigh .H. Hammond, Sarah Lindsay
Tate, Robert Fischbach, John ¥W. Winters, and
BEdwvard B. Hipp

APPEARARCES:
For the Applicant:

Prances W. Crawley, Associate Attorney General,

P.0. Box 629, Raleigh, North Carolipna 27602

For: Bufus Edmnisten, Attorney General; North
Carolina Departnent cof Crime Control and
Public Safety, Divisions of Crime.Control



L

TELEPHONR 105

and Ccivil Preparedness; HNorth Carolina
Fire Commission; Korth Carolipa Departaent
of Humanh Resodurces, Office of Erergency
Medical Services

For the Respondents:

William W. Aycock, Jr., Taylor, Brinson ¢

Aycock, Attorneys at law, P.O. Box 308,

Tarboro, North Carolina 27886

For: Carolipa Telephone and Telegraph Company
and Forfolk Carolina Telephone Coapany

John R. Boger, Jr., Williaas, ¥Willeford, Boger,
Grady & Davis, Attorneys at Law, P.0, Box 810,
Concord, North Carolina 28025

For: The Concord Telephone Company

R. Frost Branon, General Attorney, Southern

Bell Telephone and Telegraph Company, PE.OQ.

Box 30188, Charlotte, Borth Carolina 28230

For: Southern Bell Telephone and Telegraph
Company

F. Keat Burns, Boyce, Mitchell, Burns & Smith,

Attorneys at Law, P.0. Box 1406, Raleigh, Yorth

Carolina 27602

For: Hebane Home Telephone Company, Heins
Telephone Coapany, Randolph  Telephome
Conmpany, Mid-Carolina Telephone Coapany,
Western Carolina Telephone Company, Westco
Telephone Conpany, Sandhill Telephone
Conapany

William C. Fleming, General Telephone Coapany
of the Southeast, P.0. Box 1412, Durham, North
Carolina 27702

For: General Telephone Company of the Southeast

Janes M. Kinmzey, Kimzey, Swmith & HMcMillan,
Attorneys at Lawv, Wachovia Bank Building, P.Q.
Box 150, Raleigh, North carolina 27602

Por: Central Telephone Company

For the Public Staff;

BY THE
Septenber
Honorable
Carolina,

Joy R. Parks and Paul lassiter, 5taff
Attorneys, Public Staff, Horth Carolina
Utilities Compission, P.0. Box 991, Raleigh,
North Carolina 27602

For: The Using and Consuming Public

COMMISSION: This proceeding was instituted on
28, 1978, by the filing of a joint petition by the
Rufus L. Edmisten, Attorney General of Worth
the North Carolina Department of Crime Control and

Public Safety, Division of Crime Control, Civil Preparedness
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and Fire Conmission, and the North Carolina Department of
Human Resources, Office of Emergency MNedical Services asking
the Utilities Conmission to institute a proceeding for a
uniform statewide rule for 911 emergency telephone systeams
in North Carolina.

on October 26, 1978, the Connission issued its Order
instituting an investigation and rule-making proceeding into
the implementation of the 911 emergency telephone .system for
service to all telephone exchanges in North Caralinma on a
county by county basis. All teléphone companies in North
Carolina were made respondents and ordered to file with the
Commission, on or before January 15, 1979, inforaation on
specific subjects concerning their ability to implement the
911 emergency system. Each of the twenty~two (22) regulated
telephone companies filed responses to the data reguests.
All parties having interests in support of or opposition to
the implementation of the 911 emergency telephone service
were invited to participate. The Conmission, in an Appendix
to the Order, subnitted for consideration by the parties,
Proposed Rule BR9-5, Rule Reguiring Implementation of 311
Emergency Telephone Bumber.

By oOrder issued on January 30, 1979, the Coomission set

the proposed rule for hearing on April 11, 1979,
subsequently the hearing was rescheduled for May 22, 1979.

The two-day hearing was held as scheduled and reflected
widespread interest on the part of the attending public, the
vitnesses invelved in the planning or operation of the 911
systen, and telephone company representatives.

William J. Lyoch, Communications Coordinator, Departmeat
of Crime Contrdl and Public Safety, presented a cozpendiua
of the 917 operating concept. He indicated that in June of
1979 he expects to get £funds approved by the Goveraor's
Connission on Crime Control so that he can invite
engineering firms to subait bids for developing a statewide
911 plan similar to the existing statewide police radio
compunications plan. The police radio plan inclules
equipping each of the 100 North Carolina counties with at
least one command control center (generally located in the
Sheriff's Department) with adeguate capacity to include
fire, police, and emergency medical services, dispatching
and message handling. Lyach, vho represents the petitioning
Department of Crime Control, suggested that this hearing
establish "who should bear the cost of modification of
central office telephone equipment when nodifications are
necessary in order to provide the 911 service.®

Susan Harris, a 911 Planner in the Departaent of Crine
Control, testified that 100 counties in Forth cCarolina and
31 telephdne cobpanies were surveyed to determine intarest
in 911. Seventy-five counties returned the surveys and of
those counties, 70 indicated an interest. 5he participated
on the ad hoc task force which developed and distributed, to
county commissioners and -county managers, a Planping Guide
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tor use in preparation for implementation of the 911 systea.
She stated that a primary reasom for having petitioned the
Connissior to hear this matter is to resolve the question of
who Will bear the costs of modification of central office
equipment when a county desires to implement the 911 systen.

Boger Reipnke is a program manager in the United States
Office of Telecommunicatjons and Information Administration
{RTLA) . The function of NTIA is generally to oversee the
executive branch's developkent and ipplementation of
telecommunications policies. He described some of the
legislation of several states which pandate 911
isplementation or planning. Reinke testified regarding some
of the problems experienced in attaining agreement amnong
public safety agencies who aust establish Public Safety
Ansvering Points (PSAP} in order to implement the 911
systen, He observed that, "state resources may orC may Dot
be used in the future to underwrite the cost of capital
improvements of central office equipment but the Comaission
should bear in mind that 211 calls constitute only a tiny
fraction of traffic vhich vould be switched by the modified
central office equipment.”

Ed Canady is Supervisor of the Durham Emergency Operations
Center that is responsible for handling all 911 emergency
calls in the geographic areas encoapassed by the City of
Durbas and Durham County. According to Canady, Durham vwas
the first city 4in the Southeast with a population of over
100,000 (the present population is 146,000) to have a fully
integrated coamunications network. The 911 systen has been
in operation there since 1972. A caller who dials 911 bhas
one chance in 1,000 of getting a busy signal. This conplies
with the ideal standard suggested by ATGT. Canady opposes
using Automatic Number Identification (ANI} because he
believes that it would deter sone citizens from calling when
the eRergency involves lav enforcesent.

B.J. Millikan, Director of Public Safety, City of Winston-
Salem Comhmunications, testified as to the steps that were
taken in order to izplenent the cityvide 911 systea vhich
has been in operation over the past tvo years. The systen
basically covers city, fire, and police; and relays calls
received for the county - for ambulange service, £for the
fire and sheriff's departments. Prior to implementation of
911 Winston-Salemn provided a centralized communications
system using a seven~-digit emergency nusber for police and
fire emergencies. The current annual operating budget £or
the Communications Center is $536,000. ¥inston-Salem
receives approximately 1,600 police emergency calls each
week, around 50 of these are referred to the sheriff's
department or ambulance service. It is estimated that an
additional 400 calls per month are to report fires. The
system has a locking device and hold which emnables the
copmunications Center to trace the call. It also has
vforced disconnect® so that once the Communications Center
disconnects the 1line automatically disconnects in four or
five seconds if the caller fails to hang up.
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Sanford Smith is Director of Building Management and
Technical Services for the City of Greensborce and he is
President Elect of the Associated public safety
Communications 0Officers, Inc, During the past two years he
has been involved in the study and/or implementation of 911
systems in Orange County and Moore County, North Carolina.
He testified concerning various problems of coordination
between the local gcvernment and the telephone companies.
Smith suggests that representatives of telephone companies
meet with local government representatives for the purpose
of adjusting telephone company schec’ules for changing
equipment to coincide with plans of local government to
provide 911 service. He observed that five to six telephcone
companies often service one county and this necessitates a
coordination of efforts to achieve countywide 911 service.

Marvin Heller is Emergency Communications Director for the
Raleigh-Wake County Emergency Communications Center. At the
present time Wake County has a common emergency seven-digit
number. The Communications Center serves 10 municipal
police departments; ¢ rescue squads, and 22 fire
departments. It does not serve the sheriff's department,
the cCity of Cary, or the Town of Apex. Wake County is
served by three telephone companies: Southern Bell
Telephone and Telegraph Company, <Carolina Telephone and
Telegraph Company, and General Telephone Company of the
Southeast. Heller stated that approximately 97% of the
people in Wake County have access to the Communications
Center by dialing the seven-digit number. The
Communications Center is administered by an organization
known as the Wake Emergency Communications Organization
which is composed of the management personnel from those
municipalities and county people that are served by the
Center. This is the planning organization for the
implementation of 911, Heller advocates using ANI in Wake
County because of the duplicate street names within the
cities and because of the similar sounding street names.

W.D. Edmunson is employed with Carolina Telephone Company
as a General Plant Extension Engineer. He described the
types of telephone service in North Carolina - the common
control office and the direct control office, Edmunson alseo
testified as to the costs associated with modifying the
central office equipment te accommodate 911,

Thomas Moncho is General Regulatory Manager for the North
Carclina Division of Central Telephone Company. It is his
position that if the telephone company 1is required to
install central office equipment to implement 91) prior to
the time such equipment would crdinarily be changed, the
governmental agency requesting the service should bear the
costs. He recommends a phase in plan which would allow the
company to provide the switching within the budgeted cost of
service plans and thus reduce the final impact.
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Frankie Miller, Manager of Network Services at Central
Telephone Company, testified on the cost estimates of
modifying central office equipment to accomodate 911.

F.T. Fugate, the Local Revenue Requirements Manager for
Carolina Telephone Company, testified on Carolina Telephone
and Telegraph and Norfolk Carolina Telephone Company
policies on the provision of the 911 Emergency Telephone
Number ., He indicated that out of the total of 183 central
offices within the two companies only 52 offices now have,
or will have by 1985, the capability of providing the 911
number with only minor modifications. He estimates that to
make modifications in the remaining 131 offices prior to the
scheduled replacement dates would cost as high as $17.1
million. Fugate suggests that if a locality implements the
centralized Emergency Communications Center before the
scheduled central office equipment changes that the
telephone company should provide a seven-digit number which
can be replaced with the 911 digits.

Claude 0. Sykes is employed by General Telephone Company
of the Southeast as the Vice President=General Manager for
North Carolina. He stated that General serves Monroe,
Alton, and Goose Creek areas of Union County and described
the central office equipment costs which would be absorbed
by the company.

Frank C. Pethel 1is President of Systech Corporation, a
firm which has assisted local governments in North Carolina
in the planning and acquisition of radio communications
systems. Systech has worked on projects for Durham and
Wilmington that directly involved inquiry into the details
of 911 service. Pethel advocates using a seven-digit
emergency number as an interim step when the added cost of
911 equipment is not presently available. He stated that
the specific advantages of 911 over the seven-digit system
is that 911 is easily advertised, easily remembered, and
easily dialed. In communities where pay phones have a "dial
tone first®" the caller can use a pay phone and reach the
emergency number without having deposited a coin. Where
there is no "dial tone first" some additional adjustments
would be necessary to permit coin-free use of coin-operated
telephones.

Thomas L. Bingham, Secretary-Treasurer and Administrative
Officer of Citizens Telephone Company, testified on the
experience of Transylvania County under the seven-digit
emergency telephone number system. He indicated that the
switching modifications necessary to provide the countywide
seven-digit emergency number have been made at no cost to
the agencies receiving the service or to local governments.
Bingham states that providing a seven-digit telephone number
to an emergency answering center is an acceptable first step
in establishing 911 service, as it allows the emergency
service agencies and governing bodies the opportunity to
make a commitment to a centralized answering service before
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requiring the telephone company to make major expenditures
in switching systems.

G.E. Stirewalt is a Southern Bell Telephone and Telegraph
Company District Staff Manager - Business. He estimates the
economic impact of modifying all Southern Bell central
office equipment within one year would amount to
approximately $4,829,000. In his opinion, modifications
within this time period are inappropriate because: (1) all
local agencies have not begun and/or completed 911 planning;
(2) Southern Bell has net received requests from all
governmental bodies that might order 911; and (3) Southern
Bell has not implemented the necessary planning for the 911
systems. In order to recoup the expense associated with
central office modification required to implement 211
service, Southern Bell would propose to include these costs
as operating expenses for rate-making purposes and,
therefore, all Southern Bell subscribers would share in the
burden associated with the provision of the 911 service.
Mr. Stirewalt recommends the following considerations iIn
determining the "best time" for 911 implementation:
(1) central office rearrangements costs versus the scheduled
date for ESS (Electronic Switching System) conversion;
(2} local political decisions such as which agency will
answer the calls, where the answering location should be,
the number and type of agencies to be served, and budgetary
considerations; (3) Southern Bell planning functions -
engineering of the system, equipment order intervals, and
coordination with local agencies and independent telephone
companies, planning should be stated after a request for 911
service is made; and (4) the facilities - necessary floor
space, etc,, provided by the municipalities. Southern Bell
is now developing a comprehensive special Emergency
Reporting Service tariff section that will include both 911
and expanded 911. ‘The tariff is scheduled to be filed prior
to January 1980. Mr. Stirewalt indicates that there can be
ne predetermined interval for providing 911 service
following receipt of a subscriber's order, He summarized
Southern Bell's four 911 policy objectives for the provision
of basic 911 service as follows: (1) There is to be no
local message charge to the calling party for a 911 call,
regardless of where the call originates or terminates.
(2) The costs for rearrangements necessary to accommodate
the 911 code in the exchange network will not be billed to
the subscriber. This means Southern Rell shall undertake to
make whatever central office rearrangements are necessary to
permit use of the 911 code effectively 1in that locality.
{3) The governmental agency subscribing for service (the
customer) is to be charged for the 911 exchange 1lines that
terminate at the Public Safety Answering Point (PSAP) and
for the egquipment used to answer the emergency calls.
(4) The telephone company is to determine the method of
routing the 911 emergency calls and accommeodating specific
features requested by the customer to the extent
economically feasible.
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Phil Widenhouse is Bxecutive Vice President and Treasurer
of the Concord Telephone Conpany. He supports the 911
concept but is concerned that “premature" isplementations
may result in excessive costs. Widenhouse estimates that
all nine exchanges of Concord Telephone Company will have
911 capakility by the year 1986.

Royster Tucker, Jr., General Hapager of HNorth State
Telephone Coumpany, presented a suggested revision to the
Coneission proposed rule.

Based upon the evidence and record herein, the Conmission
makes the following

FINDINGS OF FACT

1. Nine-one-one (911) is the tharee-digit telephone
number that has been designated for public use throughout
the United States in reporting an energency and requesting
emergency assistance.

2. Telephone conpany policy nov 1is to encourage
practices that reduce the need for +toll operators amd to
centralize operators at great distances £rom the calling
point. This trend removes wvhat has been an inmportant
energency service supplied by the telephone coapany.

3. Nine-one-one service significantly speeds up true
response tiome which is measured from the time of recognition
of the need to the time the appropriate police, fire, or
medical assistance is dispatched to the point of mneed.

4. The pumber 911 has a nationwide recognition factor of
between B5% and 90% as an easily remembered and easily
dialed number to call for police, fire, or medical
assistance.

5. That the 911 esergency telephone nuamber systea is in
the public interest and it is just and reasopable to require
regulated telephone compamies in Northk Carolina to make such
911 service available to local governsental agencies that
desire to install such service in the political subdivision
they serve, as hereinafter provided.

6. That an essential element of a 911 system is the
Public Safety Ansvering Point (PSAP, often called "“P-Sap").
it is the comrunications facility operated on a 24—hour
basis which first receives 911 calls for persons in a 911
service area and which may, as appropriate, directly
dispatch public safety service or extend, transfer, or relay
911 calls to the appropriate public safety agencies.

7. That a party calling 911 should receive a busy signal
no more than one call in 1,000, except that as an interinm
standard one busy signal ‘in 100 calls and 4 telephone answer
within 10 seconds is acceptable.
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8. That @most of the 100 counties in North Carolina have
at least one command control center set up for the statewide
police radio communications with equipment that is adequate
to handle fire and medical eaergency messages.

9. There are presently siz 911 systems in operation in
North Carolina in the cities of Pairmont, WNewland, aad
Sinston-5alem; and the counties of Lincoln, Durham, and
Orange. Approximately 18 additional North Carolina counties
are 1n the advanced stages of planning for 911.

10. That 70 counties in ©HNortk Carolina have a known
interest in ioplenentation of the 911 systemn.

11. That probleas which arise when more than one
telephone cokpany services a single county can be resolved
through cooperation and coordination of the involved
telephone conpanies.

12, That the folleowing problens arise from the regulation
of franchised telephone companies and wmay be governed by
Kules of the Commission: (a) The costs related to
installation of 911 lines, (b) the recurring charges for 911
telephone service, and (c) the wmodification of central
office telephone equipment to access 911.

13. That 911 calls constitute only an infinitely small
fraction of traffic which would be switched when the central
office equipment is modified to access 91l.

4. That the costs of modifying the older step-by-step
and cross bar type central office equipment for 911 service
is substantially greater than the costs associated with
modification of the newer electronic and digital central
of fice equipment for 911 service.

15. That the reasonable nmethod of <harging for 911
service is for the telephone company to include the cost of
nodifying the central office equipment as part of the
operating expenses or rate base, respectively, in accordance
with the Uniform System of Accounts and to make those
modifications in the imnstances where the costs are
substantial in a time sequence that would limit owverall
costs but yet recognize the desirability of the 1local
authorities bhaving reasonable access to 911 service, and to
charge the local governmental agency for the trunks and
terminal equipment to which it subscribes.

16. That it 1is economically sound and in the public
interest for local governmental agencies and telephone
companies. to negotiate nutually agreeable dates for
iaplementation of 911 service.

17. Hhere a coordinated emergency call system has been
developed prior to telephone company modification to access
911, the telephone company should immediately provide an
interim seven-digit emecrgency number ending with the digits
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911, at no additional cost to the agencies receiving the.
service or to the local government. :

18. That the 911 enmergency bpumber or emergency seven-
digit number should be affixed on all coin-operated public
telephones and imprinted on the outside caver of all
telephone directories.

CONCLOSIOCN

The evidence supporting the above Findings of Fact is
documented in the record and is  supmarized im the
introductory section of this Order and in the following
conclusions of the Comaission.

Offjcial interest in establishing a universal emergency
telephone number steans primarily froa a 1967 recommendation
of the President's Comnission on Law Enforcement and the
Administration of Justice that a "single number should be
established" for reporting emergencies to the police. In
1968 the American Telephone and Teleqraph Company (ATET)
announced that it would nake +the digits 911 available
pationwide as an emergency telephone nunber. In March 1973
the O0ffice of Telecompunications Policy of the Executive’
0ffice of the President of the 4United States published
Bulletin No. 73-1 dealing with national policy for the
Emergency Telephone Number 911. This Bulletin was addressed
to the MNHeads of Bxecutive Departments and Establishments®
and provided information and guidance to be used in
assisting state, local, and sunicipal governaents ia
ieplepenting 911 expeditiously.

Inplementation of 911 is a satter of statewide concern.
The state agencies iavolved have endorsed the 911 concept.
Planning for implementation involves coordinated efforts of
local political authorities, the 1local police chief and
sheriff, the local fire chief, the emergency medical service
agency, and the telephone coapany. Thus, responsibility for
the establishment of. 911 service rests with 1local
governnent.

In order to facilitate local goveranment plaaning, on
December 8, 1978, the North cCarolina Department of Crime
Control and Public Safety released a 911 Planning Guide
which was prepared by the Cripe Control Division and funded
by the North Carolina Governor's Crime Commission through a
Onited States Department of Justice Law Enforcenent
issistance Administration grant. This Guide, which outlines
the steps necessary to ioplement a 911 systen, ¥as
distributed +to Chairmen of Boards of County Commissioners
and County Managers throughout the State.

The HNorth Carolina Department of Crime Control and Public
Safety, the North Carolima Department of Human Resources,
and the Attorney General on September 28, 1978, filed with
the North Carolina Utilities Coamission a Jjoint petition
requesting investigation and rule-naking proceeding
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regarding implementation of the 911. Emergency Telephone
Huaber as a service to the citizens of North Carolina. The
petition stated, inter alia, "that a major obstacle before
the several Horth Carolina telephone companies in
iaplementing 911 service is having central office egquipment
presently in service which is inadeguate to acconmodate the
911 emergency system." The petition further asserts "That
the question of expense to the telephone utilities for
acquiring the necessary equipaent and for making the other
operating adjustments necessary to implement the 911 systen
should be investigated by the Conmission.”

The Commission having heard the proponents of the 911
system, representatives who presently operate 911 systeng,
and the telephone companies, concludes that it is in the
public interest to reguire regulated telephone companies to
provide a single emergency telephone number which can be
used anyvwhere in this State to report an emergeacy and to
request assistance upon a time seguence subject to approval
of the Comnission, as hereinafter provided. The digits- 311.
should be the primary emergency boumber throughout the State
of ¥orth Carolina. The use of this easily remenbered number
eliminates the need to determine the appropriate seven—-digit
number when an emergency occurs. The primary objective is
to reduce response time and thus enable citizens to obtain
law enforcepent, medical, fire, rescue, and other enmergency
services in the most expeditious manner.

The present trend toward reduction in numbers of tolk
operators -and centralization of operators at greater and
greater distances from the calling point impacts directly
upon the 1level and gquality of service in epergency
situations. The Coamission concludes that these trends,
usless corrected by an alternative system, will adversely
affect the. security, convenience, or safety of the general
public and that G.S. 62-42 authorizes the Commission to
order corrective action under these circumstances. .

N
In order to facilitate the planning and implepentation of
the system by the local governments the Comnission should
establish a policy relating to the availability, and the
costs, of that portion of 911 service which is to be
provided by regulated telephore companies.

IT IS, THEREFDRE, ORDERED:

1. The d4digits 911 shall be the number designated for
public wuse throughout North. Carolina im «reporting an
eaecrgency and requesting emergency assistance in accordance
with the provisions of HCUC Rule R9-5 adopted in this Ofder..

2. There should be sufficient circuits to the 911
energency reporting systea so that no more than one call out
of 100 incoming calls will receive a busy signal on the
tirst dialing attempt, with the ultimate goal of no more
than one call out of 1,000 incoming calls receiving a busy
signal on the first dialing attempt.
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3. If the above required level of service is not met,
the serving telephone company shall prepare plans,
specifications, and cost estimates to raise the level of
service to the required level and such information shall be
provided to the Public Staff of the Horth Carolinma Utilities
Commission.

4, Problems which arise when more than one telephone
company services a single county shall be resolved through
cooperation and coordination of the involved telephone
companies with assistance from the Public Staff upon
request.

5. Telephone companies shall notify the Public Safety
Answering Points (PSAP) at least 48 hours in advamce of any
routine maintenance work to be performed on emergency
circuits or terminal equipment which may affect the 911
system. Any such work shall be performed during a time
designated by PSAP as off-peak hours.

6. When subscribing to a 911 system, the local
government units operating the PSAP shall request a contract
from the servicing telephone company. The telephone company
shall submit a proposed contract which shall include an
itemized 1list showing installation and recurring costs for
all system features and hardware as provided by the serving
telephone company. A copy of the proposed contract shall be
submitted to the Public Staff who shall review the proposed
contract and upon request from the local governament make
recommendations as to the reasonableness of said contract.

7. sufficient documentation of the capital costs and
operating expenses associated with the modification of
telephone company central office eguipment to access 911
shall be submitted by the telephone company to the Public
Staff who shall make recommendations to the Commission as to
the reasomableness of the modifications and the costs. The
Commission shall them mnotify the telephone company of the
amount that can properly be applied to the operating
expenses or company rate base.

8. Where a coordinated emergency call systea has been
developed prior to telephone company modification to access
911 the telephone company shall immediately provide an
interim seven-digit emergency nusmber ending with the digits
911, at no additiomal cost to the agencies receiving the
service or to the local government.

9. The servicing telephone company shall affix the 911
emergency number or any interim seven-digit naumber on all
coin operated public telephomes in a 911 service area and
designate on the outside cover of all affected telephone
directories the 911 service areas covered by said directory
and mail a printed sticker showing such number to all
subscribers to telephones connected to 911 service for
attachment to said telephones.
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10. The Utilities Commission hereby adopts NCUC Rule RO~
5, 911 Emergency Telephone Number System, as attached hereto
as Appendix A and hereby made a part of this Order, to
become effective October 1, 1979.

ISSUED BY ORDER OF THE COMMISSION.
This the 27th day of July, 1979.

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

Appendix A

RULE R9-5 911 Emergency Telephone Number System

It is the policy of the Commissien that regulated
telephone companies shall make 911 emergency telephone
service available to local governmental agencies upon
reasonable terms and time schedules as prescribed in
relevant orders of the Commission. Every telephone company
shall notify the Commission within ten (10) working days of
an offical request from a local governmental autherity for
the avallability costs and implementation dates for the 911
emergency telephone number in the exchange(s) of that
authority's jurisdiction. The telephone company's response
must be made to the inquiring authority within sixty (60)
days. Notice of the inquiry and telephone company's
response shall be filed with the Chief Clerk who shall
provide copies to the Communications Division of the Public
Staff and to the North Carolina Department of Crime Control
and Public Safety, 911 Section. The implementation of the
911 service shall be further in accordance with the
provisions of the Commission Order of July 27, 1979, in
Docket No. P-100, Sub 48, Investigation of 911 Emergency

Telephone Number.

DOCKET NO. P-100, SUB 48
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of
Investigation and Rulemaking ) MORIFICATION OF ORDER FOR
Regarding Implementation of ) TELEPHONE COMPANIES TO MAKE
the 911 Emergency Telephone ) 911 SERVICE AVAILABLE FOR THE
Number as a Service to the } UNIVERSAL EMERGENCY TELEPHONE
Citizens of North Carolina )] NUMBER THROUGHOUT NORTH CARO-

y LINA; ADOPTING RULE FOR
) IMPLEMENTATION

HEARD IN: Commission Hearing Room, Dobbs Building,
430 North Salisbury Street, Raleigh, North
Carolina, Beginning on May 22, 1979

BEFORE: Chairman Robert K. Koger, Presiding; and
Commissioners Leigh H. Hammond, Sarah Lindsay
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Tate, Robert Fischbach, John W, Winters, ‘and
Edward B. Hipp

APPEARANCES:

For the Applicant:

Frances W. Crawley, Associate Attorney General,

P.0. Box 629, Raleigh, North Carolina 27602

For: Rufus Edmisten, Attorney General; North
Carolina Department of Crime Control and
Public Safety, Divisions of Crime Control
and Civil Preparedness; North Carolina
Fire Commission; Nerth Carolina Department
of Human Resources, Office of Emergency
Medical Services

For the Respondents:

William W. Aycock, Jr., Taylor, Brinson &

Aycock, Attorneys at Law, P.O. Box 308,

Tarboro, North Carclina 27886

For: Carclina Telephone and Telegraph Company
and Norfolk Carolina Telephone Company

John R. Boger, Jr., Williams, Willeford, Boger,
Grady & Davis, Attorneys at Law, P.O0. Box 810,
Concord, North Carolina 28025

For: The Concord Telephone Company

R. Frost Branon, General Attorney, Southern

Bell Telephone and Telegraph Company, P.O,

Box 30188, Charlotte, North Carolina 28230

For: Southern Bell Telephone and Telegraph
Company

F. Kent Burns, Boyce, Mitchell, Burns & Smith,

_Attorneys at Law, P.0. Box 1406, Raleigh, North

Carclina 27602

For: Mebane Home Telephone Company, Heins
Telephone Company, Randolph Telephone
Company, Mid-Caroclina Telephone Company,
Western Carolina Telephone Company, Westco
Telephone Company, Sandhill Telephone
Company

William <C. Fleming, General Telephone Company
of the Southeast, P.0. Box 1412, Durham, North
Carolina 27702

For: General Telephone Company of the Southeast

James M. Kimzey, Kimzey, Smith & McMillan,
Attorneys at Law, Wachovia Bank Building, P.O.
Box 150, Raleigh, North Carolina 27602

For: Central Telephone Company
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Por the Public Staff:

Joy B. Parks and Paul Lassiter, Staff
Attorneys, Public Staff, North Carolina
Utiljties Cownission, P.0. Box 991, Raleigh,
North Carolina 27602

For: The Using and Consuming Public

BY THE COMAISSION: This proceeding was instituted on
September 28, 1978, by the filing of a joint petition by the
Honorable Rufus L. Edmisten, Attorney General of Horth
Carolina, the North Carolina Department of Crime Control and
Public safety, Division of Crime Control, Civil Preparedness
and Fire Conmission, and the North carolina Department of
Human Resources, Office of ZEmergency Hedical Services,
asking the Utilities Commission to institute a proceeding
for a uniform statewide rule for 911 enmergency telephone
systens in North Carolina.

oo October 26, 1978, the Commission issued its Order
instituting an investigation and rule-making proceeding into
the inplementation of the 911 emergency telephone systen for
service to all telephone exchanges in North cCarolina on a
county by county basis. All telephone companies in North
Carolina were made respondents and ordered to file with the
Commission, omn or before January 15, 1979, information on
specific subjects concerning their ability to izplement the
511 emergency system. Each of the tventy-tvo (22) regqulated
telephone companies filed responses to the data requests.
All parties having interests in support of or opposition to
the inmplementation of the 911 emergency telephone service
vere invited to participate. The Copmission, im an Appendix
to the Order, submitted for consideration by the parties,
Proposed Rule R9-5, Rule Reguiring Implementation of 911
Emergency Telephone Number.

By Order issued on Janmary 30, 1979, the Comaission set
the proposed rule for hearing on April 11, 1979,
subsequently the hearing vas rescheduled for day 22, 1979.

The two-day hearing vas held as scheduled and reflected
videspread interest on the part of the attending public, the
vitnesses involved in the planning or operation of the 911
systenm, and telephone company representatives.

William J.. Lynch, Communications Coordinator, Department
of Crime Control and Public Safety, presented a compendium
of the 911 operating concept. He indicated that in June of
1979 he expects to get funds approved by the Governor's
Copmission on Crime Control so that he can invite
engineering f£irms to submit bids for developing a statevide
511 plan similar to the existing statewide police radio
comauhications plan. The police radio plan includes
equipping each. of the 100 North Carolina counties with at
least one command control center (generally located in the
Sheriff's Department) with adeguate capacity to inclode
fire, police, and emergency nedical services, dispatching
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end aessage handling. Lynch, whe represeuts the Eetitioning
Department of Crime Control, suggested that this hearing
establish "who should bear. the cost of modification of
central office telephone equipment when nodificatiors are
necessary in order to provide the 911 service.®

Susan Harris, a 911 Plasner in the Daepartmeat of Crime
control, testified that 100 counties in Worth <Carolina .and
31 telephone companies were surveyed to determine interest
in 911. Seventy-five counties returned the surveys and of
those counties, 70 indicated an interest. - She participated
on the ad hoc task force which developed and distributed, to
county commissioners and county wanagers, a Planning Guide
for use in preparation for implementation of the 911 systen.
She stated that a primary reason for having petitioned the
Commission to hear this matter is to resolve the guestion of
vho will bear the costs of modification of central office
equipnent when a county desires to inplement .the 311 system.,

Boger Reinke is a program aanager in the United States
office of Telecommunications and Information Administration
(NTIA} . The function of NTIA is generally to oversSee the
executive branch's development and _igoplementation of
telecomnunications policies. He described some of the
legislation of several states which pandate 211
ipplementation or planning. Reinke testified regarding some
of the problems experienced im attaining agreement anmong
public safety agencies who npust establish Public Safety
Answering Points (PSAP) in order to .implement the 911
systen. He observed that, "state resources fay or may not
be used in the future to underwrite the cost of capital
improvements of central office equipment but the Coanission
should bear in mind that 911 calls constitute only a tiny
fraction of traffic which would be switched by the modified
central office equipment.”

Ed canady is Supervisor of the Durham Emergency QOperations
Center that is responsible for handling all 911 ewmergency
calls in the geographic areas encompassed by the City of
Durham and Durham County. According to Canady, Durhaa vas
the f£irst city in the Southeast with a population of over
100,000 (the present population is 146,000) to have a fully
integrated comnubications metwork. The 911 system has been
in operation there since 1972. A caller who dials 971 has
one chance io 1,000 of getting a busy signal. This coaplies
with the ideal standard suggested by ATET. Canady opposes
using Automatic Number Tdentification (ANI) because he
believes that i1t would deter some citizens from calling when
the emergency involves lav enforcement.

B.J. Millikan, Director of Public Safety, City of Winston-
Salem Communications, testified as to the steps that were
taken in order to implement the citywide 911 systeam which
has been in operation over the past two years. The. systen
basically covers city, fire, and police; and relays calls
received for the county - for asbulance service, £for the
fire and sheriff's departments. Prior to implemeantation of
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911 Rinston-Salem provided a centralized conmunicatioans
system using a 7-digit emergency nunber for police and fEire
emergencies. The current annual operating budget £or the
Communications Center is $536,000. Winston-Saleam receives
approximately 1,600 police emergency calls each week, around
50 o0f these are referred to the sheriff's department or
arbulance service. It is estinated that an additional U400
calls per month are to report fires. The system has a
locking device and hold which enables the Conaunications
Center to trace the call. It also has "forced disconnect®
50 that once the Comanunications Center disconnects the line
automatically disconnects in four or five seconds if the
caller fails to hang up.

Sanford Soith is Director of Building Management and
Technical Services for the City of Greenshoro and he is
President Elect of the Associated Public Safety
Comnunications Qfficers, Inc. During the past two years he
has been involved in the study and/or implementation of 911
systems in Orange County and Moore County, MNorth cCarolina.
He +testified concerning various problems of coordimation
between the local government and the telephone companies.
Saith suggests that representatives of telephone companies
meet with local government representatives for the purpose
of adjusting telephone company schedules for changing
equipment to coincide with plans of 1local governmeat to
provide 911 service. He observed that five to six telephone
companies often service one county and this necessitates a
coordination of efforts to achieve countywide 911 service.

Marvin Heller is Emergency Communications Director for the
Raleigh-Wake County Emergency Coamunications Center. At the
present time Wake County has a common emergeancy 7T-digit
nunper. The Conmunications Center serves 10 municipal
police departments, 10 rescue squads, and 22 fire
departments. It does not serve the sheriff's departeent,
the City of Cary, or the Town of Apex. Wake County is
served by three telephone companies: Southern Bell,.
Carolina Telephone and Telegraph .Company, and General
Telephone Company of the Southeast. Heller stated that
approximately 97% of the people in Wake County have access
to the Communications Center by dialing the 7-digit number.
The Compunications Center is administered by an organization
known as the Wake Emergency Comaunications Organization
vhich is conposed of the management personnel from those
nunicipalities and county people that are served by the
Center. This is the planning organization £for the
isplementation of 911. Heller advocates using ANI in Wake
County because of the duplicate street names within the
cities and because of the similar sounding street nazes.

W.D. Edmunson is employed with Carolina Telephome Coapany
as a General Plant Extension Engineer, Be :described the
types of telephone service in North Carolipa - the common
control office and the direct control office. Edmunson also
testified as to the costs associated with modifying the
central office equipment to accommodate 911.
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Thomas Honcho is General Regulatory Manager for the North
Carolina Division of Central Telephone Company. It is his
position that if the telephone company is required to
install central office equipment to impleaent 911 prior to
the time such eguipment wvould ordinarily be changed, the
governmental agency regquesting the service should bear the
costs. He recommends a phase in plan which vould allow the
conpany to provide the switching within the budgeted cost of
service plans and thus reduce the final impact.

Frankie HMiller, Manager of Hetwork Services at Central
Telephone Company, testified on the cost estisates of
nodifying central office equipment to accomodate 911, .

F.T. Fuygate, the Ilocal Revenue Requirements Manager for
Carolina Telephone Company, testified on Carolica Telephone
and Telegraph and MNorfolk Carolina Telephone Conpany
policies on the provision of the 911 Emergency Telephone
Nunmber. He indicated that out of the total of 183 central
offices within the two companies only 52 offices mnow have,
or will have by 1985, the capability of providing the 911
nunber with only minor modifications. He estimates that to
pake modifications in the remaining 131 offices prior to the
scheduled replacement dates would cost as high as $17.1
nillion. Fugate suggests that if a locality implements the
centralized Eaergency Conmnunications Center before the
scheduled central office equipment changes that the
telephone company should provide a 7-digit number which can
be replaced with the 911 digits.

Claude 0. Sykes is employed by General Telephone Company
of the Southeast as the Vice President-General Manager £for
North Carolina. He stated that General sexrves Honroe,
Alton, and Goose€ Creek areas of Union County and described
the central office equipnent costs which would be absorbed
by the conpany.

Prank C. Pethel is President of Systech Corporation, a
fire which has assisted local governments in North Carolina
in the ©planning and acquisition of radio coamunications
systens. Systech has vworked on projects for Durbham and
Wilmington that directly involved inquiry into the details
0f 911 service. Pethel advocates using a 7-digit epergency
nupber as aa interia step vhen the added cost of 211
equipment is not presently available. He stated that the
specific advantages of 911 over the 7-digit system is that
911 is easily advertised, easily rensembered, and easily
dialed. In cormunities where pay phones have a "dial tomne
tirst" the caller can use a pay phone and reach the
emergency ‘number without having deposited a coim, Where
there is no “dial tone first" some additional adjustments
would be pecessary to permit coin-free use of coin-operated
telephones.

Thomas L. Bingham, Secretary-Treasurer and Administrative
Officer of Citizens Telephone Conpany, testified om the
experience of Transylvania County under the 7-digit
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emergency telephone number systen. He indicated that the
switching nmodifications necessary to provide the countywide
7-digit emergency number have been made at no cost to the
agencies receiving the service or to local governnents.
Bingham states that providing a 7-digit telephone nusher to
an emergency answvering center is an acceptable first step in
establishing 911 service, as it allovs the enmergency service
agencies and governing bodies the opportunity to pmake a
commitaent to a ceantralized ansvering service before
requiring the telephone company to make major expenditures
in svitching systeas.

G.E. Stirewalt is a Southern Bell Telephone and Telegraph
Company District Staff Manager - Business.. He estimates the
econdmic impact of modifying all Southern Bell central
coffice equipment within one year would amount to
approximately $4,829,000. In his opinion, nodifications
within this time periocd are inappropriate bhecause: {1) all
local agencies have mot begun and/or completed 911 plaoning;
(2) Southern Bell has not received requests fronm all
governmental bodies that might order 911; and (3) Southern
Bell has not implemented the necessary plaaning for the 911
systens. In order to recoup the expense associated vith
central office modification required +to implement 911
service, Southern Bell would propose to include these costs
&s operating expenses for rate-making purposes and,
therefore, all Southern Bell subscribers would share ia the
burden associated with the provision of the 911 service.
Hr. Stirewalt recommends the following comsideratiocas in
determining the "hest tizen for 911 inplementation:
(1) central office rearrangements costs versus the scheduled
date for ES5 (Electronic Swvitching System} conversion;
(2) local political decisions such as which agency will
answer the calls, where the answering location should be,
the nunber and type of agencies to be served, and budgetary
considerations; (3) Southern Bell planning functions -
engineering of the system, eguipuent order intervals, and
coordination with local agencies and independent telephone
companies, planning should be stated after a request for 911
service is made; and (%) the facilities - necessary £floor
space, etc., provided by the municipalities. Southern Bell
is npov developing a comprehensive special Emergeacy
Reporting Service tariff section that will include both 911
and expanded 911. The tariff is scheduled to be filed prior
to Januacy 1980. Mr. Stirewalt indicates that there can he
no predetermined interval for providing 911 service
follovwing receipt of a subscriber's order. He suamarized
Southern Bell's four 911 policy objectives for the provision
of basic 911 service as follows: (1) There is to be no
local message charge to the calling party for a 911 call,
regardless of where the call originates or terminates,
(2) The costs for rearrangements necessary to accommodate
the 911 code in the exchange netvork will mot be billed to
the subscriber. This means Southern Bell .shall undertake to
fake wvhatever central office rearrangements are necessary to
permit use of the 911 code effectively in that locality.
(3) The governmental agency subscribing for service {the
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customer) is to be charged for the 911 exchange lines ‘that
terminate at the Public Safety Answering Point (PSAP) and
for the equipment used +to aanswer the epmergency calls.
{4) The telephonre company is to deteroine the method of
routing the 911 emergency calls and accoamodating specific
features requested by. the customer to the extent
economically feasible.

Phil Widenhouse is Erxecutive Vice President and Treasurer
of the Concord Telephone CoBpany. He supports the 911
concept but 1is concerned that "prermature" implementations
pmay result in excessive costs. W¥idenhouse estinates that
all nine exchanges of Concord Telephone Company will have
911 capability by the year 1986.

Royster Tucker, Jr., General Manager of MNorth State
Telephone Company, presented a suggested revision to the
Commission proposed rule.

The Coamission then issued its order of July 27, 1979, for
the telephone companies in Morth Carolina to Bmake 911
service available throughout Worth cCarolina aand adopted
Rule R9-5 for implementation.

Thereafter, on Aangust 24, 1979, Southern Bell Telephoane
and Telegraph Company filed a request for modification of
certain provisions im the 911 plan, followed by a similar
request from Central Telephone Conpany. As a result the
compission issued a Notice allowing all parties of record
until September 17, 1979, to file response to the conments
of Southern Bell and Central Telephone regarding the
aforementioned Oorder of July 27, 1979, issued in this
docket. The <Conmmission received responses to comments. of
Southern Bell and Central Telephone from the Attorney
General and the following +telephone conpanies: <Carolina
Telephone Company, Citizens Telephone Coapany, General
Telephone Company of the Southeast, Heins Telephone Coapany.
Lexington Telephone Company, HMid-Carolina Telephone Company,
Sandhill Telephone Company, and the Town of Pineville.

The Commission, having reviewed the comments and the
record in its entirety and finding good cause therefroa to
modify Findings of Fact WNos. 7, 15, 17, and 18; Ordering
Paragraph Hos. 2, 6, 7, 8, 9, and 10; deleting paraqgraph 3;
and renumbering the remaining paragraphs of the Order issued
July 27, 1979, nov makes the following

FINDINGS OF FACTS

1. Hine-one—-one {911} is the three-digit telephone
nunber that has been designated for public use +throughout
the United States in reporting an emergency and requesting
emergency assistance. .

2. Telephone company policy now is to encourage
practices that reduce the need for toll operators and to
centralize operators at dreat distances from the calling
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peint. This trend removes what has been an important
emergency service supplied by the telephone company.

3. Nine-one-one service significantly speeds up true
response time which is measured from the time of recognition
of the need to the time the appropriate police, fire, or
medical assistance is dispatched to the point of need.

4. The number 911 has a nationwide recognition factor of
between 85% and 90% as an easily. remembered and easil
dialed number to call for police, £fire, or medica
assistance.

5. That the 911 emergency telephone number system is in
the public interest and it is just and reasonable to require
regulated telephone companies in North Carolina to make such
911 service available to local governmental agencies that
desire to install such service in the peolitical subdivision
they serve, as hereinafter provided.

6. That an essential element of a 911 system is the
Public Safety Answering Point (PSAP, often called "p-Sap").
It is the comnmunications .facility opetated on a 24-hour
basis which first receives 91! calls for persens in a 911
service area and which may, as appropriate, directly
dispatch public safety service or extend, transfer, or relay
911 calls to the appropriate public safety agencies.

7. There should be sufficient circuits provided between
the serving central office and the 911 PSAP so that no more
than one call out of 100 incoming calls will receive a busy
signal on the first dialing attempt.

8. That most of the 100 counties in North Carolina have
at least one command control center set up for the statewide
police radio communications with equipment that is adequate
to handle fire and medical emergency messages.

9. There are presently six 911 systems in operation in
North Carelina in the cities of Fairmont, Newland, and
Winston-Salem; and the counties of Lincoln, Durham, and
Orange. Approximately 18 additional North Carclina counties
are in the advanced stages of planning for 911.

10. That 70 counties in North Carolina have a known
interest in implementation of the 911 system,

11. That problems which arise when more than one
telephone company services a single county can be resolved
through cooperation and coordination of the involved
telephone companies.

12. That the following problems arise from the regulation
of franchised telephone companies and may be governed by
Rules of the Commission: (a) The costs related to
installation of 911 lines, {b) the recurring charges for 9211



TELEPHONE iz2s

telephone service, and (c) the modification of central
office telephone equipment to access 911,

13. That 911 calls constitute only an infinitely small
fraction of traffic which would be switched when the central
office equipment is modified to access 911,

14. That the costs of modifying the oclder step-by-step
and cross bar type central office equipment for 911 service
is substantially greater than the costs associated with
modification of the newer electronic and digital central
office equipment for 911 service.

15. That the reasonable method of charging for 911
service is for the telephone company to include the cost of
modifying the central office equipment as part of the
operating expenses or rate base, respectively, in accordance
with the Uniform 8ystem of Accounts and to make those
modifications in the instances where the costs are
substantial in a time sequence that would limit overall
costs but vyet recognize the desirability of the 1local
authorities having reasonable access to 911 service, and to
charge the local governmental agency for the trunks and
terminal equipment to which it subscribes,

16. That it 1is economically sound and in the public
interest for local governmental agencies and telephone
companies to negotiate mutually agreeable dates for
implementation of 911 service.?

17. Where a coordinated emergency call system has been
developed prior to telephone company modification to access
911, the telephone company. should immediately provide an
interim 7-digit emergency number ending with the digits 911,
at no additional cost to the agencies receiving the service
or to the local government. In the event that the telephone
company encounters a problem with providing a 7-digit
emergency number ending with 911, it shall submit to the
Commission a clear and concise statement of the problems and
request a waiver of the requirement to end the 7-digit
number with the digits 911.

18. That the 911 emergency number or emergency 7-digit
nunber should be affixed on all coln-operated public
telephones in a 911 service area and designate in the usual
place for emergency numbers in its telepheone directories the
911 service areas covered by said directory.

CONCLUSION

The evidence supporting the above Findings of Fact is
documented in the record and is summarized in the
introductory section of this Order and in the following
conclusions of the Commission.

official interest in establishing a universal emergency
telephone number stems primarily from a 1967 recommendation
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of the President's Commission on Law Enforcement and the
Administration of Justice that a "single number should be
established" for reporting emergencies to the police. 1In
1968 the American Telephone and Telegraph Company (AT&T)
announced that it would make the digits 911 available
nationwide as an emergency telephone number. 1In March 1973
the Office of Telecommunications Policy of the Executive
Office of the Presidént of the United States published
Bulletin No. 73-1 dealing with national policy for the
Emergency Telephone Number 911. This Bulletin was addressed
to the "Heads of Executive Departments and Establishments"
and provided information and guidance to be used in
assisting state, local, and municipal governments in
implementing 911 expeditiously. .

Implementation of 911 is a matter of statewide concern,
The state agencies involved have endorsed the 911 concept.
Planning for implementation involves coordinated efforts of
local political authorities, the 1local police chief and
sheriff, the local fire chief, the emergency medical service
agency, and the telephone company. Thus, responsibility for
the establishment of 911 service rests with local
government,

In order to facilitate 1local dovernment planning, on
December 8, 1978, the North' Carolina Department of Crime
Contrel and Public Safety released a 911 Planning Guide
which was prepared by the Crime Contrel Division and funded
by the North Carolina Governor's Crime Commission through a
United States Department of Justice Law Enforcement
Assistance Administration grant. This Guide, which outlines
the steps necessary to implement a 911 system, was
distributed to Chairmen of Boards of County Commissioners
and County Managers throughout the State,

The North Carolina Department of Crime Control and Public
Safety, the North Caroclina Department of Human Resources,
and the Attorney General on September 28, 1978, filed with
the North Carolina Utilities Commission a Jjoint petition
requesting investigation and rule-making proceeding
regarding implementation of the 911 Emetrgency Telephone
Number as a service to the citizens of North Carolina. The
petition stated, inter alia, "that a major obstacle before
the several North Carolina telephone companies in
implementing 911 service is having central office egquipment
presently in service which is inadequate to accommodate the
911 emergency system.” The petition further asserts "That
the question of expense to the telepheone utilities for
acquiring the necessary equipment and for making the other
operating adjustments necessary to implement the 911 system
should be investigated by the Commission."

The Commission having heard the proponents of the 911
system, representatives who presently operate 911 systems,
and the telephone companies, concludes that it is in the
public interest te require regulated telephone companies to
provide a single emergency telephone number which can be
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used anywhere in this State to report an emergency and to
request assistance upon a time sequence subject te approval
of the Commission, as hereinafter provided. The digits 911
should be the primary emergency number throughout the State
of North Carolina. The use of this easily remembered number
eliminates the need to determine the appropriate seven-digit
number when an emergency occurs. The primary objective s
to reduce response time and thus enable citizens to obtain
law enforcement, medical, fire, rescue, and other emergency
services in the most expeditious manner.

The present trend toward reduction in numbers of toll
operators and centralization of operators at greater and
greater distances from the calling peint impacts directly
upon the level and quality of service in emergency
situations,. The Commission concludes that these trends,
unless corrected by an alternative system, will adversely
affect the security, convenience, or safety of the general
public and that G.5., 62-42 authorizes the Commission to
order corrective action under these circumstances.

In order to facilitate the planning and implementation of
the system by the local governments the Commission should
establish a policy relating to the availability, and the
costs, of that portioen of 911 service which is to be
provided by regulated telephone companies.

IT IS, THEREFORE, ORDERED:

1. The digits 911 shall be the number designated for -
public use throughout North <Carelina in reporting an
emergency and requesting emergency assistance in accordance
with the provisions of NCUC Rule R9-5 adopted in this Order.

2. There should be sufficient circuits provided between
the serving central office and the 911 PSAP so that no more
than one call out of 100 incoming calls will receive a busy
signal on the first dialing attempt.

3. Problems which arise when more than one telephone
company services a single county shall be resolved through
cooperation and coordination of the involved telephone
companies with assistance from the Public Staftf upon
request.

4, Telephone companies. shall notify the Public Safety
Answering Points (PSAP) at least 48 hours in advance of any
routine maintenance work to be performed on emergency
circuits or terminal equipment which may affect the 2911
system. Any such work shall be performed during a time
designated by PSAP as off-peak hours.

5. When subscribking to a 911 system, the local
government units operating the PSAP shall request a contract
from the servicing telephone company. The telephone company
shall submit a proposed contract which shall include an
itemized 1list showing installation and recurring costs for
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all system features and hardware as provided by the serving
telephone company. A copy of the proposed contract shall be
submitted to the Public Staff who shall review the propesed
contract and upon request from the local government make
recommeéndations as to the reascnableness of said contract,
However, when a public utility has on file with the
Commission an approved tariff governing its provision of 911
service, thé above shall not apply.

6. Should the telephone company .determine that
facilities do not permit the provision of 911 service in an
economically prudent manner at the time such service is
requested, sufficient documentation of the capital costs and
operating expenses associated with the modification of
telephone company central office equipment to access 911
shall be submitted by the telephone company to the Public
Staff who shall make recommendations to the Commission as to
the reasonableness of the modifications and the costs. The
Commission shall then notify the telephone company of the
amount that can properly be applied to the operating
expenses or company rate base and the amount which must be
borne by the entity requesting service.

7. Where a coordinated emergency call system has been
developed prior to telephone company modification to access
911, the telephone company shall immediately provide an
interim 7-digit emergency number ending with the digits 911,
at no additional cost to the agencies receiving the service
or to the local government. In the event that the telephone
company encounters a problem with providing a 7-digit
emergency number ending with 911, it shall submit to the
Commission a clear and concise statement of the problems and
request a walver of the requirement to end the 7-digit
number with the digits 911.

8. The servicing telephone company shall affix the 911
emergency number or any interim 7-digit number on all cein-
operated publiec telephones in a 911 service area and
designate in the usual place for emergency numbers in its
telephone directories the 911 service arfeas covered by said
directory.

9. The Utilities Commission hereby adopts NCUC Rule R9-
5, 911 Emergency Telephone Number System, as attached hereto
as AppendlxX A and EereSy made a part of this Order, to
become effective October 31, 1979,

ISSUED BY ORDER OF THE COMMISSION.
This the 19th day of October, 1979,

NORTH CAROLINA UTILITIES COMMISSION
{SEAL) Sandra J. Webster, Chief Clerk
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Appendix A

BRULE _R9-5_911_Emergency Telephone Humber System

It is the policy of the Commission that regulated
telephone companies shall make 911 emergency telephone
service available to local governsental agencies upon
reasonable terms and time schedules as prescribed in
relevant orders of the Commission. Every telephome company
shall notify the Commission within ten (10) working days of
an offical request from a local governmental authority for
the availability costs and implementation dates for the 911
emergency telephone number in the exchange(s) of that
authority's jurisdiction. The telephone company's response
must be made to the inquiring authority withim sixty (60)
days . Notice of the inguiry and telephone company's
response shall be filed with the Chief Clerk who shall
provide copies to the Communications Division of the Public
staff and to the North Carolina Department of Crime Control
and Public Safety, 911 Section. The implementation of the
911 service shall be further in accordance with the
provisions of the Commission's modified order of October 18,
1979, in Docket No. P-100, Sub 48, Investigatijonm of 311
Epergency Telephone Number.




130 ELECTBICITY

DOCKET NO. E-7, SUB 240
BEFURE TIE NORTH CAROLINA UTILITIES COMAISSION

In the Hatter of

Statons Varjety Store, )
Complainant )
) ORDER
vS. ) DISMISSIHG
) COMPLAINT
Duke Power Company, )

Respondent )

HEARD IN: The Commission Hearing Room, Dobbs Buildiag,
430 ©¥Yorth Salisbury Street, Raleigh, ©North
Carolina, on September 19, 1978

BEFORE: Copgissioner Sarah Lindsay Tate, Presiding; and
Copmissioners Leigh H. Haomond and Johkn W.
Winters

APPEABANCES:

For tha Complainant:

Bruce L. Perkins, Attorney at Lavw, 623 E. Trade
Street, Suite 202, Charlotte, HNorth Carolina
28292

For: Statons Variety Store

Humphrey S. Cummings, Attorney at Law, 403 A.
Tryon Street, Suite 600, Charlotte, North
Carolina 28202, Appearing with Bruce L. Perkins
For: Complainant

For the Respondent:

%. Edward Poe, Jr., Attorney at Law, Duke Power
Company, P.0O. Box 33189, cCharlotte, North
Carolina 28242

For: Duke Power Company

BY THE COMMISSION: Complainant is a variety store located
at 1732 Pegram Street, Charlotte, North Carolina, and has
been a customer of Duke Power Company. From 1970 to 1976,
Complainant and Duke enjoyed a good business relationship
such that Duke refunded ZCoaplainant its origimal $100.00
deposit due to its excellent payment record. Duke's records
reveal that Complainant normally used about 1400 to 1500
kilowatt—hours of electricity per month during the 1970 +to
1976 period.

In early 1976 a billing dispute arose between Complainant
and Dnke. This dispute arose shortly after Complainant?s
store was revired im Januwary or February 1976. Duke placed
a nevw meter into service (#139422) at the time of the
reviring in order to serve the rewired premises, but did not
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regove the old meter (#032871) which had been recording
usage since 1970. Confusion arose when Duke continued to
bill Conplainant according to wusage registered on the
original meter ($032871) even though that meter had stopped
recording. Although no usage was recorded, Duke records
indicated service had npot been terminated, and Duke's
billing department continued to send <complainant a $5.25
minimum bill £from February 1976 until September 1976,
Complainant paid the $5.25 mininum each m@month. #eanvhile,
Conplaipnant continued to mRake normal usage of electricity
which was recorded on the npeter tnat had been installed
during the rewiring. Between Pebruary and September 1976,
the new meter measured a usage of 11517 Kwh, but Duke failed
to bill Complainant for anything other than the minimum bill
mentioned above. Until September 1976 Duke's  pilling
department apparently had no knowledge of the second meter.
Although Duke had not sent Conmplainant bills for this usage
in August 1976, Duke contacted Complainant and demanded back
payment on several occasions, A npeated dispute arose
between the parties. It should be noted that although
Duke's billing methods were inept at best, Conmplainant was
guite satisfied to receive normal service at the miniaum
rate of only $5.25 per month for six months without pointing
out the obvious error to Duke.

In September 1976, after Duke demanded that the
Complainant pay for the 11517 Kwh usage which was recorded
on the new meter, Complainant refused ¢to pay and Duke
terminated service on September 7, 1976. Duke reinstated
service the same day. Duke then eliminated or wvaived the
charge for 11517 Evh, and demanded only that the Complainant
pay for all usage subsequent to September 7, 1976.

Rather than settle with Duke on this basis, Complainant
steadfastly refused to pay its bills to Duke. On
January 31, 1978, Complainant sted to enjoin Duke from
tersinating service and requested a hearing. Coaplainant
alleged that Duke had an unreasonable billing procedure, but
it was not alleged that Complainant did owe Duke a
reasonable charge for electricity usage for curreant used
after September 7, 1976. On February 28, 1978, bDuke filed
Answer to Complaint, and prayed that the complaint be
dispissed and that the Complainant be adjudged indebted to
the Respondent in the amount of $517.28 as payment for usage
betwveen September 7, 1976, and Januwary 21, 1977. On
March 21, 1978, cComplainant filed an Amended Complaint and
Reply, and alleged that pursuant to the terms of G.S. 62-
139(b) Duke ovwes Complainant "no less than $1,378.56." G.S5.
62-139(b) reads as follows:

“(b) Any public utility in the State which shall wilfully
charge a rate for any public utility service in excess of
that prescribed in the schedules of such public utility
applicable thereto then filed under this Article, and
vhich s5hall oait to refund the same vithin 30 days after
written notice and demand of the person overcharged,
unless vrelieved by the Commission for good cause shown,
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shall be liable to him for double the amount of such
overcharge, plus a penalty of ten dollars ($10.00) per day
for each day's delay after,30 days from such notice or
date of denial or relief by the Conmissior, whichever is
later. Such overcharge and penalty shall be recoverable
in any court of competent jurisdiction.®

Complainant applies this statute in the following ranner:

1. Complainant owes Duke no more than $306.07 for
service between September 7, 1976, and January 26, 1477.

2. Duke is atteapting to collect $595.35 fron
Complainant or $289.28 more than it is entitled to, and
therefore is YWovercharging® the Complainant.

3. Duke oves Complainant 2 x $289.28 plus $10.00 per day
for each of 79 days for a total of 3$1,378.56. (It is
unclear how the 79 days was arrived at.) Couplainant also
seeks to recover 3$200.00 for pecuniary loss suffered because
of termination on September 7, 1976.

Based on the foregoing facts, the pleadings, and the
official file of the proceeding, the Conmission reaches the
following

CONCLOSIONS

1. Duke is no longer seeking recovery of bills for
service rendered prior to September 7, 1976, and thus the
confusing events oCCUrring betwveen January 1976 and
September 7, 1976, are no longer germape to resolution of
the case at bar. Duke is seeking to recover the amount owed
for service rendered to Complainant fron September 7, 1976,
to January 21, 1977.

2. Uncontroverted evidence shows that Duke furnished
Complainant with electric service betveen September 7, 1976,
and January 21, 1977.

a. During this period of time Complainamnt used 6609 Kuh
of electricity which is the difference between a nmeter
reading of 11517 on September 7, 1976, arnd 18126 on
Januacy 21, 1977.

4. Complainant owes Duke the sum of $306.07 for the 6609
Kvh consumed between September 7, 1976, and January 21,
1977. This amount was calculated by applying the basic
conmrercial tariff rate to 6609 Kvwbh and then applying various
credit balances.

5. The fact that Duke copmitted numerous billing errors
prior to and after September 7, 1976, does not support a
claim that Complainant is entitled to free electricity.
Furthermore, Complainant's claim that it is entitled to a
refund and penalty charge from Duke even though it has never
paid the disputed bill is without merit. This claiz is
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sinply not supported by any reasonable interpretation of
G.S5- 62-139(hb).

6. There is no evidence of malice or bad faith on the
part of Duke Power Company or the Complainant. The record
in this case reveals a circus of errors, and shows that even
a large and generally efficient corporation such as Duke may
commit human foibles, but the record does not show amy ill
will or malice by Duke.

7. Complainant has failed to prove that he suffered any
precuniary loss froa termination of service on September 7,
1976. The Commission notes that sService vwas reinstated that
sape day.

IT 15, THEREFORE, ORDERED:

1. That Compplainant is indebted to Duke in the amount of
$306.07.

2. That the relief prayed for herein is denied and
complaint of Statons Variety is hereby dismissed.

ISSUED BY ORDER OF THE COMMISSIORN.
This the 23rd day of January, 1979.

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

DOCKET RO. B-7, SUB 246
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of
Cynthia ¥Williams,
Complainant )

vS. } RECOMMENDED CRDER

. } DISMISSING COMPLAINT
Duke Power Company, )
Defendant )

HEARD IN: The Conmmission Hearing Room, Dobbs Building,
430 North Salisbury Street, Raleigh, HNorth
Carolina, on September 14, 1978, at 9:30 a.n.
BEFORE: Commissioner Leigh H. Hammoad
APPEARANCES:
For the Coumplainant:
Humphrey S. Cunmings, Staff Attorney, Legal
Services of Southern Piedmont, Inc., 403 North

Tryon Street, Suite 600, Charlotte, HNorth
Carolina 28202
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For the Respordent:

H. EBEdward Poe, Jr., Attorney at Law, Duke Powver
Company, P.0O. Box 33189, <Charlotte, North
Carolina 28242

For the Using and Consuaing Public:

Theojore C. Brown, Assistant Staff Attorney,
Public Staff -~ North carolina Utilities
Conmission, P. O. fox 991, Raleigh, North
Carolina 27602

BY THE COMMNISSIOQN: This proceeding was initiated on
April 3, 1978, with the filing of a Complaint by Cynthia
Williams (Williams), Complainant, vs. Duke Power Company
(Duke), Defendant, alleging dinter alia that Duke has
wrongfully charged Williams for services vwhich were not
contracted for during the period Noveaber 21, 1977, through
Decenber 16, 1977. Furthermore, Conplainant alleged that
Duke, in its accounting process, emisapplied payments fron
Williams, chanqing her position for the worse aand putting
her in a position of jeopardy. An Application for oOrder to
Prosecute Action ia Forma Pauperis was filed with the
Coaplaint.

On April 24, 1978, the Comnission caused the Complaint to
be served on the Defendant in accordance with N.C.U.C. Rule
R1-9.

The Public Staff - North Carolina Utilities Coamission, on
May 11, 1978, filed Motice of Intervention in accordance
with G.S5. 62-15.

On May 15, 1978, Duke filed its Ansver to the Complaint,
setting forth certain defenses therein and praying that the
Complaint be dismissed pursuant to N.C.U.C. Bule R1-9(e)} for
failure to state a cause of action and that Complainaat be
adjudged indebted to the Defendant in the amount of at least
$316.31. Duke's Answer vas served on Williams by Commission
Order of May 18, 1978.

On June 13, 1977, Williaas requested a public hearing to
present evidence in support of the Conmplaint.

By order duly entered on June 16, 1978, the Comaission set
the matter for hearing on September 14, 1978. At the «call
of the hearing, all parties of record entered their
appearances through counsel of record, as shown above.
Attorney for the Complainant presented the testiomony and
exhibits of two witnesses: Cynthia Williams, Coaplainant,
and Morris Bagwell, Office Manager of the Charlotte District
of Duke Power Conmpany. Attorney for Duke recalled Hr.
Bagwell and elicited further testimony.

Cynthia "Willians testified ¢that she 1lives at 3101
Southwest Boulevard, Apartmeat 1, Charlotte, North Carolina,
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and first received service from Duke Power Company at this
address two and one-half years ago. A lease to the said
property executed by Williams, effective the second day of
November 1976 and ending the first day of November 1977, vas
filed at the hearing and identified by Conplainant on
cross-examination. Electric service wvwas disconnected on
Noveamber 21, 1977, for past due bills.

Willians testified that she was present in the apartmant
vhen the lights were disconnected (Tr 11) and that she then
moved to the house of a friemd. She stated that she did not
majintain residence at the apartment during the periocd when
electricity was terninated (period established to be
Hovember 21, 1977, through December 16, 1977). She did
return to the apartment "three or four different times . . .
just to pick up some iteas.™

She lived at the apartment continuously following
restoration of the electricity on December 16, 19717.
Williams did not have various bills from Duke Power Coapahy
and upon interrcegation recalled the approximate time and
amounts of the bills. She furtner testified that prior to
the disconnection of the electricity, she received a letter
trom Duke vhich notified her that she could avoid
termination of service by calling Duke to make some
satisfactory arrangements. She stated that she did not
respond to the notice prior to disconnection; however, later
she did go to Duke and paid an unspecified sum to have
service reconnected as well as to opep a new account.

Willians stated that she went to Duke to dispute the
amount she was billed during the peried of noanoccupancy,
Rovember 21, 1977, through December 16, 1977. When asked by
her Attorney if she agreed to pay Duke for the period when
she was not in the apartment, her response was, "I guess I
did. I paid it." Hilliams testified on cross—examjination
that upon receipt of the letter from Duke notifying ner that
service would be disconnected, she thinks she called Duke to
get an extension of tinme,

During the disputed period she listed 3101 Southwest
Boulevard as her address on applicatlons which she filed
seeking financial assistance. She also maintained
possession of a key so that on occasions when she returned
to the apartment to get clothing for the children and for
herself, it was not necessary to get a key £rom the resident
mapager.

Morris Burton Bagwell ¢testified that he is employed by
Duke as Office Hanager of the Charlotte District. Mr.
Bagwell provided the following billing history of the
¥illjiams' account:

1) Service under  accouat namber 0116632880-2 wvas
disconnected November 21, 1977.
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2) The last bill received by Williams prior to
disconnection reflected:

a) Charges for service froa September 20
to October 20, 1977 & & 4 = = =« = = = $39.85
b} Overdue balance for service fron .
July 20 to August 18, 1977. . . . . . 30.48
c) Late payment charge « « . o o o o« & « ____.30
Total Bill "$70.63

3) A bill vas rendered on Hovember 23, 1977, which
reflected:

a) Charges for service from October 20
to November 18, 1977. v o o o o =« = § 48.33
b} Prior balance (from ¥2 above) . . . 70.63
c) Late payment charge . . . . = « . - Y & |
Total bill $119.67
4) Following termination of service on HNovember 21,

1877, a bill was rendered which showved:

a) Charges for service from November 18

to November 21, 1977 &+ 4 2o o = = « &« $ 6.63
b) Prior balance (from #3 abave). . . . 119.67
c) Credit of deposit and accumulated

interest . . . “ s e e s e = e oa e _{(17.17

Total final b111 $109.13

Br. Bagwell stated that the meter reading at the time of
disconnection on November 21, 1977, was 8,973 Kvh. Shen the
meter was read to reconnect service on December 16, 1577, it
reflected 10,926 Kwh, a difference of 1,953 Kwh conpared to
the reading on November 21, 1977. Baguell calculated the
total anmount necessary for Williams to pay prior to
restoration of service, as follows:

a) Final amount due on 0ld account $109.13
b) Deposit to reestablish credit 75.00
c) Reconnect fee __.5.00

Total £189.13

Duke received three various sums which totaled $189.13 from
Williams, Charlotte Area Fund, and the Goodfellows Club.

Williams' initial bill on the new account {account number
01-16~63-2880-3) was in the amount of $74.85. This bill was
for the period of Kovember 21 to December 20, 1977, and
reflected the following usage information:

a) November 21, 1977, meter reading (date

of service dxsconnectlon. [ - 8,973 kwh
b) December 16, 1977, meter reading (date

of reconnection). . . . - . . 4 4 & = & . 10,926 kwh

Usage during supposed absence fron

apartment <« .« . s 4 e 4 s o 6 4 = o= . e . 1,953 kvh
c) December 20, 1977, meter reading. « « - . 11,229 kwh
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Usage during November 21-becember 20, 1977

PETiode v v & o .o 4 & o 6 - e e e e - . 2,256 kwh
Usage betveen December 16 and December 20,
1977. = a2 4 o 2 o & = = 2 2 = a » a s a = 303 kwh

The bill in the amount of $74.85 was for the total usage of
2,256 kwh. Williams did not dispute her liability for the
303 kvh consumed betveen Decesber 16 and December 20, 1977,
during which time she reoccupied the apartment after service
was reconnected on December 16. The major dispute is over
the portion of the bill that covers the usage of 1,953 kvwh
between NYovember 21 and December 16, 1977, the period
¥illiams alleges she did not occupy the apartment.

Duke applied the total payment of $189.13, which was
required for service reconnection, as follows:

a} credit to account 01-16-63-2880-2 . . . . « § 50.00
(Final bill of £109.13 - $50.00 = $59.13

balance)
b) Deposit to reestablish credit . . « . . . . 75.00
c) Credit balance to new account
01-16-63-2880-3 v« = ¢ = = 2 = o = 2 = u = = 64.13
Total £189. 13

The $5.00 reconnect fee 4did not apply directly to the
account since it was an extraordinary charge. The Coaplaint
alleges that this was a wrongful application of payments.

At the close of the evidence Attorney for Conplainant
requested and vas granted 10 days in whica to file a brief
on Article 1, Section 19, of the North Carolina
Constitution. Attorneys for both parties were alloved 30
days from the wmailing of the transcript in vhich to file
Proposed Findings of Fact. The Attorney for Conplainant
filed neithner brief nor Proposed Findings of Fact.

PINDINGS OF FACT

1. The cComplainant, Cynthia Willianms, is a citizen of
the City of Charlotte and Mecklenburg County and resides at
3101 Southwest Boulevard, Apartmeant #1, in said city.

2. The ﬂefendant, buke Powvwer Company, is a duly
certificated public utility corporation doing business in
Charlotte, Hecklenburg County, North Carolina.

3. on November 3, 1976, the Complainant contracted with
the Defendant for electric service to be provided to her
residence at 3101 Southvest Boulevard, Apartment #1, in
Charlotte, XNorth Carolina. The contract bas not been
pullified.

L. Duke sent a letter to the Complainant on or about
Dctober 25, 1977, requesting payment of a past due bill in
the amount of $30.48 for electric service rendered from
August 18 to September 20, 1977, wherein the Complainant was
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notified to call buke and make some satisfactory arrangement
to avoid disconnection. The evidence is inconsistent as to
vhether or not the Complainant called in response to this
cOrrespondence,

5. The past due balance of $30.48 was not paid and
Defendant disconnected the electricity at aforesaid address
on November 21, 1977, with a meter reading of 8,973 kwh.

6. At the time gervice was discontinued, Cooplainant was
indebted to Defendant for a total of $109.13. This
indebtedness reflected the past due balance of $30.48;
charges of 3$3%.85 for service from Septenber 20 to
October 20, 1977; charges of $48.33 for service fronm
Cctober 20 to November 18, 1977; charges of $6.63 for
service from Hovember 18 to Hovember 21, 1977; accurpulated
late payment charges of $1.01; and a credit of $17.17 which
represented the original deposit and accumulated interest.

7. The Complainant entered Apartment #1 at 3101
Southvest Boulevard three or four times betwvween November 21,
1977, and December 16, 1977. On these occasions Complainant
used a key which remained in her possession to enter the
apartment,

8. The apartment at 3101 Southwest Boulevard was in sole
custody and control of the Complainant during the disputed
period of November 21, 1977, to December 16, 1977.

9. The Conplainant 1listed 3101 Southwest Boulevard as
her current address on applications for financial assistance
during the period November 21, 1977, and December 17, 1977.

0. In order to have electric service restored, the
Complainant received financial assistance from at least two
sources and paid Defendant the total indebtedness of $109.13
plus a deposit of $75.00 and a reconnection fee of $5.00,
totaling $169.13.

11. Duke applied $50.00 of the $189.13 payment to the
past due account leaving an unpaid balance of $59.13. A new
account was opened and Puke credited this account with
$64.13 and allocated $75.00 as a deposit to reestablish
credit. Although confusing, the Complainrant suffered no
financial loss through this particular accounting treatment
of her payment,

12. A Duke servicepan went to 3101 Southwest Boulevard on
December 16, 1977, to recounect service and found the neter
intact and rvregistering a reading of 10,926 kwn. The meter
reading reflected a usage of 1,953 kwh, or $64.75 worth of
electricity between the disconnection date of Novenber 21,
1977, and the reconnection date of December 16, 1977.

13. Duke conducted a regular neter reading on
Decesber 20, 1977, and reandered a bill for $74.85 on
December 22, 1977. This bill included the $64.75 for usage
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during the disputed period of NYovemper 21, 1977, and
December 16, 1977, and the usage from December 16, 1977, and
Decembér 20, 1977, for which the Complainant readily admits
pecuniary liability.

Based on the foregoing Findings of PFact, the Hearing
Compissioner concludes:

CONCLUSIONS OF LAW

The essence of the complaint in this matter is that Duke
Pover Company has japroperly charged the Coaplainant $6#4.75
for kilowatt-hours registered on the meter at 3101 Southwest
Boulevard, Apartment #1, Charlotte, Horth Carolina, for the
period November 21, 1977, to December 16, 1977.

The contention of the Coamplainant is that she did not live
in the apartment during that period apd is therefore not
responsible for electric services incurred. The evidence
falls far short of supporting this contention. Even if we
were to conclude that the Coaplainant d4id not continually
occupy the premises, the testimony of the Conmplainant
clearly establishes that she vas in constructive possession.
Having been in constructive possession of the prepises and
having duly executed a valid contract with Duke Pover
Company for electric service, the Copplainant is 1liable to
Duke in the amount of $64.75 for the cost of elegiricity to
said premises.

The accounting procedures employed by Duke Power Company
in this particular instance are intricate, to say the least,
and could conceivably prove confusing to a customper. There
is, however, no evidence that Duke failed to act in good
faith.

The Complainant bhas satisfied her obligation by paying
Defendant, Duke Pover Conpany, for the electric service
rendered to her presises during the period Hevember 21,
1977, to December 17, 1977.

Consistent  with the <foregoing Findings of Fact and
Conclusions,

IT IS, THEREFORE, ORDERED that the relief prayed herein is
hereby denied, and the Complaint of Cynthia Williams is
hereby dismissed.

ISSUED BY ORDER OF THE COMMTISSION.
This the 12th day of January, 1979.

NORTH CABROLIKA UTILITIES COMMISSION
(SEAL) Anre L., Olive, Deputy Clerk
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DOCKET HO. E-7, S50B 268
BEFORBE THE NORTH CAROLINA UTILITIES COMAMISSION

In the Matter of
J. Renneth Powell,
complainant,
RECOMMERDED ORDER
V5. DENYING COMPLAINT
Duke Power Company,
KEespondent

e T st T T W

HEARD IX: Conmission Hearing Room, Dobbs Building,
430 ¥orth Salisbury Street, Raleigh, North
Carolina, on Thursday, August 16, 1979, at
9:30 a.n.

BEFORE: Allen L. Clapp, Hearing Examiner
APPEARANCES:
For the Complainant:

Stephen G. Kozey, Esg., Pablic Staff, Box 991,
Raleigh, North Carolina 27602

For the Respondent:

W. Edward Poe, Jr., Esq., Duke Power Coapany,
Box 33189, Charlotte, North Carolina 28242

CLAPP, HEARING EXANINER: On april 30, 1979, Kenneth
powell filed a conplaint against Duke Power Company alleging
improper billing. On May 1, 1979, the Comnission served the
Complaint on Duke, and on May 16, 1979, Duke filed its
Answer 1in Response to the Complaint. The Answer was served
on the Complainant on May 17, 1979. On May 25, 1979, the
Commission received a Request for Hearing Erom the
Conoplainant. The Comnission issued an order on July 5,
1979, Setting Hearing for the above time and place. The
Hearing came on as scheduled. The Complainant Kenereth
Povwell testified in his own behalf. Morris Burton Bagwell,
Manager of Office Administration, and Charles calvin Hucks,
Supervisor of Customer Services, testified for Duke Power
Company. On the basis of the entire record inm this natter,
the Commission makes the following

FINDINGS OF FACT

3. The Conoplainant owns a onultibuilding, multistore
shopping complex known as the Plaza Ceantral Shopping Center
on central Avenue in Charlotte, HNorth cCarolina. The
electric service is separately metered to each store,

2. on November 17, 1977, the Complainant telephoned Duke
to request that electric service to a vacant store at 4808 I
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Central Avenue in Plaza Central Shopping Center be
reconnacted. The purpose of the service was to allow a
janitorial service to clean and vax the floor of the store
area. The service was connected by Duke and the meter read
on HNovember 18, 1977, Subsequently, Porter Janitorial
Service cleaned and waxed the floor, taking approrimately
four hours.

3. Duke read the wmeter at 4808 I on December 6, 1977,
along with others in the same neter cycle, and mailed to the
Complainant on December 9, 1977, a bill in the amount of
$94.51 for service rendered since November 18. The wmeter
reading showed that 2701 Kwh had been used during the period
and that a demand of 16 kilowatts had been placed on the
electric systea at some time during the period.

4. Subsequent to receiving the bill for $94.51 froam
Duke, the Complainant telephoned the realtor who handles the
Plaza Central Shopping Center, and who had allowed Porter
Janitorial Service entrance to the premises at 4808 I, to
ask him to check the premises to be sure that no electrical
usage was presently occurring. After checking the preamises,
the realtor reported back to the <Complainant that "the
circuit breakers are off."

5. on December 21, 1977, after receiving the response of
the realtor to his gquestions, the <Conmplainant telephoned
Duke to inguire about the bill. As a result of the inquiry,
the meter at 4808 I vas reread by Duke on January 4, 1978.
The meter indicated that 3773 EKvh had been used since
Decenber 6, 1977, and that a maxinum demand of 13.4 Ewv had
been placed on the electric system during that interval.
The reading did not change between the special reading on
January 4, 1978, and the normal nonthly meter reading on
January 6. On Japuary 9, 1978, Mr. Hucks called the
Complainant's residence to inform the Complainant that the
weter had been reread and that the December billing had been
confirmed. That  information. was provided to the
Complainant's wife in his absence.

6. gn January 11, 1978, Duke pailed a bill to the
Conplainant for service from December 6, 1977, to January 6,
1978. The amount of that usage was $138.06. Also included
in that bill vere the $94,.,5%1 chacge for service to Decembex
6, 1977, and the $.95 1late payment charge thereon. The
total bill was $233.52. On February 9, 1978, Duke rendered
to the Coaplainant a bill for $247.311, including $11.25 for
the migimum bill for the January usage, a late payaent
charge of $2.34, and the outstanding balance of $233.52.

7. on February 15, 1978, Duke notified Coumplainant by
letter that the kilowatt-hour usage in guestion was correct.
On March 1, 1978, the Complainant requested an adjustment on
his bill. Service was disconnected at the request of
Complainant on March 2, 1978. A fipnal bill vas rendered by
Duke in the amount of $10.13 (a prorated minimunm bill) plus
the prior balance of $247.11 for a total of $257.24.
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8. Oon April 14, 1978, the Cozplainant mailed to Duke a
check in the amount of $60.13. This was received by Duke on
April 17, 1978, and cashed as partial payaeat of the
outstanding balance leaving an unpaid balance of $197.11..
This unpaid balance was transferred by Duke to another
account {(for a sign) of the complainant listed in ‘the same
name, Plaza Central Shopping Center. The $60.13 was
intended by the Coamplainant to fully satisfy his debt to
Duke and to encoapass the prorated ainimum bill of $70.13
plus $50.00 as £full payment for the |useful service
(electricity for cleaning purposes) which he had receiwed.

9. On November 1, 1978, the meter at 4808 I was tested
by Duke and found to be registering well within the limits
set by this Conmmission,

10. Electric 1loads connected at 4808 I include 15 Kv of
electric heating, five Kv of air conditioning, four Ku of
lighting, tvo KW of water heating, and one K¥ of
miscellaneous. 4808 I has approximately 1800 square feet of
floor space.

EVIDENCE AND CONCLUSIQUNS

The evidence in this docket is that a total of 2701 Kwh,
vith a maximua demand of 16 Kv, was used by equipment at the
premises at 4808 I Central Avenue betveen November 18, 1377,
and December 6, 1577, a period of 18 days. Ar. Povell
testified that Porter Janitorial Service would have cleaned
the premises within a few days of November 18, 1977, but the
exact date of that wuse is unknown. A further usage of
electricity of 3773 Kvh at 13.4 Kv paxireum demard was used
and recorded between December 6, 1977, and January 4, 1978,

It is clear that no electrical equipment was coannected to
the service and operating on January 4, 1978, beciuse the
neter reading did not change betveen then and January 6,
1978. This would indicate that faulty equipment was not at
fault. Further, it is apparent that no electric loads wvere
connected and operating on Deceamber 21, 1977, wvhen Hr.
Powell contacted Duke concerning this usage because Ar.,
Powell had been so informed by the realtor who waniages the
Plaza Center Shopping Center for hinm.

Exapination of the connected 1loads at 4808 I and
consideration of the effects of such loads on usage under
the conditions in evidence yield a consistent explanation
for that usage. A five-Kw paximum air conditioning load, a
15-Kw maximum heating load, and a four—-Kw maximam lighting
load are consistent with the requirements of an 1800-square-
reet store area. While the air conditioning load could only
be fully on or fully off, the heating load and the lighting
load could be partially on as well.

Beating eguipnent of this type normally consists of
several heating stages controlled by relays. If the heat
loss from the building is greater than the capability of the
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first heating stage to supply heat, or if the thermostat is
turned up suddenly, the relays will add one or more stages
to the heating mode. The purpose of staging heating wunits
is to prevent surges on pover lines and to limit the paximum
demand normally placed on the systen, especially if some of
the heating capacity is intended as backup capacity. ®ith
the electric lcads connected in this store, it is consistant
for the nmaximum demand placed on the system to be 16 Kw if
the lights are turned on, the heating is turped on, and
buffing machines are started at the same tine. The evidence
is that the premises were unoccupied and unvisited between
the time the janitorial persomnnel left in November and the
realtor arrived to ¢heck the premises in mid-Deceaber. The
13.4 Kv of demand experienced during this time is comnsistent
with the premise that the heating system vas on during this
time but the lights were off.

Mr. Powell, under exanination, testified specifically that
he had been told by the realtor that the circuit breakers
were off - not that the circuit breakers were off wvhen the
realtor arrived. It is consistent with the facts to
conclude that the heating system was on at the same time as
the lights at some time during Hovember, most probably when
the Jjanitorial personnel used the premises, and that the
heating system remained on until aid-December. Whether this
scenario did occur and the heating system was turned off by
the realtor or by some other person is not material to the
allegations against  Duke. The facts are that the
electricity wvas used by equipment on the premises of 4808 I
and that the Conplainant accepted responsibility for payment
tnerefor at the time of application for service. The fact
that equipment was used at 4808 I without the knowledge of
the Complainant does not relieve the Complainant of the
responsibility for payment £for service rendered to the
premises vhich the Complainant accepted at the time of
application for service. It is concluded that the chbarges
by Duka for electric service at 4808 I are correct and that
the Copmplainant remains in debt to Duke by the amount of
$197.11.

IT IS, THEREFORE, ORDERED:

1. That this conplaint and the relief sought therein are
depied.

2. That the Coamplainant is adjudged to be in debt to
Duke in the amount of $197.11.

ISSUED BY ORDER OF THE COMMISSIOHN.
This the 24th day of August, 1979.

NORTH CAROLINA UTILITIES CONMISSION
(5 EAL) ‘Sandra J. Webster, Chief Clerk
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DOCKET NO. E-22, 50B 231
BEFORE THE NOBRTH CAROLINA UTILITIES COMNISSION

In the Natter of

Eric N. Doughtie, )
Complainant ] BRECOMMENRDED ORDER
vS. } ALLOWING REFUND
} IN PART
VYirginia Electric and Power Coapany, )
Respondent )
HEARD IN: Industrial Comaission Hearing Rooa, Dobbs

Building, 430 North Salisbury Street, Raleigh,
North Carolina, on July 3, 1978, at 9:30 a.n.

BEFORE: Robert P. Gruber, Hearing Examiner
APPEARANCES:
For the Coaplainant:

EBric W. Doughtie, 701 Virginia Street, Raanoke
Rapids, North Carolina 27870
For; Himself

For the Respondent:

Edgar M. Roach, Jr., Hunton & Williams,
Attorneys at Law, P.0. Box 1535, Richoornd,
Virginia 23212

For: Vicginia Electric and Power Company

For the Public Stafe:

Paul lassiter, Staff Attormey, Public Staff -
North Carolina Utilities Compmission, P.0.
Box 991, Raleigh, Horth Carolina 27602

For: The Using and Consuaing Public

GROBER, HEARING EXAMINER: This proceeding vas ipitiated
on February B8, 1978, by the filing of a letter complaint by
BEric ¥®. Doughtie vs. Vvirginia Electric and Power Conmpany,
alleging that Vepco wrongfully charged him §999.10 for
current diverson. He alleged that in December 1978 Vepco
told him to pay a charge of $999.10 for electricity
vrongfully diverted over a period of ahout three (3) years
or they would terminate his service, and that he paid the
bill and sought redress some eight Dponths later. Nr.
boughtie denied diverting current amd asked the Commission
to investigate the matter. He included in his coaplaint a
record of his consumption before and after December 1978 and
requested a review of his usage pattern.

On Harch 9, 1978, Vepco filed a response to the conplaint,
and alleged that on Decemnber 18, 1978 (a Saturday), a Vepco
peter reader found Hr. Doughtie's nmeter inverted and
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reported it to his supervisor. On the following Monday, two
Vepco representatives went to the Doughtie residence and
observed the meter to be right side wup, but with the
external meter seal cut and installed in such a manner as to
appear uscut. It was alleged that the unmeter wvas removed,
tested, and found to bave a broken internal meter seal and
excessively worn terminals. It was further alleged that
having suspected epergy diversion, Vepco conducted an
exanination of Mr. Doughtie's consumpption patterns back to
January 1973, and that his per day average consumption
dropped steadily from January 1973. Based oun his reduced
consumption pattern, Vepco assessed HNr. Doughtie with an
adjustment of $999.10 to comnpensate them for diversion of
electricity between January 21, 1974, and December 18, 1976.
In calcylating the adjustrent, Vepco estipated base usage of
30 £Kvwh per day based on readings in December 1976, added to
this bill for 6,000 Kvh air conditioning usage per year, and
arrived at a total estimated billing of $1,721.78 f£or the
January 21, 1974, to December 20, 1976, period. Prom this
total of $1,721.789 was subtracted the $738.68 actually
billed, leaving an excess bill of $983.10 to which was addeqd
an $11 trip charge and $5 meter test, and the f£inal charge
of $999.10.

By OQrder entered on May 5, 1978, the Conmission set the
matter for hearing on July 5, 1978. The matter came on for
hearing as scheduled and the parties vere represented by
counsel of record as shown above. At the hearing, the
Complainant and his wife, Edna M. Doughtie, testified in
support of the allegations and relief sought by the
Complainant. Vepco offered the testimony of four witnesses,
Jackie Cole Hester (the meter reader), Joan P. Hughes
{(pistrict Supervisor), Charles Warren (Heter Supervisor),
and Normam W. Chalmers (Director of Rates).

Pased on the sworn testimony contained in the record of
this case, the Hearing Exaainer makes the following

FINDINGS OF FPACT

1. Eric Doughtie was a Vepco customer during the period
investigated and resided at 701 Virginia Street, BRoanoke
Bapids, North Carolina.

2, The Respondent, Vepco, is a duly certified public
utility corporation doing business in Roanoke Rapids, Horth
carclina.

i. The .Complainant?s residence is a three bedroom, 1,200
square foot house containing central air, a hot water
heater, & range, a washing machine, a refrigerator, a color
T¥, and various small appliances.

4., During the period in question, the Complainant lived
at this residence with his wvife and young daughter.
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S. The Conplainant is a trained electrician with over 30
years of experience.

6. On December 18, 1976, a Vepco meter reader, while
copducting a monthly reading of the.meter at the Doughtie
home observed that the neter wuas inverted, and that the
meter reading revealed that the monthly coansumption was far
below estimated usage.

7. The neter reader observed that the grey external
neter seal was cut but had been stuck back so as to appear
to have been uncut.

8. The meter reader left to report this observation to
the district office and returned in about 20 minutes to find
that the meter was upright and the seal vas placed in such a
manner so as to appear not to have been cut.

9. Further jnternal and external analysis of the meter
revealed that the meter terminals were excessively worn,
scarred and scratched. The meter's internal seal was broken
and screvdriver marks indicated that +the neter had been
tanpered with by soneone.

10. The various &nmarkings indicated that the meter had
been inverted on numerous occasions.

11. cComplainant had inverted the wmeter during December
1976 when he had removed it to work om his house.

12. Conmplainant had removed the reter eight to 10 times
during the year 1976 to work on his wiring and had done so
vithout Vepco's approval.

13. The Complainant had cut the external meter seal on at
least one occasion without Vepco's approval.

14. The purpose of the external heter seal is to secure
the meter from hazard and to serve as a security device to
prevent meter tampering.

15. <Complainant was billed $730.68 for usage during the
Jamuary 21, 1974, to December 18, 1976, period which was
based on neter readings taken during this period.

Whereupon, the Hearing Examiner makes the following
CONCLUSIONS

1. Conmplainant wrongfully diverted current by inverting
his meter during the January 21, 1974 - Decenber 18, 1974,
period. By his own admission he inverted the meter on at
least one occasion. He frequently removed the meter, and
broke and tampered with the neter seal. As a trained
electrician he knew or should have known that it was
ipproper to break the seal and remove the meter without
seeking Vepco's perrpission. He claims that ke nistakenly
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inverted the meter, but this is unconvincing in light of the
tact that he is a skilled electrician, Having wrongfully
diverted current, the Complainant 3is liable to Vepco for
current used and not paid for during the period in guestion.

2. That Complainant owes Vepco an additional $619.02, or
$380.08 less than the $999.10 he paid Vepco £or diverted
current in December 1976. The Examiner concludes that the
total bill of $999.10 is excessive in that there is
insufficient proof that the Conplainant used his air
conditioning ducing the seamers of 1974, 1975, and 1976.
The trecord reveals that if the estimated three years' air
conditioning usage of 18,000 Kvh (6,000 Kwh per year) |is
nhacked out" of the bill, Coaplainant vas overcharged by
$380.08. {Tr. p- 86) The Examiner suspects that Complainant
used bhis air conditioning, having no reason not to use it
since he was diverting current. Hovever, mere suspicion
will not support a conclusion that he was using air
conditioning.

3. Complainant is entitled to a réfund of $380.08 in
total. Copplainant is not eatitled to interest. The
equities of this case do not justify the payment of imterest

since Complainant has engaged in a willfu]l and deceitful act
and Vepco did not charge interest £for the three years
Conplainant diverted current.

IT IS, THEREFORE, ORDERED that Vepco refund the sunm of
$380.08 to Bric N. Doughtie within 10 days £from the date
this Order becomes final.

YSSUED BY ORDER OF THE COMNISSION.
This the 19th day of January, 1979.

NORTH CAROLINA UTILITIES COMMISSION
{SEAL) Sandra J. Webster, Chief Clerk
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DOCRET NO. B-2, SUB 38¢
DOCKET NO. E-7, SUB 283
DOCKET NO. E-22, SUB 251

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Hatter of
Application by Carolina Power & Light
Conpany for Authority to Adjust Its
Electric Rates and Charges Pursuant
to G.5. 62-134(e)

)
)
)
)
Application by Duke Power Company )
for Authority to Adjust Its Electric ) ORDER REVLSING
Rates and Charges Pursuant to ) RULE R8-46 AND
G.5. 6§2-134 (e) ) BRULE R1-36
)
}
)
)
)

Application by Virginia EBlectric
and Power Company for Autheority
to Adjust Its Electric Rates and
Charges Pursuant to G.S5. 62-134 (e)

HEARD IN: Commission Hearing Room, Dobbs Building,
430 North Salishury Street, Raleigh, North
Carolina, on December 11, 1979

BEFORE: Chairzan Robert K. Koger, Presiding; and
Copmissioners Edward B. Hipp and Leigh H.
Hammond

APPEARANCES:

For the Applicants:

John T. Bode, Esq., P.0. Box 1551, Raleigh,
North Carolina 27602
For: Carolina Power & Light Companly

George W. Ferguson, Esq., P.0. Box 33189,
Charlotte, North Carolina 28242
For: Duke Power Company

Guy Tripp, BEsq., Hunton & Willians, Attorneys
at Law, P.0. Box 1535, Richmond, V¥irginia 23212

For the Using and Consuming Public:

Jerry D. Pruitt, Chief Counsel, Theocdore C.
Brown, Jr., and Paul L. lassiter, Public Staff,
Legal Division, P.0. Box 991, Raleigh, Horth
Carolina 27602

BY THE COMNISSIOH: On August 4, 1978, the Coamission
issued its "Order Revising Power Plant Performance BReview
Plan and Establishing Bule R8-46, and Order Initiating
Changes in Procedures for Fuel Cost Rate Ad justments
Pursuant to G.S. 62-134 (e); and Revising Rule B1-36." This
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rele adopted a new procedure providing for the semiannual
reviev of the performance of base loaded pover plants, and
new procedures for revieving applications for rate changes
based solely upon the increased cost of fuel used in
generating electricity. The Order modified the procedures
set forth in Bule R1-36 as follows: (1) The Comaission
would norpally use a six-month base period rather than
three; {2) The Commission would schedule hearing
semiannually rather than w@onthly, with possible interia
hearings if emergencies arise; and (3) The Coammissioan would
update the basic rates each six aonths to incorporate
changed fuel costs rather than updating these changes in
general rate cases and using the fuel clause rider. Phe
Ordéer further provided for a monthly review of the base rate
level and allowed for additional adjustments in the form of
a2 fuel cost adjustment surcharge (or credit) if more recent
fuel cost experience, as indicated by a moving three-amonth
test period, were more thanm 0. 1£/Kvh above or below the base
fuel cost established in the six-month period. An entirely
new procedure was also adopted to provide for review of base
locad power plant performance.

The first semiannual hearings under the new procedures
vere conducted for Carolina Power § Light Company (CP&L),
Puke Power Coapany (Duke), and Virginia Electric and Power
Company (Vepco) in December 1978. Supsequent semiannual
hearings were held, as vwell as nonthly hearings for those
instances when the base fuel cost was exceeded by 0.7¢£/Kwh.

on December 11, 1979, the Coomission held duly noticed
hearings under the aforesaid procedures for CP§L, Duke, amnd
Yepco im Docket Hos. BE-2, Sub 380, E-7, Sub 283, apd B-22,
Sub 251. The Notice of Hearing for each o¢f these dockets
also stated that the Public Staff of the Compission would
present evidence regarding revisions to the Comaission's
rules and procedures for rate changes based solely upon the
increased cost of fuel.

At the aforesaid hearings for CPSL, Duke, and Yepco,
Andrew W. Williams, Director of the Electric Division of the
Public staff, testified to the proper fuel charges under the
existing procedure and testified that Commission Rules R1-36
and RB8-46 should be nodified. He stated that Rule R1-36
should be revised because it wvwas not accomplishing 1its
stated purpose of stabilizing rates through the avoidance of
monthly fuel cost adjustaments.

He also expressed concern that a semiannual pover plamnt
performance does not provide protection against "poor®™ plant
performance, when monthly fuel cost adjustments are made.

HAr. Williams reconmended that the Comaission adopt a
procedure which reviews and adjusts the fuel cost <component
in the basic rates three tines annually and uses, therefore,
a four-month historical test period with power plant
perfornance reviewed at each hearing. No monthly fuel cost
adjustments would be alloved. Furtheraore, under the new
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rates
date
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More specifically the

structured as follows:

vould be based on service rendered on and
of the Comuission's
current procedure based on bills reandered

order (in

Public Staff's procedure would be

Test Period Hearing Month Billing Months

Januacy Jup@==——=———————— August

February Septeaber

March October

April Noveaber

May = 0 ——mmm—————ee— Octpber--——--—~-- Decenber

June January

July February

A gust March

September =-—-—————===—-—- February———==——- April

October May

November June

Decenber July

Under the Public Staff's procedure, the same basic
formulas, definitions, and restrictions currently ia use
would continue. The fuel cost experience in a given test

period would be used to adjust the fuel cost cospoment in
the basic rate for the appropriate billing peried utilizing
the existing foraula (E/S5 - base 1x) tax factor. Public
hearings would be bheld near the end of the designated
hearing rmonth to allow time for adegquate notice and pover
plant perfornance evaluation. All adjusteents would be to
the basic rates with no provision for nmonthly f£fuel cost
adjustment surcharge.

The three comnpanies through testinony and argument of
counsel generally supported the Public Staff's proposed
procedure, and differed only in regard to the timing of its
inplementation.

FINDINGS AND COHCLUSIOHNS

The Commission finds that the current semiannual fuel cost

procedures wvwere adopted to promote rate stabilization,
custoger understanding, equity for the utility, and
protection against poor plant performance. The Comaission

concludes that the recent increase in the number of monthly
fuel cost adjustoent hearings indicates that these
objectives are not being =met. Further, the Coamission
accepts that the present mechanisa does not adequately
afford the ratepayer protection agaipgt poor plant
performance. Fromn the above described, the Coamission
concludes that the rule revisions proposed by the Public
Staff will tend to rectify these deficiencies and that the
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Commission Rules R1-36 and R8-46 should be amended in accord
with the Public Staff's proposed rule changes.

The Commission Ffurther concludes that the new procedure
should take effect in February 1980 in order to avoid the
problems of having to prorate customer bills which would
create further misunderstanding with regard to fuel
adjustment procedures.

IT 1S, THEREFORE, ORDERED:

1. That Commission Rule R1-36(c) be, and hereby is,
rewritten as set forth in Appendix A attached hereto.

2. That Commission Rule RB-46 be, and hereby is, amended
as set forth in Appendix B attached hereto.

ISSUED BY ORDER OF THE COMMISSION.
This the 19th day of December, 1979,

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

APPENDIX A

Rule R1-36. Applications for change in rates based on cost
of Fuel

(¢) Fuel Cost Review Plan:

{1) Changes of rates based solely on the cost of fuel
pursuant te G.S. 62-134(e) shall occur at four-month
intervals through adjustments to basic rates to be charged
for the succeeding four-month period. Hearing schedules,
test perieds, and billing periods shall be as follows:

Test Period Hearing Month Billing Months
Janpuary  ———===———————— June————r———=———= August
February September
March October
April November
May —_— October—-——-————— December
June January
July February
August March
September ————————————=- February-—-—----— April
October May
November June

December July
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APPENDIX B

Rule RE8-46. Base Load Power Plant Performance Review
Plan. =~ (a) Each electrical public utility which uses
fossil or nuclear fuel, or both, in the generation of
electrical power shall, on or before the 25th day of each
month, file a Base Load Power Plant Performance Report as
required in paragraph (d) below for review by the Public
Staff and any other interested Party.

(b) If the system average nuclear capacity factors for
the #f¥ four-months and the 12 months ending with @¢¥dBey &Y
Kpri¥ April, August, or December, as appropriate, are less
than 60%, or upon Motion by the Commission, the Public
Staff, or another party, the Commission will review the
performance of the system's base load generating plants
during the next fuel adjustment hearing, PELERBEY dY TJdvE
February, June, or October, as appropriate. The affected
utility will be required to present to the Commission an
explanation of the low performance and comments on remedial
actions.

{(c) TIf the Commission finds that responsibility for some
or all of the poor performance lies with the utility because
of management practices deemed toe be imprudent, the
Commission may disallow some or all of the cost of below
minimum performance, as appropriate. In determining the
amount of this adjustment, the Commission considers the
following as relevant factors: the time of the outage, its
duration, the magnitude of the cost, the minimum capacity
level at which nuclear generation "breaks even” with coal-
fired generation on an economic basis, prior performance of
the wunit, the wvintage of the wunits, and the general
diligence and responsibility of management. The Commission
will also consider other relevant factors suggested by the
parties.

{(d) Requirements for Base Load Power Plant Performance
Report. - The following shall be separately reported for
fossil generation and nuclear generation.

(1) List each outage during the monthly period
and include:

(i) Duration of each outage,
(ii) Cause of each cutage,

-

(1ii) Explanation for occurence of cause, if
known, and

(iv}) Remedial action to prevent recurrence of
outage, if any.

MNote: List scheduled outages before forced outages.
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{2) Provide the following information for the monthly
period and provide a summary for the YUYEEAWgAYH, EXAAHEALK,
four-month, and the 12-month periods ending with the current
month:

(i) Maximum dependable capacity (MDC) in Megawatts
(M),

{ii) Hours in period,

{iii) Megawatt-hours (MWH) generated in the period,
{iv) MWH not generated due to scheduled outages,
(v) MWH not generated due to forced outages,

(vi}) MWH not generated due to economic dispatch or
other causes, and

(vii) Total MWH possible in period ((i) x (ii)).

Note: Provide (i) through (vii) in the units required
and provide (iii) through (vi) as a percent of
(vii).

{3} The base load plants to be included in the report are
the following: CP&L - Roxboro, Robinson i#2, Brunswick; Duke
- Belews Creek, Oconee; Vepco = Mt. Storm, Surry, North
Anna. Subsequent base loaded plants shall be reported
beginning with their first full calendar month of commercial
operation. The Public Staff will be expected to comment on
the utilities"' presentation.

DOCKET NO, E-7, SUB 262
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of
Application by Duke Power Company )
for an Adjustment of Its Retail } ORDER GRANTING PARTIAL
Electric Rates and Charges in Its ) INCREASE IN RATES
Service Area Within North Carolina }

HEARD: Commission Hearing Room, Dobbs Building,
430 North Salisbury Street, Raleigh, North
Carolina, and the Cities of Durham, Marion,
Greensboro, Henderscnville, and Charlotte

DATES & June 11-13, 1979, and June 26-July 13, 1979

BEFORE Chairman Robert K. Koger, Presiding;
Commissioners Edward B. Hipp, Leigh H. Hammond,
Sarah Lindsay Tate, Robert Fischbach, and John
W. Winters
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APPEARANCES:
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For the Applicant:

Steve C., Griffith, Jr., Vice President and
General Counsel, Duke Power Company, P.0.
Box 2178, Charlotte, North Carolina 28242

George H. Ferguscn, Jr., Deputy General
Counsel, Duke Power Company, P.0. Box 21738,
Charlotte, North Carolina 28242

W. Edward Poe, Jr., Senior Attorney, Duke Power
Company, P.0. Box 2178, Charlotte, North
Ccarolina 28242

Clarence ¥W. Walker, Attorney at LawW, Kennedy,
covington, Lobdell & Hickman, 3300 BCHNB Plaza,
Charlotte, North Carolina 28280

For the Protestants:

David H. Permar, Hatch, Little, Bumnn, Jones,

Few & Berry, Box 527, Raleigh, North Carolina

For: K.C. ©il Jobbers Association and Berico
Fuels, Inc.

Robert B. Byrd, Byrd, Bycd, Ervin, Blanton &
Whisnant, Dravwer 1269, Morganton, Rorth
Carolina

For: Great Lakes Carbon Company

W.I. Thornton, Jr., City Attorney, 101 City
Hall Plagza, burham, North Carolima 27701
For: City of Durham

Ralph McDonald, Bailey, Dixon, Wooten, NdcDonald
& Fountain, P.0. Box 2246, BRaleiyh, North
Carolina 27602

For: Kimberly-Clark Corporation, et al.

Paul E. Meyer, Central Carolina Legal Services,
Inc., P.0. Box 3467, Greensboro, North Carolina
27402

For: Dora N. Calhoun and Carolina Action

For the Using and Consuaing Public:

Robert F. Page and Stephen G. Cozey, Staff
Attorneys, Public staff, Korth Carolina
Gtilities Compission, P.0. Box 991, Dobbs
Building, Raleigh, North Carolina 27602

Dennis Myers and David Gordonm, Associate
Attorneys General, P.0C. Box 629, Raleigh, North
Carolina 27602
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BY THE COMHMISSIGN: This Proceeding is before the
Commission wupon the application of Duke Power Company
(hereinafter called the Applicant, the Conpany, or Duke)
filed with the Copmission on March 9, 1979, for authority to
adjust and increase its electric rates and charges for its
retail customers in North Carolina. The proposed increase
vas designed to produce approximately $35,511,000 of
additional revenues from the Company's North Carolina retail
operations, vhen applied to a test period consisting of the
12 months ended December 31, 1978, or approximately a 4.0%
increase in electric cperating revenues.

The Commission, being of the opinion that the increases in
rates and charges proposed by Duke were natters affecting
the public interest, by Order issued on April 5, 1979,
declared the application to be a general rate case pursuant
to G.5. 62-137; suspended the proposed rate increases for a
period of 270 days; set the natter for hearing before the
Conmission beginning on June 11, 1979; required Duke to give
notice of such hearing by newspaper publications and by
appropriate bill inserts; established the test period to be
used in the proceeding; and required protests or
interventions to be filed in accordance with the Commission
Rules and Regulations.,

Notice of Intervention in this docket was given by the
Attorney General of North Carolina on behalf of the Using
and Cousuming Public on Marcch 14, 1979. The Public Staff,
by and tbrough its E{::utive Director Hugh A. Wells filed
Notice of Interventi on behalf of the Using and Consuming
Public. The Intervention of the Attorney General was duly
recognized by the <Coamission. The Intervention of the
Public Staff is deemed recognized pursvant to Rule R1-19 (e}
of the Commission Bules and Eegulations.

BY Petition filed M#May 8, 1979, Great Lakes Carbon
Corporation petitioned to intervene and protest and object
to any increase in rates. On June 5, 1979, the Comaission
by Order allowed Great Lakes Carbon to intervene.

On May 8, 1979, the Horth Carolina 0il Jobbers Association
and Berico Fuels, Inc., filed a Petition to Intervene, said
Intervention being allowed by Order of the Compission on
May 10, 1979.

The City of Durham filed a Petition for Leave to Intecvene
on April 11, 1979, and on April 19, 1979, an Order +was
issued allowing the Interveation.

Ccarolina Action-Greensboro filed a Petition to Intervene
on June 15, 1979, and on June 18, 1979, the Conmission
alloved the Intervention.

A joint Petition to Intervene by Kimberly-Clark
Corporation, Air Products and Chemicals, Inc., Union Carbide
Corporation, O©Olin Corporation, American Cyanamid Company,
BASF Wyandotte Corporation, Owens-Illinois, Inc., PPG
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Industries, Imnc., Weyerhaeuser Coapany, and B.I. DuPont
DeNemours and Company was filed on HMay 21, 1979, and by
Coamission Order of June 4, 1979, the joint Petition was
allowed.

Out-of-town hearings were conducted by the Commission for
the purpose of receiving testimony from members of the Using
and Consuming Public with regard to Duke's proposed rate
increases. The first such hearing was held in Durham, ¥North
Carolina, at 7:30 p.m. on June 11, 1979; the second in
Harion, North Carolina, on June 12, 1979, at 2:00 p.m.: the
third in Hendersonville, North Carolina, on June 12, 1979,
at 6:00 p.n.; the fourth on June 12, 1979, in Greensbhora,
North Carolina, at 7:30 p.m.; and the fifth hearing in
Charlotte, North Carolina, on Juane 13, 1979, at 7:3¢ Pell.
Public witnesses at these liearings included the followiang
persons:

burhas -~ Estelle Clinton, Ruth Ford, Thelna Denning,
Bessie Ware, William R. Capps, James Arnold, Howard Sherman,
Sam Reed, Barbara Harris, Roz Walborsht, Wwilliam L.
Whitmore, Mary Burmett, James D. Green, George Amos, Edward
Abdullah, Joan Peak, and George White:

Mariop - no witnesses;

Hendersonville =~ Herbert Martin, Leonard Proper, Harold
Breeding, Charles Hutchinson, and Charlie Drake;

Greensboro - Carlton HMaynard, Nettie Code, John Calhoun,

Alta Raines, Irene Pleasant, Dan Jackson, Ed Gower, Walt
Clark,

Claire Morse, Robert Williams, Lawreace Morse, Gercry
Chapran, Tobi Lippin, Diane Spith, Page Hartsell, John
Michael, C.L. Hickerson, Don Hiller, Virginia Parrington
Dietz, Otto Koester, and John P. Kernodle, Jr.;

Charlotte = Mary Wells, Brenda Best, Hillie Jeeter, Ann
Dorsett, Virginia Winchester, Maggie Freeman, Julia Davis,
¥.G6. Coffey, Huey Long, Elizabeth Goldman, Robert Janette,
Ella Kelly, Jim Stikeleather, Barry Duggan, dike Larocco,
Linda Klein, Hike Phenal, Joy Lingal, and Cindy
Stikeleather; and

Raleigh - Arthur Eckles.

In general terms, the testimony of these witnesses can be
sumpnarized as follows. Some of the customers were opposed
to any further rate increase by Duke, in view of the rate
increase approved in 1978 (Docket No. E-7, Sub 237) and the
high earnings which Duke's Annual Report listed for 1978.
Some customers were opposed to furtaer construction of
nuclear power plants and encouraged the development of other
methods to meet energy needs in Duke's service area, such as
conservation and powver generated from solar sources. Some
witnesses were very concerned ovet the probable future
impact of the accident at Three Mile Island om their rates,
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due to the provisions of the Price-Anderson Act. Several
customers were very disturbed about the law which became
effective on July 1, 1979, {and is not the law of this case)
that allows construction work im progress (CWIP) to be
included in rate base. Other customers were opposed to rate
designs whichk allow large users to pay lover average rates
than spall users, such as residential custanmers.

The opatter came on for hearing in the Commission Hearing
Boom, Dobbs Building, Baleigh, Horth carolima, on June 26,
1979, at 9:30 a.m. Duke Power Cospany offered the testimony
and exhibits of the folloving witnesses: william 5. lLee,
President of Duke Power Cozpany and its Chief Operating
Officer, and William H. Grigg, Senior Vice President-Legal
and’ Finance, both of ‘whom testified as to the Company's need
for the proposed rate increase, its construction prograa,
the efficiency of its operatioans, its financial condition
and overall general corporate poliey; Dr.. Stephen F.
Sherwin, economist and Executive Vice President of Foster
Associates, an ecopomic consulting firm, who testified to
the fair rate of return required by Duke Pover; W.B.
Stimact, Controller of Duke, who testified to the results of
the Cowupany's operations in the historical test year after
pro forma adjustments, and the fair value of the Company's
plant in service; and H.T. Hatley, Jr., Manager of ‘the BRate
Departnent, who testified with respect to the proposed rates
and rate design. .

The Public Staff offered the testimony and exhibits of the
following witnesses:. Carol Kimball Bumn, Public Utilities
Complaint Apalyst for the Consumer Services Division of the
Public Staff, who testified with respect to the number and
types of complaints received concerning Duke; J., Reed
Bumgarner, Otilities Engineer with +the Public Staff's
Electric Division, who :testified to cost-of-service and
jurisdictional allocation studies and to probable future
revenues and expenses applicable to electric plant in
service at the end of the test period; Andrew W%. WHilliams,
Director of the Electric Division of the Public Staff, who
testified with respect to Duke's fuel procureaent activities
and the coordination of Duke's test jear fuel expense and
revenues related to the fuel cost adjustment sechanisa;
Hilliam W. Winters, Staff Accountant, Accounting Division of
the Public Staff, who testified as to +the Public sStaff's
investigation and apalyses of the Coapany's original cost
net investment, revenues and expenses, and rates of return
under present and proposed rates; and Richard G. Stevie,
Econonist with the Economic Besearch Division of the Public
sStaff, vho testified as to the capital structure of Duke.for
rate-making purposes.

Carolina Action offered the testimony of Pan Q. Jackson, a
retired sales engineer, who testified concerning Duke?'s rate
design and in favor of the comcept of lifeline rates.

In rebuttal to the testimony on certain rate base and
accounting adjustments proposed by Public Staff witnesses
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Winters and Stevie, DbDuke offered the testimony of John P.
Utley, a partner with the accounting firm of Deloitte,
Haskins £ Sells, and the testimony and exhibits of W.R.
Stimart, Controller of Duke PovWer Company.

'Oral arguments were scheduled by the Commission, with
consent of all parties, and were held in the Comaission
Hearing Rooms, Dobbs Building, on July 13, 1979, at 3:30 p.n.
Arguments were presented on behalf of the Company, the City
of Durham, the Y¥orth Carolina 0il Jobbers Association,
Carolina Action, and by the Attorney General and the Public
Staff for the Using and Consuming Public.

Based on the foregoing, the verified application, the
testinony and exhibits received into evidence at the
hearings, and the Coamission's entire record with regard to
this proceeding, the Conmission now makes the followikg

FINDIKGS OF FACT

1. Duke Power Company is a duly licensed public utility,
subject to the jurisdiction of this Commission, and holds a
franchise to furnish electric power in the State of Horth
carolina.

2. The test period £for purposes of this proceeding is
the 12-month period ending Decenber 31, 1978. Duke is
seeking an increase in its rates and charges to its North
Carolina retail customers of approximately $35,511,000 based
on operations in the test period.

3. The redsonable original cost of Duke's North Carelina
retail electric plant in service is $2,439,808,000. Fron
this amount should be deducted the reasonable accumulated
provision for depreciation and amortization of $764,217,000
and cost-free capital of $214,890,000 resulting in a
reasonable original cost less depreciation and amortization
and cost-free capital of $1,460,701,000.

4. The reasonable allowance for working capital is
$165,408,000.

5. The fair value of Duke's plant used and useful in
providing electric service to the retail custoaets in Horth
carolina is $1,853,162,000, vhich amount is determined by
adjusting the fair value of Duke's rate base as deternined
by this Conmission on August 31, 1978, in Docket Ho. E-7,
Sub 237, for the original cost of plant placed into service
since September 30, 1977, the end of the test period for
that proceeding, and for retirements, depreciation, etc., in
the same period.

6. The fair value of Duke's rate base used and useful in
providing electric service to North Carolina retail
customers is $1,803,680,000, which sun is comprised of the
fair value of plant of %$1,853,162,000 plus a reasonable
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allovance for working capital of $165,408,000 less cost-free
capital of $214,890,000.

7. Duke's approximate gross electric operating revanues
for the test year under present rates, after accounting apd
pro forma adjustments, are $887,453,000, and after giving
effect to the proposed rates are $922,964,000, and under the
rates approved herein ace $915,767,000.

8. The level of Duke's test year operating revenae
deductions, after accounting and pro forma adjustments,
including taxes, interest on customer deposits, and
amortization of Jjnvestment tax credits, is $735,926,000
vhich includes $78,907,000 for actuval investment currently
consuned through reasonable actual depreciatioa.

9. Duke should be required to increase its research and
developmental expenditures with respect to alternative
@nerqgy Lesources available vithin North Carolina by
$1,000,000 on a durisdictional basis, Funds for such
expenditures are reflected in the test year level of
operating revenue deductions as previously set out
hereinabove.

10. The capital structure vhich is proper for use in this
proceeding in relation to original cost capitalization is
the following:

Iten Percent
Long—-term debt 48.00
Preferred stock 14.00
Common equity 38.00

Total 100.00

11. wWhen the excess of the fair value of the Company's
property used and useful at the end of the test Yyear over
and above the original cost net investment (i.e., the fair
value increaent) of $177,571,000 is added to the equity
component of the origimal cost net investament, the resulting
fair value capital structure is as follows:

Iten Rercent
Long~term debt 43.28
Preferred stock 12.62
Common equity 85,10

Total 100,00

======

12. The proper eambedded cost rates for long-term debt and
preferred stock are 8.05% and 7.98%, respectively.

13. The fair rate of return that Duke should have the
opportunity tc earn on the fair value of its Morth Carolina
investment for retail operations is 9.15% which regquires an
increase in annoal revenues froa Horth Carolina retail
operations of 3$28,314,000 based upon the historical test
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Year (12 months ended Deceaber 31, 1978) level of
operations, as adjusted for known changes occurring
subsequent thereto. This rate of return on the £fair value
of Duke's property Yyields a fair rate of return on Duke's
fair value equity of approxipately 10.56%. The full asmount
of additional revenues reguested by Duke in this proceeding
vould produce rates of return in excess of those approved
herein and such level of revenues is, thus, unjust and
unreasonable.

14. Duke's fuel procurement activities are reasonable and
are in accordance with similar practices previonsly reviewed
by the Conaission.

15. The service provided by Duke is good, and the
Coapany's response to custoamer :complaints reveals that a
reasonably thorough inquiry is made into each complaint.

16. Duke's rate designs vere substantially altered in
Docket Ho. E-7, Sub 237, and the nev rates vere bhased upon
valid, £fully distributed cost studies in existence at that
time. These rates had only been in effect approrisately
three months during the 1978 Cost of Service Study year and
the full effects of those changes on consumption patterns
are not reflected therein:

17. Substantial exanmination of changes in cousumption and
cost patterns is planned by Duke and by the Public Staff for
Duke'!s next rate case.

18. BRate schedules designed in accordance with the
guidelines set forth .herein will result in Duke earning froa
each classification of customers, i.e., residential,
conmercial, and industrial, approximately the same rate of
returs as the other classifications on the basis of the
appropriate stody of Duke's fully distributed book cost of
service. Accordingly, such rates will be fair and eguitable
as betveen classes and therefore are just and reasonable.

19. It is not appropriate at this time to take any steps,
other than those that are reflected in the rate design
guidelines set forth herein and those that are already in
process, to make any further changes in rate designs to
fully implement the standards set out in Section 111{d) of
the Public Otility Regulatory Policies Act of 1978.

EVIDEHCE AND CONCLUSIQNS FOR FIKDINGS OF FACT HOS5. 1 AND 2

The evidence for these findings is. contained in the
verified application, the Coamission's Order Setting
Hearing, the testimony and exhibits of Company witnesses Lee
and stimart, and the testinmony and exhibits of Public Staff
witness Winters. These findings are esseatially
informational, procedural, and jurisdictional in pature and
were basically uncontested. The findings require ho further
discussion at this point.



RATES 161

EVIDENCE AND CONCLUSIOMS FOR FINDING OF FACT X0. 3

The evidence for this finding consists of the testimony
and exhibits presented by Company witnesses Stimart and
Utley and Public Staff witness Winters concerning the
original cost of Duke's retail electric plant in service.
The following chart summarizes the amount which each of the
parties contends is proper for the HNorth Carolina Tretail
operations:

(000*s oOmitted)

Iten Company Public Staff
Electric plant in service 52,439,808 32,439,808
Deduct: Accumulated depreciation 764,217 764,217

Huclear simulator amd
constryction equipament
included in the plant

accounts - 13,547

Cost-free capital* __ 195,704 216,279

Total deductions 959,921 994,043
Ket electric plant in service $1,479,887 $1,445,765

*Includes customer deposits.

As reflected above, the Coapany and the Public Staff agree
on the allocation factors and methods £for deteraining the
portion of Duke's total electric plant in service which is
attributable to North Carolina retail operations and on the
proper amount of accumulated depreciation and amortization
as of December 31, 1978, the end of the test year. Howvever,
the witnesses do not agree with respect to the treatment of
certain other items of cost and capital.

The differsnces between the Company and the Public Staff
as to Duke's original cost net electric plant in service
center around the following four items which the Public
Staff contends should be either deducted or elimimated from
plant in service: )

(000's oOmitted)

{a) Deduction from plant in service of deferred

incoae taxes attributable to capitalized

OVELheadS.eanssanncsnasnssccssssnnosnccsaans 319,186
{(b) Deduction from plant in service of an amount

equal to 2/3 of former deferred taxes

{(now taxes due and payable) attributable to

construction expenditures capitalized on the

portion of the Catavba Plant which bhas

been 50ld...ceecanncnscsaccasssnnannsanaaas $ 1,309
{c) Elimination of construction eguipment from

plant i SerViC@ucsctncccsenanvssannsnanans 311'703
{d) Elimination of nuclear simulator fronm plant

in SELViCeiicesnacacnsncsssnnnsnvansananass $_1,844

Total $34,122
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With respect to the proper anount of deferred incoame
tazes, i.e., cost-free capital to be deducted from the rate
base, Company witness Stimart testified that, "I have
excluded the tax tining differences that are clearly
associated with generating units under coanstruction as of
December 31, 1978." MNr. Stimart stated that $31,238,000 of
the total Company deferred income taxes arose from deducting
currently for tax purposes, the property taxes, social
security taxes, and fringe benefits associated with the
Company!s construction progran.

Mr., Stipart testified that he did not deduct from rate
base that portion of deferred incone taxes which arises from
overhead costs capitalized with respect to plant still ander
construction because construction ¥work in progress is not
included in the rate base. He testified that such deferred
taxes should, instead, be deducted fro® construction work in
progress vhen computing allowvance for funds used during
construction {(AFUBC).

Public sStaff witness Winters included $19,186,000 of the
$31,238,000 in his calculation of the cost-free capital
related to the North Carolina retail operations. Mr.
Winters testified as follows:

"The deferred income taxes referred to by #r. Stimart
arise from the normalization concept of accounting for
income taxes. The Company capitalizes certain taxes,
fringe benefits and other items for book purposes which
are dedacted currently for income tax purposes. Under the
norgalization concept, deferred taxes are calculated on
the items deducted for tax purposes but capitalized for
book purposes. The taxes are then amortized to the cost
of service over the life of the asset. Use of this
concept results in the Company including for financial
reporting and rate-making purposes an amount for incomse
tax expense which is higher thanm the actual amount paid to
the state and federal governments. Since these deferred
taxes are included in the cost of service for rate—-making
purposes, the customer pays these taxes currently through
the rate structure, The $31,238,00 of deferred taxes
vhich Hr. Stimart proposes not to deduct in deteraining
his original cost net investment have been paid in by the
custoners since 1974."

Company witness UOtley testified on rebuttal that the
provision for deferred income taxes does not require current
ratepayers to pay any additional costs, but Rerely offsets a
reduction in the current income tax provision created by the
Company's construction program. He further stated that the
deferral of this tax benefit results in current ratepayers
being isolated from the effects of the construction prograa.

Both Mr. Stimart and Mr. Utley relied upon the language in
the Commission's Order in the last Duke rate case, Docket
Ho. E-7, Sub 237, related to cost-free capital. In that
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order, cost-free capital vas deducted in the calculation of
net electric plant dimn service. The Order specifically
discusses how the deferral of income taxes related to
accelerated depreciation results im cost—-free capital being
contributed by ratepayers. The inference drawn by both Duke
vitnesses from such Order is that the Comrission meant to
deduct only deferred taxes related to accelerated
depreciation in determining net electric plant in service.

®hile the Conmission's Order dated August 3%, 1978, issued
in Docket No. EB-7, Sub 237, does specifically address
deferred taxes related to accelerated depreciation, deferred
income taxes ralated to the construction program were
clearly included in the total amount of cost-free capital
deducted in the calculation o2f electric plant in service for
use therein. This inclusion was not an oversight. The
important consideration then, as it is nov, is - "Should the
customer be Trequired to pay currently a return oo capital
which he has provided to the Company at no costh?

The North Carolina Supreme Court bas ruled in Utilities
Commission v. ¥epco, 285 N.C. 398, 206 S.E.2d 283 (1974)
that it is not proper for a utility to include in its rate
base funds which it has not provided but which it bhas been
peraitted to collect from its customers for the purpose of
paying expenses at some future time.

The Commission. believes that it wvould be inequitable,
unfair, and unlavful to regquire Duke's North CcCarolina
customsers to pay a return on capital wvhich they have
provided when such capital bears no cost to Duke. The
Commission therefore concludes that the $19,186,000 of
deferred income tazes related to PICA taxes, fringe
benefits, and other overhead items capitalized should be
deducted in the calculation of net electric plant in
service.

The second itea of difference relates to the adjustsent
made by Public Staff witness Winters vith respect to
deferred income taxes attributable to comnstruction costs
capitalized on that portion of Duke's Catawvba Plant which
has been sold.

During construction of the Catawba nuclear station certain
construction overhead costs vere expensed for tax purposes
and capitalized for book purposes, creating a tax timing
difference recorded as deferred taxes. In Hoveaber 1978
Duke sold a portion of the Catawba station, as a result of
which those deferred taxes becapme payable. Accordingly,
Duke elininated the deferred tax accrual on its books and
correspondingly increased current taxes payable.

Mr. Winters stated that the ad justment was made to refund
to the ratepayers the contributions which have been paid in
by them through the rate structure and which have.not
properly been credited to them through the rate-making
process.
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On rebuttal Mr. Stimart testified that the treatment
proposed by Hr. Winters is improper for two reasons. First,
the Conpany's decision to deduct the Catawba construction
overhead costs for tax purposes did not change the cost of
service for present customers; the income taxes paid in by
the ratepayers through the rate structure were precisely the
same that they would have been 1f the Catawba Unit No. 2 had
not been constructed at all. Second, as a result of the
sale of a portion of the Catawba unit the taxes have novw
become payable to the United States Government, and the
amounts have been transferred to current taxes payable.
Thus, the "deferred taxes™ to which Ar. Winters rcefers no
longer exist.

Clearly, the Catawba sale bhas resulted in elimination of
the deferred income taxes related thereto since such tazes
are nowv due and payable. Therefore, the Commission
concludes that inclusion of the $1t,389,000 deduction in the
calculation of electric plant in service as proposed by Mr.
Winters is improper and therefore should be rejected.

The third item of difference between the Company and the
Public staff with respect to the calculation of the proper
level of electric plant in service concerns the adjustaent
made by Public Staff witness Winters to exclude cerctain
construction equipaent from such calculation.

Mr. Winters proposed to exclude from plant in secvice
$11,703,000 of construction equipment contending that such
equipment is not "used and useful" jg providing public
utility service. HNr. Winters recognizes that the Upniform
Systea of Accounts, wvhich is applicable to Duke under the
requlations of this Comnission, requires that construction
equipnaent be included in plant in service, but he contends
that the wmagnitude of Duke's construction operations
Jjustifies a departure frox the Oniform Systea of Accounts
for rate-making purposes.

On rebuttal Mr. Utley stated that the fact that Duke does
horle of its own construction vork than the average electric
utility does not Justify a departure froa the Unifors Systea
of Accounts. Hr. UOtley further stated that while the
Unifora System of Accounts does not dictate that this rate-
making treatment be adopted it presumes that it will, and he
testified that din his opinion there is no sound basis for
departing from that presusption in this case.

This Conmmission believes that Dukels present customers
benefit from the Company's ongoing practice of constructing
its own plants because of the lover construction cost per
kilowatt that Duke is able to achierve compared with other
utilities. Boreover, the fact that Duke engages in more of
its own construction than other utilities is not a
sufficient basis for overriding the Uniform System of
Accounts which has been adopted by this Coamission. The
Commission does, however, emphasize that it does not
consider any accounting treatment to be controlling with
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respect to the treatment of any item of revenue or cost for
rate-making purposes. Conversely, however, the Comaission
does believe that good accounting zust follow the treatment
of revenues and costs eaployed in the rate-making process.
The Commission therefore concludes that the construction
equipment should be included im plant in service £for rate-
Baking purposes and accordingly will not adopt the Public
Staffl!s ad justment.

The final item of difference between the Conpany and the
Public Staff vith respect to the calculation of the proper
level of electric plant in service concerns the adjustment
made by Public Staff witness Winters to exclude a nuclaar
simulator from electric plant in service.

Duke ovwns and operates a nuclear simulator, which has been
in operation since 1977, for the purpcse of training its
personnel in the operation of nuclear generating stations.
According to the evidence, the principal purpose of this
simulator is to train operators for the McGuire and Catawba
naclear stations, but it is also used to scme extent to
train engineers and other personnel in operations unrelated
to those plants.

Public sStaff wvitness Winters proposed to eliminate this
simelator from electric plant in service because it was
designed to train operaters for the McGuire and Catavba
Plants, which are still under construction, and therefore,
the simulator is not used and useful in providing electric
service to present customers.

Company +«itnesses Stimart and Utley testified that the
simulator has been in service, perforning the functions Eor
which it was designed, since late 1977, ard that under the
Uniform System of Accounts it should properly be classified
as plant in service rather than as construction work in
progress. Mr. Utley stated that in his opinion the nuclear
simulator is nov "used and useful" to Duke in perforaing the
service for vhich it vas franchised. Mr. Utley differed with
Hr. Winters' viev that in order to gualify as "used and
useful" the sinulator mist be employed in rendering électric
service to present customers. Finally, Hr. Utley pointed out
that to take the simulator out of plant in service and
resume the capitalization of AFUDC om it will in the £inal
analysis be more expensive to Duke's ratepayers.

The rate-making statute regquires that the Cooaission
Mascertain the fair value of the public utility's propercty
used and wuseful in providing the service rendered to the
public within this State." G.5. 62-133(b) {1) . The inquiry
here is whether the nuclear simulator is used and useful to
Duke in providing public utility service in North Carolina.
The Comnission is of the opinion that it is. Therefore, the
Conpmission concludes that Mr. Winters! adjustment to exclude
the sinulator froa wutility plant in service should be
rejected. -
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Finally, based upon the foregoing the Comaission concludes
that the proper level of net electric plant in service for
use herein is $1,460,701,000, wvhich sum is calculated as
follows:

(0D0*'s Omitted)

Item Amount
Original cost of plant in service
at 12/31/78 32,439,808
Less: Accumulated depreciation 764,217
Cost-free capital 214,890
Net electric plant in service $1; 460,701

EVYIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 4

#ith regard to the reasonable and proper allowance for
vorking capital, the Company anrd the Public Statff prefiled a
Stipulation that the allowance for working capital should be
set at 5165,408,000 for purposes of this case, Both parties
agreed to employ the lead-lag methodology in the
deternina tion of the allowance for cash working capital in
this case and agreed that this Stipulation would not bind
either party in future rate cases.

Since no other parties offered testimony or conflicting
cross-exakination on the allowance for vorking capital, the
Comnmission concludes that the reasonable allowance for
working capital in this case is $165,408,000.

EVIDENCE AND CONCLUSIONS POR PINDINGS OF FACT HOS. 5 AND 6

None of the witnesses testifying in this docket offered
any evidence concerning the replacement cost or trended
original cost of Duke's plant in service in North Carolina.
The only witness to present testimony relating to fair value
in this proceeding +as Company withess Stipart. Bis
nethodology was to start with the fair value rate base
determined in Duke's last general rate case, Docket No. E-7,
sub 237, and to adjust that figure for changes in rate base
components vhicn occurred between September 30, 1977, and
Decenber 31, 1978. Since the Coamission has previocusly
adopted different amounts of plant in service, working
capital, and cost-free capital than those proposed by MNr.
Stimart in his original filing, it becomes necessary for the
Commission to calculate the fair value of Duke's propercty
used and wuseful in providing service to customers in North
Carolina.

The Commission will begin by using Mr. Stimpart's
methodology to determine the fair value of Duke's plant in
service. The rate base established in Docket No. E-T7,
Sub 237, for the period ending September 30, 1977, as shown
in Stimart Exhibit 3, was $1,792,300,000. Gross plant in
service was determpined to be $£1,814,114,000, based on a 7/190
weighting given to original cost less depreciation and a
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3710 weighting given to replacement cost less depreciation.
To this figure the Commission will add gross electric plant
additions calculated at cost by Mr. Stimart of $173,415,000
and will deduct $12,774,000 of rcetireaents at 111X of
original cost and $121,593,000 of additions to accumulated
depreciation at cost both as reconmended by NMr. Stimart.

Based on the foregoing, the Coummission concludes that the
fair value of Duke's plant in service which is used and
useful in providing electric secrvice ia North Carolina is
$1,853,162,000. This fair value of plant includes a
reasonable fair value increment of $177,571,000 over and
above the original cost less depreciation of such plant.
($2,439,808,000 - $764,217,000 = $1,675,591,000;
$1,853,162,000 - $1,675,591,000 = $177,571,000} .

Thus, the Cormission concludes that the Jjust and
reasonable fair value rate base to be used herein is
$£1,803,680,000. Such sum is calculated as follows:

{000's Onitted)

Iten Amount
Fair value of plant $1,8513,162
Add: illowance for working capital 165,408
Deduct: Cost-—free capital . 214,8%0
Fair value rate base $£1,803,680

EVIDENCE AND COHCLUSIONS FOR FINDING OF PACT NO. 7
Company witness Stimart and Public Staff witness Winters
proposed the following amounts with respect to the proper
level of Duke's test year operating revenues:

(000's Omitted)

Company Public Staff

Witness Vitness
Iten Stimart —Finters __
Operating revenues $880,897 $887,453

Coppany witness Stimact adjusted bock revemues to
normalize and annunalize the revenues for the test year ended
Deceaber 31, 1978. The Public Staff accepted these
adjustments and proposed the following additional
adjustments which account for the difference of $6,556,000,
as reflected above.

(000's Omitted)

iten Amgunt
Adjustnent to fuel clause revenues $5,447
Adjustrvent for teaperature variances 21,309

Total 36,556
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Regarding the adjustment to fuel clause reveandes, Public
Staff witness Willians recommended an adjustment to the test
year to reflect a perfect matching of fuel clause revenues
and expense, effectively zeroing the fuel adjustment charge
for the test year. Witness Williams stated that this
adjustment was required in order to prevent an ubnecessary
and improper component of fuel cost from being included in
the Company's base rates. Witness Williams further stated
that Duke had previonsly agreed with this adjustment and
had made a4 similar revenue adjustment in its last general
rate case in Docket Mo, E-7, Sub 237.

Company witness Stimart testified that Duke did not
believe witness Williams' adjustment was necessary or proper
in this case because of the procedural change in the fuel
cost adjustment mechanism which becane effective subsequent
to the Comnission's final Order with respect to Duke's last
general rate case. Mr. Stimart stated that he would not
object to Mr. Williaas' adjustment if Duke's fuel adjustment
clause provided a dollar for dollar recovery of Duke's
actual fuel expense,

Apparently, Mr. Stimart's objection to the Public Staff's
2djustment assumes that the fuel clause adjustment mechanisa
vhich was in effect at the time of Duke's last general rate
case vwas iotended to guarantee a dollar for dollar recovery
of Duke's actual fuel expense. Clearly, the previous
mechanism, like the present one, provides no such guarantee.

Based upon the foregoing, the Comnission concludes that
the revenue adjustment proposed by the Public Staff to
achieve a perfect matching of the test year level of fuel
clause revenues and expense is proper amd therefore should
be adopted for use herein.

Begarding the Public Staff's adjustaent for temperature
variance, Public Staff witness Bumgarner, im his direct
testimony, stated that Duke in calculating its revenue
adjustment for temperature variance hkad used the North
Carolina retail average rate per KXwh to apply to the
temperature adjusted Kwh usage. NMr. Bumgarner testified
that, in his opinion, this method was incorrect since it was
more probable that the changes in Kvh usage related to heat
sensitive customers would fall in the last pricing blocks of
the Company's rate schedules. Mr. Bumgarmer stated that his
proposed method of pricing the temperature variance Kwh,
utilizing the Company's bill frequency distribution data,
was far more accurate than Duke's.

In rebuttal testimony, Duke witness Stimart testified that
while the method used by witness Bumgarner was more accurate
in some respects than the method used by the Company, there
vas a disadvantage in applying annual bill frequency data to
separate seasonal nusages and that the relative degree of
improvement in the accuracy of the adjustnent vas
questionable and not justifiable in the Company's opinion.
On cross—exanination, Nr. Stimart agreed that neither the
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Conpany's method nor Mr. Bumgaraner's method was inherently
unreasonable.

Based upon the foregoing, the Commission concludes that
the methodology employed by vwitness Bamgarner in determininag
the rcevenue effect of temperature adjusted Kvh sales is
superior in terms of accuracy to that proposed by Duke.
Therefore, the Comaission will adopt vitness Bumgarner's
adjustment for use herein.

The Coamission therefore concludes that Duke's approximate
gross revenues for the test year under present rates after
appcopriate accounting and pro forma adjustments are
$887,453,000 ($880,897,000 4 $5,447,000 + $1,109,000 =
$887,453,000) . Furthker, the Commission concludes that
revenues for the test year under the rates proposed by Duke
would have been $922,964,000 ($887,453,000 4 $35,511,000).
Finally, the Coomission concludes that revenues for the test
year hereinafter found to be Jjust and reasonable are
$915,767,000 ($887,453,000 + $28,314,000 = $915,767,000).

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT §0. 8

In its £iling and in the prefiled testimony abd exhibits
of Ar. Stimart, the Company presented the level of operating
revenue deductions, after accounting and pro forma
adjustments, at $731,694,000 (Stimart Exhibit 11, Page 2,
Colaen U, Line 10). This included an estimated aamount
{$19,476,000 total company: $12,112,000 North Carolina
retail) of increase in the level of operation and
maintenance {0 & N) expenses occurring between the end of
the test year and the conclusion of the hearings.
Subsequently, Mr. Stimart revised this adjustment to base
it on more recent data (Stimart Exhibit 4¢). Also, the
Company's £iling understated income tarxes by $1,579,000,
vhich the Company and the Public Staff both recognized and
corrected. These vcorrections increased the Coumpany's
proposed operating revenue deductions to $732,944,000.
Further, as set out 1in Duke's proposed order after
considering the income tax effect of updating the embedded
cost rates and the incone tar effect of the working capital
stipulation, the Company's propesed operating revenue
deductions decrease to $732,491,000.

Public Staff vitness Winters presented a proposed level of
operating ravenue deductions of $733,940,000. The
differences between the Company and the Public staff wmay be
summarized as follows:
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(000 's omitted)

Conpany Public Staff
Iten Nitness Stimart Nitness Winters
Operation and maintenance
expense . $489,884 $486,061
Depreciation 78,907 78,907
Other operating taxes 76,606 77,000
Federal and State income
taxes 83,5121 93,390
Amortization of investnent
tax credit {1,619) {1,619)
Interest on customer
deposits 201 - 201
Total operating
revenue deductions $732,4N $733,940

Income tax expense Treflects the effect of updating the
ezbedded cost rates and etfect of workiung capital
stipulation.

The difference in operation and npaintenance expense
($1,823,000) consists of the Public Staff's disagreement
with the following four items of increase in such expenses
between the end of the test year and the time of the close
of the hearing, as presented in Stimart Exhibit 4:

{(000's Qmitted)

Item Anount
To adjust 06M expenses to reflect
expensing training costs $ 954

To adjust OEM expenses to reflect
the increased costs of maintaining
reliability of service (Tree trimnming,

etc.) 2,136
To adjust O&N expenses for servicing
an expanded customer awareness 366
To adjust OEM expenses for new load
research requireasents 361
Total $3,823

With respect to the Conpany's expensing of nuclear
operator training costs ($954¢,000), MNr. Stimart testified
that a recently conpleted audit by the Pederal Energy
Regulatory Comnission (FERC) had resulted in the FERC's
requiring the Company to expense these costs rather than
capitalize them as the Company had previously done. Public
Staff witness Winters took ' the position that these costs
should be capitalized for rate purposes because they relate
in part +to training operators for the Catawba Plant, which
is still under construction. He said that in his opinion the
FERC would recede from its requirement that the costs be
expensed if +this Comnission requires that they be
capitalized., On rCebuttal Mr. Stisart stated that in his
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opinion the FERC will persist in its requirement that these
costs be expensed, in wvhich case the Company would have no
way to recover them im its North Carolina retail rates
unless the Conmission either allows them as expenses in the
cost of service or permits a special adjustment to rate base
in the future over and above the amount that will be shown
on the Company's books.

There is no dispute that these are legitimate costs that
should be recovered through the rate structure. The
treatment proposed by the Company and mandated by the FERC
would recover them currently, whereas Hr. Winters proposes
that they be capitalized and recovered in the future.

The Commission is of the opinion that these costs are
properly chargeable to the test year level of expense and
therefore concludes that the Public Staff's adjustment is
improper.

The remaining items of post-test year OGN expenses in
dispute between the Company and the Public Staff consist of
various areas in which OEHN expenses increased measurably
between the end of the test year and the close of the
bhearings. Exaamples are increased tree-trimping expense and
increased expenses for lines and substations, both of which
are attributable to the maintenance of reliable service. Hr.
Stimart testified that these increased costs are
specifically identified and result froa ne¥ regulations and
new procedures which are over and above omrgoing dinflation.
The Public Staff's objection to including these costs in the
cost of service is based on its criticism of the methodology
by vhich they vwvere identified and determined. Hr. Winters
contended that the Company's method gave no assurance that
the expenses were of a recurring nature and that the Company
had chosen certain expense iteams which showed increases over
the test year, vwithout erxamining the total operation and
maintenance picture.

An examination of +the specific 083 cost increases which
are in dispute reveals that three, at the very 1least, are
recurring costs whichn were incurred subsequent to the end of
the test year but prior to the close of the hearing. These
costs are as follows:

{000's Omitted)

Iten Anount

Twenty-four-hour answering capability

throughout the system ($56 x .61824) 3 41
Informational cost associated with the

Residential Conservation BRate (BC} and

the Energy Bfficiemt Structure standards

($72 x .61824) 44
Cost associated with new load research

requirements 367

Total Horth Carolina Retail

o«
n &
[
I N
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¥hile there is no evidence in the record which clearly
shows that the remainder of the cost increases cited by Hr.
Stimart are not pernmanent and recurring, the Coamission is
not unmindful of the fact, as pointed out by Mr. Winters,
that the methodology employed by Mr. Stimart may have failed
to identity certain accounts wherein costs have decreased.

Ondoubtedly, the Company has experienced some cost
increases subsequent to the close of the test year but prior
to the close of the hearing vhich are uanrelated to increases
in the number of customers served and/or changes in customer
usage other than the items of cost enumerated above. Such
increases are properly includable in the test year cost of
service.

After carefully coansidering the evidence with regard to
the remaining post-test year O&M expense adjustments at
issue, the Coamission concludes that $1,424,000 of such
Public Staff adjustments should be allowed.

Based upon the foregoing, the Cobaission concludes that
the proper level of operation and paintemance expense for
use herein is $489,179,000, which sum is calculated as
follows:

(000's omitted)

Iten Amngunt
Operation and maintenance expense proposed
by Conmpany witness Stimart $489, 884
Public Staff adjustments - total (3,823)

Public staff adjustments - not adopted:
- Cost associated with 24-hour answering

capability 41
- Informational cost associated with RC rate

and EEI standards 44
- Costs associated with new load research

requirements 367
— ¥uclear operator training cost 954

~ Cost increases unrelated to the nuaber
of customers served or changes in custoser

usage 712
Cost associated with alternative energy research

and development 1,000

Total $489%,179

Both vitnesses agree that the appropriate operating
revenue deduction attributable to depreciation in the test
year is $78,907,000. No conflicting evidence was offered.
Therefore, the Comemission concludes that the reasonable test
year level of depreciation expense is $78,907,000.

With respect to tazxes ~ other than income, the difference
betveen the witnesses relates toc gross receipts . tax
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app%%cable to the revenue adjustments proposed by the Public
Staff.

The Coakmission, having previously found the Public Staff's
revenue adjustments to be proper, concludes that other
operating taxes should be increased by the gross receipts
tax related thereto ($393,000). The Commission therefore
concludes that the proper level of other operating taxes for
use herein is $76,999,000.

The differences shown hereinabove between the Company and
the Public Staff with respect to the provision for income
taxes result from differences in revenues and costs which
have been previously discussed, with two exceptions.

The first exception in tax expense arises from Staff
witness Winters' position that $450,000 of the Co=mpany's
deferred tax provision should be disallowed. This arises
out of a correction by MNr. Stimart of the inadvertent
recording of a £flowback of deferred taxes related to
construction overheads prior to placing the plant in
service. Mr. Winters does not disagree with the Company's
position that the flowback should not have been recorded
prior to the plant's coming into service. His concern is
that "unless the books are adjusted to restore the credits
wvhich have been eliminated by Mr. Stimart the ratepayers
vill never get the benefit of these taxes which they have
paid¢ in through the rate structure.® on rebuttal HAr.
Stimart made it clear that he does intend to restore the
credits by returning them to the deferred tax reserve.
Therefore, the Coanmission concludes that the Company's
treatment is proper and that Mr. Winters' adjustment is not
required.

The second and £inal difference in the income tarx
provision between the Company and the Public Staff is
$695,000. such difference relates to deferred income taxes
associated with that portion of Duke's Catavba station which
has been sold. This adjustement represents the annual
amortization of 1/3 of the total amount of deferred income
taxes rtrelated thereto. The remaining 2/3 of such deferred
tax was discussed previously under Evidence and Conclusioans
for Pinding of Fact No. 3. Consistent with the Commission's
previous finding, for reasons which need not be repeated
here, the Commnission concludes that the Public Staff's
adjustment is improper and therefore should not be nade.

Finally, the Commission concludes that the proper level of
income tax expense for use herein under present rates is
$92,259,000, vhich sunm is calculated as follows:
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{000's Onmitted)

Iten Amount
Income tax expense proposed by Duke 88,512
Income tax effect of Public Staff revenue and
expense adjostments adopted by the Commission
and the Commission's adjustnent to research
and development costs 3,382
Adjustment for income tax effect of interest
allocation adjustment 65
Total $£92,259

There is no disagreement betwveen the wvitnesses with
respect to the amortization of investmeat tax credit
{($1,619,000) and interest on customer deposits that are
properly includable in the test year level of operations.

Based upon the entire record imn this proceeding, the
Commission concludes that the proper level of operating
revenue deductions for use herein under present rates is
$735,926,000, vhich sum is calculated as follows:

(000*s Omitted)

Iten Amount
Operation and maintenance expense $489,179
Pepreciation 78,907
Other operating taxes 76,999
Federal and State income taxes 92,259
Amortization of investment tax credit ($,619)
Interest oh customer deposits —201

Total operating revenue deductions $735, 926

EVIDENCE AND CONCLUSIONS FOR FPINDING OF PACT NO. 9

At the public hearings held across the State, considerable
concern vas erxpressed over the cost of building new power
generation facilities. Many witnesses indicated a desire to
see more activity by Duke ir developmeat and promotion of
alternative enerqgy sources which could lower the demands for
the construction of pew centralized generating plants and
improve the wutilization of the present electric systenms.
Possible alternative sources suggested included solar,
biomass, wood, wind, low-head hydro, and geothermal. The
Commission is also concerned about the £future cost and
efficiency of our electric power supply systems. The
Commission further belijieves that utilization of alternative
energy sources, on either a centralized or dispersed basis,
could enhance the overall efficiency of our electric supply
systens.

During the hearing, the Conmission requested firom Duka a
breakdown of the Company's expenditures on research and
development. The Compission has examined that work anmd
concludes that it is necessary and acceptable. The total
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research and development funds expended internally by Duke
during the test year were S1,343,E9u. 2507,296 was for
internal research associated with large centralized power
plants primarily to improve plant productivity and §91,917
vas for internal research on transmissioh and distribution
systems. $610,208 vas for research and developnent of the
use of time-of-day rates and load management equipaent.
$134,173 was for conservation-related research. . The
Commission's review also included an abalysis of the
contribution of $4,730,549 that Duke made to the Electric
Pover Research Institute (EPRI) during the test year for
external research and of the EPRI's proposed research
expenditures on a national basis.

Having reviewed Duke!s test year expenditures for research
and development regarding the use of alternative energy
sources and on promoting the conservation of electric power,
the Comepission f£inds that Duke has made some initial efforts
in studying the utilization of alternate energy sources,
substantial efforts in promoting conservation, and has made
contributions to national research efforts such as the EPRI,
However, the Commission is of the opiaion that aore should
be done by Duke to increase energy supply options. Liajted
additional funds expended for alternate energy supplies
vould eventually 4inure to the benefit of its electric
utility ratepayers. Consequently, the Copmission is
adjusting test year expenses fronm $734,926,000 to
$735,926,000 to cover additiomnal research, development, and
commercialization of alternative energy sources.¥

*Conservation and load management activities are defined
broadly herein to be an alternate energy source in that they
can be considered substitutes or replacements for additional
energy sources.

Developing economical alternative emnergy sources, which
would substitute in part for the expansion of large coal and
puclear plants, makes sense for electric utility customers
and for Horth Carolima as a whole. Based on evidence
received in the Commission's hearings in Docket No. E-100,
Sub 35, on long-term electric power forecasts and capacity
expansion plans, the growth .in Horth Carolina's ecohony and
the resulting demand for electrical power will significaatly
outpace the national average. §ithout a doubt, it behooves
electric ntility customers to seek all reasonable weans to
dampen this growth in electric pover derand while still
ensuring that adequate power will be available in the future
to serve themselves, their children, and an expandad
econony. .

Since each new coal or nuclear generating plant built in
recent years to meet pover demands have been added at wuch
higher costs than those built in preceding yéars, higher and
higher rates for electric power have resulted. Costs of
construction for Duke generating units 10 years ago averaged
around $150/Kw, while plants now being designed for the
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1990's are estimated to exceed $1,500/Kw. Thus, to the
extent that growth in electric power demand can be reduced
through the developrent and reliance on econonically
competitive, reliable, and environpentally acceptable
alternative energy sources, electric utility ratepayers can
directly benefit through reduced rates. The State should
also benefit in that, if electric rates can continue to be
held below the mational average, it will help the State to
maintain its present advantages in attracting high wage-
paying industries.

The Couamission recognizes that HNorth Carolina must
continue to greatly rely on existing methods of generation
for the present time, but it certainly will be in our best
interests to widen our energy supply choices imn order to
limit construction of new centralized plants to the greatest
extent practical.

One principal need in the further development and
connercialization of alternative enerqgy sources is
additional coordination between the electric utilities who
produce and distribute electricity from centralized Ssources
and their customers wvho =may desire +to add supplemental
enelyy sources at their decentralized locations.
Ondoubtedly, large amounts of money will be expended by the
Federal government over the next several years on cresearch
into alternative energy sources. For example, President
Carter has initiated proposals which are designed to result
in 20% of our energy supply being provided by alternative
energy sources by the year 2000. The Cartér Administration
proposes to spend over $500,000,000 +this fiscal year on
solar research and developnent. Additional enphasis oh
interaction at the local level between the utilities and
their customers should increase the wutilization of the
results of this focus of large concentrations of resources
on 4 hational basis. Localized testing by conpetent and
well recognized technical entities in North Carolina may be
necessary before most North Carolinians would accept resalts
of the research efforts of the Federal government. For
exanple, objective analyses and persob—to-person technical
assistance from utilities on local demonstration projects
involving direct solar, wood, wind, and/or biomass energy
forms could greatly accelerate their commercialization in
¥orth Carolina.

Some exanples of alternative energy technology which need
further research, developnment, and possible
commercialization are as follows:

1. Investigate the increased utilization of wood heaters
and furnaces to determine the impact on the overall electric
systens and develop means by which increased utilization of
these alternate emergy sources can serve to enhance the
overall efficiency and utilization of the electric supply
systens.



RATES 177

2. Developnaent and demonstration of ssall vood boiler
systems, ' including controls, vwhich can be used by
resjidential and commercial customers for heating and by
larger customers for cogeneration purposes to lower overall
plant capacity requiresents and improve load factor.

3. Developaent and deponstration of economic methods of
using garbage and other biomass as fuel sources in both
large and small boiler generating systeas.

i, Development and demoanstration of bheat and cooling
storage systems, including controls, which can lover peak
demand and inprove load factor.

5. Developnent and demoastration of combined solar
(active and/or passive) heat storage systeas.

6. Integration of lov head hydroeleckric generation
systems into the electric systems.

7. Research into potential stability, reliability, and
safety problems associated with widespread commercialization
of cogeneration systems.,

8. Design of control éysteus to protect workers on the
electric supply systeas from backflow £from cogeneration
systens vhen distribution lines are out for naintenance.

9. Development and demonstration of coamercial uses for
waste products from the combustion cycle.

10. Investigation into any potentially adverse
environmental effects of various alternative energy sources.

11. Development and demonstration of photovoltaic systems
and other programs which may be or become appropriate.

The Commission being of the opinion that Duke should
undertake a more active role in the research and development
of alternative energy technologies including those set forth
hereinabove concludes that the test year levels of expeanse
should be increased approximately $1,000,000 to fund such
research and developmental activities. Further, the
Commission concludes that such funds should be accounted for
by Duke by establishing a subaccount on its books of account
entitled, "Reserve for Research and fevelopment -
Alternative Energy Technologies,” wherein mnonthly accruals
of such funding may be reflected. The monthly accrual to
such subaccount shall be in an amount equal to $1,000,000
divided by the tast year level of Evh sales multiplied by
monthly total North Carolina retail Kwh sales. The reserve
account shall, of course, be relieved when expenditures are
made in the area of alternative energy technologies and when
such expenditures are consistent with the outcome of a
further decision of the Commission on the procedure for

expending these funds.
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As stated earlier, the Conmmission is avare of national
tesearch efforts funded by the Pederal Government and by
organizations such as the Electric Power Research Institute,
but believes that these research efforts are generally so
generic in nature as to prevent rapid commercialization and
development ir North Carolina. We are also aware of the
significant efforts in this State by the North Carolina
Energy Institute; hovever, we do not believe the 1level of
funding of this organization in the alternative energy
research, development, and commercialization areas is
sufficient for immediate, widespread application in HWorth
Carolina. The Commission feels that additional funding for
specific activities in North cCarolina could result in
substantial early benefits for this State.

The Connission is cognizant also of the level of
individual work taking place in the area of alternate energy
technology by Carolina Pover 6 Light Company, Virginia
Electric and Pover Coapany, and Nantahala Pover and Light
Coapany. He are generally avare of the research and
development being undertakem by the electric cooperatives
and the "electric" municipalities in the State. As a whole,
we find these efforts commendable but less than should be
done if North Carolina is to make substantial prograss
towards the developnent of alternative €enerqgy soarces.
Hovever, we do foresee some danger that duplicative programs
in the alternate enerqy area may he undertaken by each of
these entities. For example, we would probably not need a
residential solar heating and cooling research and
demonstration program financed by two utilities operating
side by side in North Carolina; whereas, we might bkave +to
bhave our own Forth Carolina demonstration progran even if
another one were being conducted in Arizoaa.

In order to eliminate possible duplication and maximize
the use of our resources in this effort in North Carolina,
we are suggesting that all the electric suppliers including
the electric cooperatives and nmunicipalities distributing
electric power consider joining together to forn a nonprofit
North Carolina Alternative Emergy Corporation to conduct
appropriate research, development, and conmercialization of
alternative energy supply sources.

By a copy of this Order we are notifying all regulated and
nonregulated electric suppliers of this proposal and
requesting comments from all parties, electric suppliers,
and the public by Deceaber 15, 1979. Coaments should
include proposals for the procedure for establishment and
operations of the corporation and the initially established
level of funding.

The Conmission vould also velcone ideas on the
establishment of advisory comaittees to the board of
directors of the proposed corporatiom. Possibly, leading
alternative energy proponents and experts should serve on
such advisory committees.
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The Commission concludes that Duke Power Company should
refrain from expending funds in the subaccount entitled,
"Reserve for Research and Development - Alternative Energy
Technologies,” until the Commission reaches a final decision
on the possible establishment of the Alternate Energy
Corporation and the final level of anhual funding or until
the Commission reaches a decislon that any amount of funding
including the $1,000,000 should be spent internally on
alternative energy research. The Commission further
concludes that Duke should maintain its books and records in
such a manner that all or a part of the funds recorded in
the aforementioned subaccount could be refunded pending the
Commission's final decision in this matter.

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT
NOS. 10, 11, AND 12

The evidence relating to these Findings of Fact is found
in the testimony and exhibits of Company witnesses Grigg,
Sherwin, and Stimart and Public Staff witnesses Stevie and
Winters,

In its £filing the Company presented a pro forma capital
structure consisting of 48% long-~term debt, 14% preferred
stock and 38% common equity. The Public Staff took the
position that the capital structure should be the actual one
that existed at the end of the test year, December 31, 1978.

During the hearings the Company contended that the pro
forma capital structure was more representative of the
Company's actual capital structure as of the time of the
hearings and that such capital structure was more
representative of the capital structure that the Company
could be expected to experience on an ongoing basis. Mr,
Stimart presented evidence showing that the average common
equity component of the capital structure over the first six
months of 1979 was 38.45%. In addition, Mr. Stimart
presented evidence which showed that when the Company's June
1979 earnings and its June 1979 first mortgage bond and
preferred stock sales were added to the May 31, 1979, book
balances that the Company's common equity capitalization
ratio was approximately 38%.

Company witness Sherwin testified that the pro forma
commen equity ratio of 38% differs only slightly from that
at the end of the test year, December 231, 1978. He also
testified that it is not always possible to quantify
differences in risk associated with small variations in
capital structure. He concluded that Duke's equity ratio is
reasonable, sipce it represents the Company's objective
capital structure and since capital structure is the
"prerogative of management, subject to regulatory review."
On cross-—examination, witness Sherwin further testified
that, in his judgment, the capital structure insexistence
should be employed since it has been tested in the
marketplace,
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Public Staff witness Stevie testified that Duke did not
present evidence to justify the use of an increased equity
ratio over that enmployed in the Company's previous rate
case. In addition, he testified that the small increase in
the eguity ratio adds $.423 pmillion to the Company's revenue
requirenents over that which is necessary if the end of test
year (becember 31, 1978) capital structure is employed and
does not measurably reduce the financial risk of the firm. .

The Comnmission after baving revieved Duke's past and
present capitalization and all of the other evidence of
record with respect thereto concludes that the pro forpa
capital structure proposed by the Cofpany is reasonable and
is representative of the capital structure that Duke can be
expected to maintain during the pericd the rates approved
herein are in effect. Therefore, the Coamission concluldes
that the proper original cost capital structure for uase in
this proceeding is the following:

Iten Bercent
Long-term debt 48.00
Preferred stock 14.00
Common equity _38.00

Total . 100.00

When the excess of the fair value of Duke's property, or
rate base, over the original cost net .investment in the
apount of $177,571,000 is added to the equity conponent of
the original cost capital structure, the resulting fair
value capital structure is as follovwss:

Iten Percent
Long-tera debt 43.28
Preferred stock 12.62
Common eguity 4.0

Total 100.00

The Company presented evidence tending to deaonstrate that
the eabedded cost rates for ‘long-tera debt and preferred
stock Were 8.05% and 7.98%, respectively, based on
circumstances occurring after the end of the test period,
i-e., the issuance of additional amounts of long-term debt
and preferred stock. G.S5. 62-133(c) permits the updating of
historical test-period dats to show actual changes occurring
up to the time the hearing is closed. The Public Staff also
recognized the appropriateness of increasing these eabedded
costs to reflect knovn changes.

Therefore, the Conmemission concludes that the proper
enbedded cost rates for use herein are 8.05% for long-tern
debt and 7.98% for preferred stock.
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EVIDEHCE AND CONCLUSIONS POR FIKDING OF PACT NO. 13

In its application, the Company did not seek to change the
13.59% rate of return on book common eqguity granted in the
Company's last general rate proceeding (Docket No. EBE-7,
Sub 237).

Company witness Sherwin presented testimony on the rate of
return on book common equity which he felt appropriate for
the Company. He utilized@ three methods to derive a range of
equity costs. The first method was a coaparable earnings
analysis of three groups of industrial firms with risk
characteristics which Dr. Shervin believed were similar to
those of Duke. Witness Sherwin concluded from this analysis
that Duke's cost of equity capital was in the range of from
14.5% to 15.0%.

His second approach was to utilize vhat he referred to as
a financial integrity test. This analysis consisted of an
exanination of mparket-to-book ratios and earnings of firus
vith bond ratings similar to Duke's f£rom which he derived a
cost of equity capital in the 14.7%X to 15.0% range.

Witness Sherwin's third method applied the capital
attraction standard to the estimation of a rate returcn..
This npethod principally relies upon a discounted cash flow
analysis, using selected groups of electric utilities and
industrial firms. Witness Sherwin derived a cost of equity
(excluding narket pressure and financing costs) of 13.5% by
atilizing an estimated dividend yield of 8.5% and a growth
rate of 5%. His growth rate vas estimated by examining the
growth in earnings, dividend, and book value, over four
different time periods, for the groups of firms he selected
for this analysis. After including estimated costs for
market pressure and financing, witness Sherwin calculated a
cost range of from 14.1% to 14.5%, using this method, with
13.75% as a oinimum value.

¥itness Sherwin's testimony has been carefully considered
even though the Company only sought a 13.59% rate of return
on book equity as evidenced by its application and the
testimony of Coanpany vitnesses Lee and Grigg. Witness Lee,
the Conmpany's President, testified that the philosophy
behind the application vas to adjust Duke's rates to cover
increased costs vhich prevented the Coapany from earning the
13.59%% rate of return on equity which Duke was allowed in
its last general rate case. On cross-examination, Hr. Lee
further testified that the Company was not addressing the
adeguacy of the rate of return previously granted.. Witness
Grigg, the Coapany's financial Yice President, also
testified that the Company was merely seeking a 13.59%
retarn. He contended that Duke was seeking only to recover
the shortfall between the alloved return and the return
actually achieved since the .last rate case, stressing that
the Coapany nust be given.a reasonable opportunity to earn
the alloved rate of return.
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The determination of the appropriate fair rate of return
for the Conmpany is of great ioportance and must be made with
great care because whatever return is allowed will have an
iomediate impact on the Company, its stockholders, amnd its
custoaers. The Conmission has the statutory responsibility
to ensure that all these interested parties are fairly and
equitably treated. In the final .analysis, the determination
of a fair rate of return must be made by this Comaission,
using its own impartial judgment and guided by the testimony
of expert witnesses and other evidence of record." The
Comaission has considered carefully all of the relevant
evidence presented in this case. The Connission takes note
of the uncontroverted fact that, despite a reasonmable record
of managerial efficiency, Duke has been unable to actually
achieve a rate of return on equity as high as that which the
Conmission allowed in its last rate Order for Duke in 1978.
The Commission also is cognizant of the substantial
construction budget and resulting financial requirements
which the Company will face in the immediate future.

The Conmission takes notice of the opinion of the Supreme
Court of the State of MNorth Carolinma in Jtilities
Conmission, et al. ¥. Duke Power Conmpany, 285 H.C.
377(1974) , vherein the following statemeants concerning the
level of the fair rate of return appear on page 396:

“"The capital structure of the Comnpany is a major factor in
the determination of what is a fair rate of return for the
Company upon its properties. There are at lsast two
reasons why the addition of the fair wvalue dincrement to
the actual capital structure of the Company tends to
reduce the fair rate of return as cosputed on the actual
capital structure. First, treating this increment as if
it vere an actual addition to the equity capital of the
Company, as we have held G.S. 62-133(b) requires, enlarges
the equity conponent in relation to the debt component so
that the risk of the investor in comaon stock is reduced.
Second, the assurance that, year by year, in times of
inflation, the fair value of the existing properties will
rise, and the resulting increment will be added to the
rate base so as to increase earnings allowable in the
future, gives to the investor in the Coopany's common
stock an assurance of grovih of dollar earnings per share,
over and above the grovwth incident to the reinvestment in
the business of the Conmpany's acteal retained earnings.
As indicated by the testimony of all of the expert
witnesses, who testified in this case on the question of
tair rate of return, this expectation of growth in
earnings is an inportant part of their conputations of the
present cost of capital to the Company. #hen these
matters are properly taken into account, the Commission
may, in its ovn expert judgment, find that a fair rate of
return on equity capital in a fair value state, such as
North Carolina, is presently less than the anmocunt which
the Cobpission would find to be a fair return on the same
eguity capital without considering the fair value egquity
increment."
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The Conmission therefore concludes that it is fair aad
reasconable to consider in its findings on rate of return the
redection in risk to Duke's equity holders and the
protection against inflation which is afforded by the
addition of the fair value increment to the equity coaponent
of the Company's capital structure.

As set forth above, the fair value capital structure of
Duke is as follovs:

Itenm Percent
Long-tern debt 43.28
Preferred stock 12.62
Common equity _h4.190

Total 100.00

FTE====

The Compission f£finds and concludes that the fair rate of
return that Duke should have the opportunity to earh on the
fair wvalue of its North Carolina rate base for retail
operations is 9.15%, which requires an increase in annual
revenues from Duke's North Carolina retail customers of
$27,314,000 based upon the adjusted historical test year.
This rate of return opn the fair value of Duke's rate base
will allow the Company to meet its fired obligations and
¥ill yield a fair return on Duke's fair value common equity
of approximately 10.56%, or approximately 13.60% on book
compon equity. The Comnission concludes that this is a fair
and reasonable rate of return. In order to provide
sufficient funds for additional research, development, and
commnercialization of alternative enerqgy soiCcces, the
Comaission concludes that the total annual increase in Horth
Carolina retail revenues should be $28,314,000. However,
this additional amoumt will not affect the rate of return
fiqures.

The Commission has not mnmade a specific addition to the
fair rate of return to offset attrition simce it believes
other factors are present which tend to offset the effect of
attrition, if, in fact, attrition nright othervise occur.
For example, the Legislature bhas provided for an updated
test year which helps to insulate the Company from increases
in expemnses occurring after the test year. Likevise, Duke
enjoys the benefit of a fuel adjustment procedure which
enables it to recover increases in its operating costs
resulting from increases in the cost of fuel. Additionally,
recent experience indicates that Duke's electric revenues
have continued to grow, thereby helping to offset the effect
of inflation. In short, the Coamission concludes that Duke
¥ill have every reasonable opportunity to earn the rate of
return approved herein.

In setting the approved rates of return at the foregoing
levels, the Compission has considered all of the relevant
testimony and the tests of a fair return set forth in
G.5. 62-133(b) {(4). The Commission concludes that the rates
herein allowed should enable the Company, given efficient
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management, to attract sufficient debt and equity capital
fron the market to discharge its obligations, including its
dividend obligatiom, and to achieve and maintain a high
level of service to the publiec,

Further, the Conmission concludes that the increase in
rates, as approved herein, is coasistent vith the voluntary
wage and price gquidelines as pronulgated by the President's
Council on Wage and Price Stability.

The following schedules summarize the gross revenues and
rates of ‘return which the Conpany should have a reasonable
opportunity to achieve, based on the rates approved herein.
Such schedules, illustrating the Conmpany's gross revenue
requirements, incorporate the findings, adjustments, and
conclusions approved by the Comsission in this Order.

DUKE POWER CONPANY
NORTH CAROLINA RETAIL GPERATIORS
STATEMENT OF BETURXN
THNELVE MONTHS ENDED DECEMBER 31, 1978
{000*'s Qmitted)

After
Present Increase Approved
Itea Rates Approved Increase

Operating Revenues

Gross operating revenues § 887,453 323,314 8 915,767

Opecating_Revenue_ Deductions
Operating and maintenance

expenses 489,179 - 489,179
Depreciation 78,907 - 78,907
Taxes ~ other than income 76,999 1,699 78,698
Interest on customer
-deposits 201 - 201
Incope taxes 92,259 13,105 105,364
Aportization of investment

tax credit {1,619) = (1,619

Total operating revenue

deduct ions :735,926 14,804 150,730

Net Operating Income for
Return ) $ 151,527 $13,510 3 165,037
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Investment jn Plectric Plant
Blectric plant in service $2,439,808 - $2,439,808
Less: Accumulated depre-
ciation 764,217 - 764,217
Cost-free funds 214,990 - 214,890
Het investnent in
plant 1,460,701 - 1,460,701
Allovance for working
capital 165,408 = 165,408
Net investment in electric
plant in service plus allow-
ance for working capital $1,626,109 - $1,626,109
Pair value rate base Sl 803, 680 - $1,803,680
Rate of return on fair
value rate base 8.40% - 9.15%

= ==

DUKE PORER COMPARY

ROERTH CAROLINA RETAIL OPEEATIONS
STATEMENT OF RETURN ON FAIR VALUE EQUITY
TWELVE MOHTHS ENDED DECENBER 31, 1978

(000's Omitted)

Embedded Cost
or Return on Net Operat-

Fair Vvalue Ratio Fair ¥alue 3ing Incoame
Capitalization Rate Base __3% ___Equity %__ for_EReturn
Present Rates - Fair Value Eate Base_.

Long—-tern debt § 780,532 43.28 8.05 §$ 62,833

Preferred stock 227,655 12.62 7.98 18,167
Fair value

equity 795,6893% 44.10 8.87 70,527

Total 1,803,680 100.00 - $151,527

= == e

Approved Rates - Fair Value Rate Bage

Long-term debt § 780,532 u3.28 8.05 $ 62,833
Preferred stock 227,655 12.62 7.98 18,167
Pair value
equity 795,493 44,10 10.56 __B84,037
Total $1,803,680 100.00 - $165,037
1Book compmon equity $617,922
Fair value increment 137,531

FPair value equity '$795,493
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EVIDENCE AND CONCLUSIOHNS FOR FINDING OF FACT HO. 14

The evidence for this Pinding of Pact is contained in the
Conpany's prefiled data and opinimuam f£filing requirements
exhibits, which accompanied the original application for
general rate relief, and the testimony of Public Staff
withess williams. The Public 5taff's evidence consisted of
a sunmary of its investigation of Duke's fuel procurement
activities since Duke's last general rate case, including
its review of the Comnpany's long-tera c¢oal contracts and
"spot" coal procurement activities.

Public Staff witness Williaas testified that the Company's
fuel procurement activities appeared reasomable and within
the informal guidelines adopted by the Commission.

Fron the evidence presented, the Commission concludes that
Duke's fuel procurement activities and purchase policies are
reasonable and are in accordance with practices heretofore
reviewed and approved by this Conmission.

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF PACT
¥0S. 15, i6, 17, AND 18

The evidence for these findings is contained in the
testinony and exhibits of Company witness Hatley, Public
Staff witness Bumgarner, Carolina Action witness Jackson,
and the testimony of various public vitnesses, including the
follovwing: Barbara Harris (Durham); Charles Hutchinson
{Hendersonville); Dan Jackson, Ed Gower, and Gerry Chapman
(Greensboro} ; Ella Kelly (Charlotte): and Arcthur Eckles
{Raleigh) .

The individual public wvwitnesses, including Mr. Jackson,
who testified as a 'member of +the general public in
Greensboro and on behalf of Carolina Action in Baleigh,
vhile opposed to any amount of rate increase, geberally
supported tvo rate desigh concepts — Lifelime Rates and Fair
Share Rates. With .regard to Lifeline Rates, the vitnesses
recornended an expansion of the class of customers eligible
for the SSI Rate approved by the Copnission in Docket NWo. E-
7, Sub 237. The witnesses also recommended that no part of
any increase approved herein be added to the erxisting SSI
Eate. ¥ith regard to PFair Share ERates, the witnesses
recomnended that the rates be designed so as to produce the
same rate in cents per Kwh, vithout any consideration of the
guantity consumed, demands imposed, load factor, allocable
custoner costs, or other factors.

The Company, through witness Hatley, proposed no
significant changes in the basic rate design approved in
Duke's last rate case, Docket No. E-7, S5ub 237, and proposed
to increase test period revenues in each of the present rate
schedyles by approxiaately 4% and thus preserve the existing
relationships between rate schedules. Mr. Hatley indicated,
however, that in Duke’s next general rate case they wounld
study rate designs which would tend to close  any
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differentials betveen classes which varied fron systen
average return by more thar 10%.

On cross-exapnination as to his reasons for not designing
rates which give more weight to the effect of winter
coincident peak cost allocations, Hr. Hatley stated the
vinter peak studies filed in this docket vere not
statistically valid. He stated that Dunke does not have a
statistically valid sample of customer usage and demand for
the winter peak because its winter peak cost-of-service
study wvas performed using a customer saxple originally
selected for use in conjunction with a susmer study omly.
He stated that while.buke has recorders nov in place, the
data for a statistically significant sample of Duke's winter
peak will not be available until some time after the winter
of 1979-8Q, but prior to Duke's next rate case., Mr. Hatley
also noted that while Duke has had an actual winter peak for
approximately +three years, these peaks would have occurred
in the suvamer under nornal wveather conditions and Duke's
Planning and Forecast Departzent was continuming to use
sunner peak for system development.

Testifying for the Public Staff, Ar. Bumgarner stated that
ke had reviewed Duke's cost-of-service and Jurisdictional
alloctation studies and rate design. He stated that, given
Duke's lipitations on acguiring coincident peak demand data
by Jjurisdiction, he agreed with the result of Duke's
jurisdictional allocation studies. He stated that the
Public Staff did not redesign the rates in this docket to
produce more equalized rates of return, but they did plan an
extensive review of Duke's rate design during the Company's
next rate case.

On cross<exanination, Mr. Buagarner generally agreed with
Mr. Hatley concerning the lack of availability of a
statistically significant sampling of Duke's winter peak
demands and indicated that if appropriate data uere nade
available in Duke's next rate case, he would probably
reconmend allocating costs on some type of mnmultiple peak
basis,

The Coomission concludes that it is reasonable, proper,
and appropriate to use the sumnmer coincident peak cost
allocation study in this docket, but +that Duke should
coantinue to file annual cost-of-service studies based on the
anpual vinter coincident peak, the .averade of winter and
summer coincident peaks, and on sSummer peak only- The
Conmission further concludes that, upon Duke's coapletion in
1960 of a statistically sigonificaot sample of systen
operations and customer usage at winter peak, copies of the
cost allocation studies based on winter peak should be filed
vith the Compission and served upon all parties of record in
this proceeding. :

The Commission concludes that, given the facts that Duke!s
rate design vas substantially altered in Docket Ho. E-7,
Sub 237, such rates were based upon valid, fully distributed
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cost studies; that such rates have only been in effect for
one year; and that, in Duke's next general rate case,
substantial rate design changes will be considered; and that
Duke's rate design proposal, in this case, to increase all
rate schedules uniforaly, across-the-board (except the SSI
Rate), is Jjust and reasonable. The rate increase should be
essentially an across-the-board increase ahove the level of
test year revenues, including £uel c¢cost revenues, as
adjusted. Changes in the basic rates which are based solely
upon the increase in cost of fuel occurring after the close
of the test year and which were approved in bPocket Hos. BE-7,
sub 257, and E-7, Sub 271, should be incorporated in the
final rate design to be filed herein.

The Conmission concludes that the S5SI Rate class should be
exenpted from any increase on the first 350 Ewh's in order
to increase the effectiveness of tle ongoing SSI Rate
experiaent.

There are approximately 9,000 customers, at present, being
served under Duke's experimental SSI Rate schedule., In the
establishment of the S55I classification in Docket No. E-7,
Sub 237, it vwas estimated that at 1least 20,000 -customers
would be eligible and apply for the experimental rate.. Ho
doubt, the relatively low discount being offered has caused
a poor response to the rate. Exenpting - the 5SI Bate
classification from the increase approved herein for their
first 350 EKwh's of usage each month vill increase the
maximun nonthly savings to the SSI customer class, depending
on this subclass, approximately as follows:

Discount Discount
At _Present Onder New Rate
SSI - R $0.63 $0.88
SSI - RW $0.91 $£1.16
SSI - BC or RA $0.53 $0.78

It should be noted that an SSI customer would not receive.a
per Kwh discount ‘above any usage in excess of 350 Kwh's per
ponth. The Conmission estinates that the ipcreased
discount, though minor, may result in additional customers
opting for the S5I Rate classification. The total revenue
impact of exempting the existing and projected SSI customers
from this increase.is considered by the Coamission to be de
pinipis in that the total additicnal discount will
approxinate $50,000 out of total annual XNorth Carolina
retail revenues of $915,767,000. It is also insignificant
in tecms of the North Carolina residential custozer class's
annual revepue paynents of over $370,000,000.

This experizent will continue to be closely acnitored by
the: Conmission. Also, under the national innovative rate
progran, +the U.S. Department of Energy has indicated that
funding will be nade available to use .for the enployment of
independent consultants to help ensure the scientific
validity of the 5SI experiment and to help analyze- the
results once data has been obtained.
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With regard to Fair Share Rates, the Coamission coancludes
that the General Statutes do not permit the Conmpission to
design rates vwithout regard to costs that individual
customers and classes of customers place on the systen. It
has been deaonstrated in case after case before the
tommission that dividing total revenue requirements by total
Kvh's sold and charging on that basis for each Evh consuaed
would result in extreme discrimination betveen custgners
and classes of customers. This is not to say that the
customer class rate schednles may not need to be flattened
further. The Commission m#made substantial changes toward
flattening the rate schedules in Duke's last rate case by
raising the rates more on high-end usage blocks. Such
changes were supported by the increased marginal costs of
generation. The Commission «will give consideration in
subsequent general rate cases of Duke to a further
flattening of the schedules.

For the [foregoing reasons, the Compission concludes that
within five days of the date of this Order, Duke should file
rate schedules designed to produce the revenue requireaent
approved herein in accordance with the guidelines set forth
in Appendix A attached hereto.

EVIDENCE AND CONCLUSIONS FOR FINDING QOF FACT NO. 19

Hitness Hatley summarized where Duke stands in relation to
the PURPA standards set forth in 16 U.S.C. 2621 as follows:

wIn regard ¢to the cost of service section, Duke has
filed cost of service studies in this docket, that 1is,
E-7, S5ub 262, based on the summer peak, the winter peak
and the average of the summer and winter peak for both
present and proposed rates, The rates proposed in this
case are cost base and conform to the rate design approved
by the Coumission in the Company's last general rate case;
that is, in Docket E-7, Sub 237.

"Concerning the declining block rtates, the
residential rates proposed in this case are not declining
block rates. Generally such rates have a unifors front-
end basic facility charge applicable to all customers and
the first block, that is, the rates wvhich we have filed in
this case have a basic facility charge applicable to all
customers and the first block is the lowest block, the
second is higher than the first and the third is lower
than the second but higher than the first.

"In regard to the time of day section,  the
ncommission has approved time-of-day rates applicable to
randouly sampled customers on a voluatary basis. The
Conpany has extended the applicability of such rates for
an additjonal year following the initial one-year period.

nseasonal Rates. The Connission approved a summer-
winter differential for resideatial rates im Docket E-7,
Sub 237.
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"Interruptible Rates. The Coamission has
interruptible load provisions applicable to retail rate
schedules providing £for interruptible service to vater
heaters, air conditionring equipment and large general
service and industrial customer loads.

#L.ifeline Rates.. In the Coopany's last general rate
case this Comaission had made an attempt to deal with
electric rates applicable to lov income residential rate-
payers by adopting a special discount rate £for Horth
Carolinians who received SS5I payments."

Based on the evidence of record in this and related
proceedings, the Commission pow reaches the following
conclusions regarding the rate design standards contained in
the Public Utility Regulatory Policies Act (PURPA) of 1978,
as they apply to Duke:

1. Cost base rates - Duke has filed cost-of-service
studies based on sumner peak, winter peak, and the average
of summer and winter peak for present and proposed rates.
The rate designs and allocation methods approved herein are,
to the extent practicable, based on cost of service. The
Comnission concludes that this use of cost-of-service
studies in the design of rates is appropriate and consistent
vith State law.

2. Declining block rates - The energy component of the
rate schedules, particolarly wvith regaréd to residential
rates, are uniform. There are no declining block rates as
defined by PORPA. Some of the rate schedules appear to
decline, but this @=erely reflects that customer and/or
denand costs are being rzcovered fully prior to the tail
block. The Commission concludes that this is appropriate and
consistent with State law.

3. Time-of-day rates - The Commission has approved time-
of-day rates for Duke applicable to randomly sanpled
custoners on a voluntary basis. The Commission is monitoring
experimental time-of-day rate designs vwhich are being
carried out, in other dockets, on both a voluntary and
involuntary basis. It would be premature for the Coanission,
in this docket, to reach any ultimate conclusions regarding
voluntary or involuntary time-of-day rates.

4. Seasonal rates - The Conmission approved a sumner-
vinter differential for Duke in the last general rate case.
Such differential will be carried forward by the rate design
approved herein. The Copnission concludes that this is

appropriate and consistent with State lav at this tipe.

S. Interruptible rates - The Comnission has approved
voluntary interruptible load provisions applicable to retail
rate schedules, providing for interruptible service to water
heaters, air conditioning equipment, and large general
service and industrial customer leads. The Conaission
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concludes that this is appropriate and consistent with State
law.

6. Load management technigques - The Coazission has
recently considered the probable impact on Duke aapd the
other North Carolina electric utilities of load manageasnt
techniques and devices in Docket ¥Nos. ¥-100, Sub 78, and
E-100, Sub 35.

The Connission has ordered each electric utility to file
interruptible industrial rates and residential appliance
control rates, which vere to be adpinistered on a voluntary
basis through rate incentives. Duke has made a preliaminary
filing im this regard and is now authorized to offer these
rates on an interim basis.

In vievw of the previous conclusjions regarding the design
of rates approved herein, the Commission concludes that such
rates are pot conly consistent wvith the PURPA standards just
noted, but represent substantial implementation of such
standards. In any event, the Commission will comsider the
full ipplementation of these standards again in generic
hearings nov scheduled to cormence on May 6, 1980, in Docket
No. E-100, Sub 36, for all North Carolina electric utilities
and in Dyke's next general rate gase.

NOCLEAR SAPETY

During the course of the public hearings in this docket,
45 public witnesses expressed concern for the safety of the
nuclear generating plant operated by Duke at Oconee, South
Carolina, and the nuclear plants under construction by Duke
on lake WHorman in Mecklenburg County, North Carolina, and
Lake Wylie in South Carolina, The concern for nuclear
safety has become particularly acute since the incident on
March 28, 1979, at the Three Mile Island Huclear Plant in
Pennsylvania.

The Commission shares the concern of all citizens of North
carolina for the safety of operation of all utility plants,
and particularly the safety of nuclear generating plants.
The concern for public health, safety, and welfare requires
that the first priority in regulation of electric companies
is to investigate all aspects of public and employee safety
and to insist at all times that such plants be operated with
the maximun degree of safety. The Coxnmission paintains a
constant and continuing interest and concern for such
operation. The issue of HNuclear Safety is before the
Commission in Docket No. E-100, Sub 35, Electric Load
Forecast, involving all utilities operating nuclear plants
in MNorth Carolina, and the Commission concludes that the
issue of nuclear safety as presented in this docket should

be transferred to Docket Ho. E-100, Sub 35.
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IT IS, THEREr-ORE, ORDERED as follows:

1. That the Commission hereby approves a partial
increase in rates for Duke Power Conmpany as described in
ordering Paragraph No. 4 below, to be effective on service
rendered on and after the date of this Order, and Duke Power
Conpany is hereby authorized to file new tariffs which shall
be designed to produce an annual Jlewvel of HNorth Carolina
retail revenues to greater than $915,767,000, based on the
test year level of operations {12 months ended
December 31, 1978, adjusted for known changes subsequent
thereto) .

2. That the proposed rates originally filed by Duke,
which were designed to produce additional revenues of
$35,511,000, are in excess of those which are just and
reasonable and the same are hereby disapproved and denied.

3. That Duke Power Company shall intensify its role in
the research and developaent of alternative enercgy
technologies and shall comply with the £unding and the
accounting requirements set forth in this Order. That Duke
and other parties having an interest shall respond by
pecember 15, 1979, on the proper entity or means and
operating requirements recommended for carryihg out the
research, development, and commercialization of alterpative
energy sources in Borth Carolina utilizing the funds allowed
in this docket for that purpose. That all zonies collected
for these purposes under the special aunthorization shall be
accounted for as previously set forth im this Order.

4. That on or before five days from and after the date
of this Order, Duke shall file with the Commission revised
rate schedules designed to produce the revenue requirement
as approved in Ordering Paragraph No. 1 above in accordance
wvith the guidelines set forth in Appendix A attached hereto.
The increase in rates, as approved herein, results in an
overall increase in preseat rates of approximately 3.19%.
Such inctease shall become effective on all service rendered
on and after the issuance date of this Order.

5. That Duke shall file with the Conmission an annual
cost-of-service study based on the annual winter coincident
peak and shall continue to collect data which will enable it
to produce cost-of-service studies based on a single peak
and/or on the averages of opultiple coincident peaks in
conjunction with future rate cases. '

6. That Duke shall give public notice of the partial
rate increase approved herein by mailing a copy of the
notice attached hereto as Appendix B by first-class mail to
each of its North Carolina retail custoaers during the next
nornal billing cycle folloving the filing and acceptance of
the rate schedules described in Ordering Paragraph Ho. 4
above.

ISSUED BY ORDER OF THE COMMISSION.
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the 8th day of October, 1979.

HORTH CAROLINA UTILITIES COMMISSION
sandra J. Webster, Chief Clerk

Commissioners Fischbach and Canmpbell did not
participate in this decision.

APPENDIX A

METHOD OF ADDING ALLOHED INCREASR
TO PRESENT RATE SCHEDULES

Apply the overall Alloved Increase Factor to the test
year revenues from present rates to obtain Allowed
Revenue Targets for each rate schedule.

make proper adjustments to reflect growth to year-end
and weather normalization. Subtract the revenue
received from the fuel cost adjustments fronm the
present rate revenues and the Allowed Revenus
Targets. Divide the resultants to calculate the
Basic Rate Increase Factor.

Apply the Basic Rate Increase Factor to the base rate
revenues from present rates to determine the Alloved
Basic Rate Revenue Targets. Apply the Basic Rate
Increase Factor as equally as possible to basic
facilities charges, demand charges, and Kwh charges
to adjust the rate schedules to gmeet the Allowed
Basic Rate Revenue Targets. Apply no increase on the
first 350 Rwh's of usage of the experimental SSI Rate
schedule.

Ensure that the total revenues produced by the
revised rates do not exceed that allowed im this
Oorder- .
Incorporate the changes in basic rates due to
increases in the cost of fuel which were approved in
Docket No. E-7, Sub 257 and Sub 271.
APPENDIX B

DOCKET WOo. E-7, SUB 262

THE NORTH CAROLINA UTILITIES COMHMISSION

In the Matter of

Application by Duke Power Company

for an

)
Adjustment of Its BRetail ) ROTICE TO CUSTOMERS

Electric Rates and Charges in Its )
Service Area Within Horth Carolina )

The
months

North carolina Utilities Commission +today, after
of investigation and following hearings held

throughout the State into Duke Povwer Company's request for a
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$35,511,000 annual increase in rates, issued an Order
cutting Duke's reguest to 3.2% limiting the annual revenue
increase to $28,314,000 per year.

In allowing the 3.2% increase, the Commission ruled that
the approved rates would provide Duke, under efficient
management, an opportunity to each a 9.15% rate of return on
the fair value of its property. The Coamission found that
the 3.2% rate increase vas the minimum that could be granted
and still have Duke to majintain good service, to contiaue a
reasonable construction program in order to meet growth in
electric power demands, and to provide the Company's
stockholders with a fair return on their investment. The
increase granted wvas due to the impact of general inflation
on Duke's costs since its last general rate increase which
became effective on August 31, 1978. The Comnmission noted
that the increase was well within and coamplied with the wage
and price guidelines established by the Federal
Administration.

The rate changes approved by the Comaission will increase
the monthly bill of a typical residential customer uhose
average sonthly usage is 550 kilowatt-hours in the
R schedule by approximately $.78, or froa approxinately
$25.80 to $26.58, In the BRE schedule (electric water
heater), with average monthly usage of 895 kilowatt-houts,
the monthly bill will increase by approxizately $1.12, or
from approximately $37.35 to $38.47. The inctease for the
RA schedule at the average monthly usage of 1,690 kilowatt—
hours will increase the summer monthly bill by approxirmately
$1.99, or from approximately 3$66.65 to $68.64, and the
winter monthly bill by approzimately $1.95, orc from
approximately $65.24 to S$67.19. The increase for the BRC
schedule (conservation rate) at the average monthly usage of
1,380 Xkilowatt-hours will increase the swnamer monthly bill
by approximately $1.68, or from approxinately §55.97 ¢to
$57.65, and the wvinter monthly bill by approximately $1.67,
or from approximately $55.68 to $57.35. In regard to rate
design, the Conmnission held that the total increase of
approximately 3.2% should be spread uniforaly across—the-
board to all rate classes with the exception of the first
350 Kwh block of the SSI Rate classification. Under the
Connission's Order no increase will be applied to this block
of the $SI Rate classification. The SSI Rate is a special
experimental rate open only to the elderly and/or
handicapped vho have incoaes approximately 25% belowv the
Federal poverty guidelines and whose eligibility is
deternined by whether they qualify for supplemental security
income from the ¥ederal Social Security Administration.
This special rate classification was authorized on
August 31, 1978, and wvas based on the estimated lover costs
of serving this group of customers resulting from implied
differences in their 1load characteristics and the lower
relative burden they place on the utility system. Exeapting
the first 350 Kwh's £from the 3.2% increase results in an
additional discount of about 25¢ per month to this class and
raises the marximum ponthly discount froam $0.91 to $1.16. It
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is anticipated that the number of customers on this
experimental rate will increase slightly fromn the presant
9,000.

The Conaission addressed its attention extensively in its
Order toe the matter of ealternative enerqgy sources and
appropriate expenditures by Duke an the research,
developnent, and comaercialization of such Sources. The
comnission found that Duke should increase its activities in
this area and earmarked $1,000,000 of the approved increase
for this purpose. The Commission further directed Duke and
other regulated utilities tc respond by December 15, 1979,
regarding the possible establishpment and operation of a
nonprofit North Carolina Alternative Energy Corporation in
order to maximize efforts and to avoid likely duplication in
these areas among thenselves. Electric cooperatives and
gunicipalities distributing electric power in the State were
invited to comment regarding their possible participation.

The Conmnmission pointed out that it believes that the level
of funding presently being made in this area is insufficient
to encourage significant coemercialization of alternative
enerqdy sources in North Carolima and that, with the costs of
large centralized plants escalating, it makes sense for the
utilities to fund such research and development in order to
slow the demand for such construction and as a resalt to
keep electric rates to consumers down. BExcerpts £froa the
order explaining this matter further are available from the
Conmission.

In reference to nuclear pover safety-related gquestions
raised by public vitnesses in these hearings, the Consission
noted that this issue along with the matter of the long-tera
electric load forecast for North Carolinma and the types and
sizes of generating plants to meet these loads were pending
in bocket No. E-100, Sub 35, and that a decision would be
forthcoming later this year in that docket.

DOCKET MWO. E-22, SUB 236 DOCKET HO. E-22, SOB 241
DOCKET HO. E-22, S5UB 239 DOCKET NO. E-22, SUB 242
DOCKET KO. E-22, SUB 240 DOCKET KO. E-22, SUB 243

DOCKET No. E-22, SUB 244
BEFORE THE NQRTH CAROLINA UTILITIES COMMISSION

In the Matter of
Virginia Electric and PoWer Conpany - ) ORDER REDUCING
Investigation of the Causes of the High ) ALLOWED FUEL
Cost of Retail Electric Service im North ) COST TO REASDH-
Carolina and Applications by Virginia ) ABLE LEVELS AND
Electric and Power Conmpany for Authority ) DIRECTING REFUNDS
to Adjust Its Electric Rates and Charges )
Pursuant to G.S. 62-134 {e) )
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HEARD IN: The Conmission Hearing Room, Dobbs Building,
Raleigh, Horth Carolina, op Jaauarcy i,
Pebruary 1, April 23, May 1 - 11, and Say 24,
1979

Ahoskie Recreation Center, Ahoskie, North
Carolina, on April 24, 1579

The ‘Knobs Creek Recreation Center, Elizabeth
City, Horth Carolinma, on April 25, 1979

City Hall, W#illiaaston, .North Carolina, on
April 26, 1979

Roanoke Rapids Community Center, HRoahoke
Rapids, North Carolinma, on April 27, 1979

BEFORE: Chairman Robert K. Koger, Presiding; and
Comnissioners Ben E. Roney, lLeigh H. Hammond,
Sarah Ljndsay Tate, Robert Fischback, John H.
¥inters, and Edward B, Eipp

APPEARANCES:
For the Applicant:

Robert C. Howison, Jr., Joyper and Howison,
Attorneys at Law, 906 Wachovia Bank Buailding,
Raleigh, North Carolina

Guy T. Tripp IITI and Edvard BRoach, Hunton and
Hilliams, Attorneys at Lawv, P.0. Box 1535,
Richmond, virginia

For the Using and Consuming Publiec:

Jercy B. Fruitt, chief Counsel, Paul L.
Lassiter, Staff Attorney, Public 5taff - North
Carolina Otilities Commission, P.0. Box 991,
Raleigh, North Carolina 27602

Dennis P. HMeyers, Special Deputy Attorney
General, and David Gordon, Associate Attorney
Gepneral, Attorney General's Office, P.0.
Box 629, Raleigh, Noctth Carolina 27602

BY THE COMMISSION: on September 18, 1978, in Doacket
No. BE=-22, Sub 236, the Cokaission issued an order
instituting an investigation into the disparity between
Virginia Electric and Power Company's (Vepco, Company) rates
and the rates in other parts of North Carolima and into the
underlying causes for Vepco's high cost in providiag retail
electric service in North Carolina. This action was taken
as a result of the request by Governor James B. Hunt, Jr.,
that a thorough examinhation be made of Vepco's high rates
for retail electric service, and due to the concern
expressed by the Commission Panel who heard Vepco's
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application for a general rate increase during the sumper of
1978, that economic development was being stymied by the
high cost of electricity in Vepcol's North Carolina service
area. This action was also prompted due to the large number
of complaints from customers and ratepayers in Vepco's North
Carelina service area.

The investigation was to include but not be limited to the
folloving factors:

1. The allocation formulae and procedures that have been
used in assigning Vepco's generation and transmission plant
and system operating costs between its wholesale and retail
service, respectively, in West Yirginia, Virginia, anrd North
Carolina, the three states which Vepco serves.

2. The high cost of meeting air pollution standards for
VYepcot's generating plant in the Washington, D.C., air
gquality areas and its possible effect on North Carolina
retail consumers.

3. The reasonableness of Vepco's heavy dependence upon
high cost ocil-fired generation of electricity as compared to
the lower cost generation by Duke Power Company {(Duke) and
Carolina Power & Light Company (CP&L) £from coal-fired and
nuclear generators.

4. The reasonableness of the load factor experienced by
Vepco in the utilization of its generation plant.

5. The efficiency and 1line losses incurred in serving
Horth Carolina from generating plants located in Virginia
and West Virginia.

[ Vepco's high cost of construction of recent new
generating plaants.

7. Investigation of al)l other factors which nay cause
the disparity between Vepco's retail rates in the
22 counties served by Vepco in North Carolina and the areas
of Korth Carolina served by other electric utilities.

The Public Staff - North Carolina Utilities Commission -
vas requested to perform such audits, studies, and
investigation and to report in writing to the Commission.
Yepco was ordered to furnish its statement, studies, and
data in response to the investigation. The Conmnission
further requested the Industrial Development Division of the
bepartment of Coamerce, the Division of Policy Analysis of
the Departnent of Administration, the Attorney General of
Horth Carolina, and any other State agencies having an
interest in the high electric rates of Vepco to furnish to
the Commission any data or information havinyg a bearing upon
the subject of this investigation.

On September 21, 1978, the Attorney General filed Hotice
of Interventior on behalf of the using and consuaing public.
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On October 5, 1978, the Public Staff, by and through.its
Executive Director Hugh A, Wells, also filed Notice of
Intervention on behalf of the using and consuming public.
On November 2, 1978, ElectricCities of North Carolina filed a
Petition to Intervene. Said Intervention was allowed by
Order dated November 29, 1978,

On January 22, 1979, the Public Staff and Vepco filed
their Reports.

The Public Staff Report provides comparative data for a
23-company group, as well as specific comparisons with Duke
PowerY Company and Carolina Power & Light Company.  In
addition, the Report offers data and information on Vepdo's
power production operation, including internal (Company)
task force studies and studies performed by consultants
employed by Vepco. The Public Staff alleges in its Report
that Vepco's management has pursued a policy of avoiding
justified capital expenditures required for proper
maintenance of its generating units and that Vepco has
failed to convert some of its high-cost oll-fired units to
use low-cost coal even though internal studies indicated
that -this would result in savings to the ratepayers. 1In
addition,; ‘the Public Staff alleges that Vepco's large low=
cost units have a record of poor availabjlity, further
contributing to Vepco's high rates and that Vepco has paid
excessive prices for ceoal for its Mt. Storm units.

On January 22, 1979, the Public Staff filed a Motion in
bécket No. E-22, Sub 239, requesting that the Commission
reduce Vepco's proposed February fuel charge rider by 0.133
cents per kilowatt-hour. In its Motion, the Public Staff
recommended that the Commission make appropriate adjustments
in its determination of the reasonable fuel expenses to be
passed on to the ratepayers in Vepco's fuel cost adjustment
proceedings to: (1) reflect reconversion of certain of
Vepco'™s oil units to coal; (2) reflect improved average
system fossil heat rate te at least Vepco's 1970 average
level and to reflect at least average utilization of Vepco's
large low-~cost units; and (3) adjust for excessive prices
that Vepco paid for coal under the Island 'Creek contract and
to Laurel Run (a subsidiary of Vepco) for wuse at 1ts Mt.
Storm units.

By reply to said Motion, dated January 25, 1979, Vepco
denied the material allegations of said Motion and asserted
that the Commission was without sStatutory authority in a
G.S. 62-134(e) proceeding to make a “heat rate" ot
"conversion from oil- to coal-fired generation” adjustment,
as sought by the Public Staff's Motion. Fellowing oral
arqument on the Public Staff's Motion and Vepco's Reply, on
February 1, 1979, the Commission 1issued 1its “Notice of
Decision®” wherein it gave notice (1) that it: was approving a
fuel credit of 0.240&/Kwh and (2) that the issues of "heat
rate decline," "conversion of plant from cil-fired to coal-
fired generation," and "plant availability" would be
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considered in this docket and set evidentiary hearing
thereon for February 13, 1979.

On February 9, 1979, Vepco filed 1in Docket No. E-22,
Sub 239, a Motion for Cancellation of Hearing and in Docket
No. E-22, Sub 236, a Motion for Extension of Time for Filing
Rebuttal Testimony. With its Motion for Extension of Time,
Vepco filed an Undertaking to Refund tco its customers the
difference between the fuel factors includéd in its charges
during the months of March, April, and May 1979 and fuel
factors for these months caleculated on the basis set out by
the Public sStaff in its January 22, 1979, Motion. These
refunds were to be made in the event the Commission found
that, based on heat rate decline, conVersion of plants from
oil-fired to coal-fired generation, and plant availability,
adjustménts in fuel cost were required for the months of
March, April, and May 1979. Vepco stated that, because of
the complexity of the issues and the length of anticipated
testimony, it would be impossible for it to adequately
prepare for an evidentiary hearing on February 13, 1979,
The Company moved that the issues for hearing 1in Docket
Ne. E-22, Sub 239, be deferred until hearings were held in
Docket No. E-22, Sub 2356,

After considering Vepco's Motions, the form of the
Undertaking filed by Vepco, and the other documents filed in
these dockets, the Commission concluded in Orders dated
February 13 and 14, 1979, that the hearings in Docket No. E-
22, Sub 236, should be set for May 1l; 1979. The Commission
further concluded that the hearing scheduled for
February 13, 19792, in Docket No. E-22, Sub 239, should be
continued until May 1, 1979, and that Vepco should be
allowed until March 15, 1979, to file its testimony.

On February 28, 1979, Vepco filed an Undertaking to Refund
in a manner to be prescribed by Order of the Commission the
amount, if any, by which the fuel charge factor charged by
Vepco to its customers during March, April, and May 1979,
exceeded the charges that would have been made those
customers if the fuel Ffactor had been calculated, with
respect to heat rate decline, availability, and conversioen
of plants from oil-fired to coal-fired generation by the
method set forth in the Public Staff's Motion of January 22,
1979.

On January 31, 1979, Vepco filed its monthly fuel cost
report with the Commission in Docket No. E-22, Sub 240,
requesting the termination of the fuel adjustment credit for
the billing month of March 1979. On February 27, 1979, the
Public Staff filed the affidavit testimony of Andrew W.
Williams, Director of the Electric Division, and M.,D.
Coleman, Director of the Accounting Division, detailing the
Public Staff's proposed adjustments to Vepco's three-month
fuel expense. If approved, the Public Staff's adjustment
would have resulted in a fuel adjustment credit of
$0.00247/Kwh to Vepco's WNorth Carolina retail customers
during the billing month of March 1972. The Commission on
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February 28, 1979, authorized Vepco to terminate the fuel
adjustment credit for the billing menth of March 1979, It
was further ordered that the difference between this basic
charge and the Public Staff's recommended March fuel
adjustment credit of $0.00247/Kwh be collected pursuant to
the Undertaking for Refund filed by Vepco on February 28,
1979, pursuant to the Commission's Order of February 14,
1979, pending the final determination of the Commission on
the issues raised by the Public Staff in this proceeding.
The Commission's Order consolidated the proposed adjustments
in Docket No. E=-22, Sub 240, for hearing with the
investigation in Docket No, E-22, Sub 236.

On February 28, 1979, Vepco filed its monthly fuel cost
report with the Commission in Docket. No. E-22, Sub 241.
Vepco requested that it be allowed to continue to charge its
approved basic rates with no fuel cost adjustment for the
billing month of April 1979. On March 30, 1979, the Ppublic
Staff filed the affidavit testimony of Andrew 'W. Williams,
Director of the Electric Division, and M.D. Coleman,
Director of the Accounting Division, detailing the Public
Staff's proposed adjustment to Vepco's three-month fuel
expense, If approved, the Public Staff's adjustment would
have resulted in a fuel adjustment credit of $0.00191/Kwh to
Vepco's North Carolina retail customers during +the billing
month of April 1979. The Commission on March 30, 1979,
authorized Vepco to use the bhasic rates approved in the last
semiannual fuel c¢ost review hearing, with no fuel cost
adjustment rider, for the billing month of April 1972. The
Commission ordered that the Public Staff's recommended March
fuel adjustment credit of $0.00191/Kwh be collected pursuant
to the Undertaking for Refund filed by Vepco on February 28,
1979, The Commission also consolidated Docket No. E-22,
Sub 241, with the investigation in Docket No. E-22, Sub 236.

On March 30, 1979, Vepco filed an application in Docket
No. E-22, Sub 242, requesting authority to increase 1its
retail electric rates and charges for the billing month of
May 1979 by $0.00248/Kwh based solely upon the increased
cost of fuel used in the generation of electric power,
pursuant to G.S. §2-134(e). On April 19, 1979, the Publiec
Staff filed the testimony of J. Reed Bumgarner, Utilities
Engineer, Electric Division, and M.D. Coleman, Director of
the Accounting Division, detailing the Public Staff's
proposed adjustment to Vepco's fuel expense. If approved,
the Public Staff's adjustment would have resulted in a zero
fuel charge factor. The Commission, by Orders issued on
Aprir 25, 1979, and May 7, 1979, authorized Vepco to
increase its electric rates by $0.00248/Kwh by addition of
Fuel Charge Rider S5 effective for the billing month of May
1979. It was further ordered that the issues raised by the
Public Staff relating to (1) Mt, Storm's (Island Creek and
Laurel Run) eXcess prices, (2) plant conversion and
availability adjustments, and (3} heat rate adjustment were
separated from Docket No. E-22, Sub 242, and set for
evidentiary hearing on their merits at the same time and
place as the consolidated hearings in Dogcket No. E-22,
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Subs 236 and 239, It was further ordered that the
difference between the fuel charge rider allowed to be
charged by Vepco and the Public Staff's recommended zero
fuel charge be collected pursuant to the Undertaking for
Refund filed by Vepco on February 28, 1979,

On April 30, 1979, Vepco filed an application in Docket
No. E-22, Sub 243, requesting authority to iIncrease its
retail electric rates and charges for the billing month of
June 1979 by $0.00259/Kwh based solely upon the increased
cost of fuel used in the generation of electric power,
pursuant to G.S5. 62-134({e). On May 18, 1979, the Public
Staff filed the testimony of J. Reed Bumgarner, Utilities
Engineer, Electric Division, and M.D. Coleman, Director of
the Accounting Division, detailing the Public Staff's
proposed adjustment to Vepco's fuel expenses. If approved,
the Public Staff’s adjustment would result in a Zero fuel
charge factor. On June 1, 1979, the Commission held a
hearing in Docket No. E-22, Sub 243, taking the testimony of
Vepco and the Public Staff. By Order issued June 1, 1979,
the Commission authorized Vepco to increase its basic
electric rates by $0,00259/Kwh by the addition of Fuel
Charge Rider TT effective for the billing month of June 1979
and ordered that this amount be <collected pursuant to
Undertaking for Refund pending the final Order in Docket
No. E-22, Sub 236.

On May 31, 1979, Vepco filed an application in Docket
No. E-22, Sub 244, under Commission Rule R1-36 for authority
to increase 1its base fuel component of $.01327/Kwh by
$.00241/Kwh for the billing months of July through December
19879, Also in this filing, Vepco requested approval for a
fuel charge rider of $.00205/Kwh for the billing month of
July 1979, The matter was heard on June 12, 1979, at which
time Vepco offered the testimony of C.,L. Dozier and R.N,
Fricke. Vepco alsc introduced testimony of Gary R,
Keesecker which showed that the Company had operated its
nuclear plants at a capacity factor in accordance with
Commission Rule RB-46. The Public 5Staff offered the
testimony of J. Reed Bumgarner, Dennis J. Knightingale, and
M. Dell Coleman. If approved, the Public Staff's adjustment
would result in a decrease of $0.00002 in Vepco's base fuel
component and a fuel charge factor of $0.00316 for the
billing month of July., By Order issued June 28, 1979, the
Commission authorized Vepco's requested increases and
ordered that these amounts be collected pursuant to
Undertaking for Refund pending the Order in Docket No. E-22,
Sub 236.

On March 6, 1979, the Public 5taff filed a Motion
requesting that the Commission conduct a portion of the
hearings in the cities of Ahoskie, Elizabeth City, and
Williamston, to allow retail customers of Vepco to attend
the hearings and offer testimony. On March 12, 1979, Vepco
filed its response to the Public Staff's Motion. The
Commission, on March 14, 1979, issued an Order setting
public hearings to be held in Ahoskie, FElizabeth City,
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Williamston, and Roancke Rapids for the receipt of testimony
from public witnesses. The remainder of the hearings were
to be held in Raleigh.

Between the time of the Commission's setting this matter
for hearing and the beginning of publiec hearings, several
otions were filed by various parties concerning discovery,
production of documents, extensions of time to file
testimony, and other procedural matters., Such Motions and
the Commission's Orders in response thereto are reflected in
the Clerk's official files of this proceeding.

The . matter came to hearing as scheduled in the
Commission's Order: Setting Hearing. A number of public
witnesses appeared at each of the four out-of-town hearings
to object to Vepco's rates as being unduly and unjustifiably
high. MWitnesses also complained that Vepco's rates are much
higher than the rates of neighboring eléctric utilities and
that it 1is extremely difficult for customers on fixed
incomes to pay Vepco's rates, Several witnesses statéd that
Vepco Is a good corporate citizen and provides good and
reliable service. Richard S. Coiner appeared and testified
as Chairman- of Operation Qvercharge. He stated that
Operation Overcharge was formed in response to a petition
signed by 45,000 citizens of eastern Neorth Carolina
protesting Vepco's high rates. Mr, Cociner stated that the
goal of Operation Overcharge was to do everything possible
to have Vepco's rates reduced. He further stated that Vepco
should improve 1its operations -and that Vepco's customers
should not be required to pay for Vepco's poor decisions.

At the hearing, the Public Staff presented the following
witnesses: Andrew W. Williams, Director of° the Public
Staff's Electric Division; who testified to the overall
Public Staff Report and conversion ‘from o0ll to coal Iin
particular; M.D. Coléman, Director of the Public Staff's
Accounting Division, who testified to the prices paid for
coal by Vepco; William E, Carter, Jr,, Assistant Director of
the Public Staff Acceounting Division, who testified to
intercompany comparisons; Dennis Nightingale, Utilities
Engineer for the Public Staff, who testified to Vepco's peak
forecasting, plant investment costs, and cost of plant
additions; N. Edward " Tucker, Utilities Engineer for the
Public Staff, who testified to cost, performance, and
operational characteristics of Vepco, Duke, CP&L, and other
utilities. John P. Rossie, a partner in the consulting fifm
of R.W, Beck and Associates, offered testimony concerning
Vepco's high heat rate; and Dr. Richard G. Stevie, Ecohomist
of the Economic Research Division of the Public Staff,
testified to Vepco's ability to obtain funds through
external financial sources.

Vepro presented the following witnesses: Stanley Ragone,
President of Vepco, who testified to the issue of conversion
of certain oil-fired units to coal-fired operations, the
increase in Vepco's system heat rate, prices paid under coal
contracts, and the availability of Vepco's generating units;
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0. James Peterson, Vice President, Treasurer and Chief
Financial Officer of Vepco, who testified to the financial
condition of Vepco in December 1973 through December 1978;
Gary R. Keesecker, Manager - Power Supply for Vepco, who
testified to Vepco's load forecasting, electricity price
forecasts, and generation reserve margins; Henry H. Dunston,
Jr., Manager - Cost Analysis for Vepco, who testified to the
jurisdictional allocations made 1In Vepco's recent general
rate case; Raymond R. Bennett, Consulting Engineer, who
testified to the increase iIn Vepco's fossil system heat
rates and the availability of Vepco's power plants; William
C. Daley, Manager of Production Operations for Vepco, who
testified to the availability and heat rates of Vepco's
power plants; C.M. Jarvis, Viece President - Public Relations
of Vepco, who testified to economic development 1in Vepco's
North Caroclina service area; and Eugene W, Meyer, Director
of Kidder, Peabody and Company, who testified to his
evaluation of Vepco's financial circumstances during the
period 1974-1977.

Richard P. Morreale, Operations Manager, Corporate
Procurement for Abbott Laboratories, testified to the
disparity between Vepco's rates and those of the other
electric utilities iIn WNorth Carolina. He stated that
Vepco's applicable rate for Abbott Laboratories is about 25%
higher than the rate for Carolina Power & Light Company and
35¢ higher than the rate  for Duke Power Company. Mr.
Morreale further stated that as a result Abbott's electric
bill is $140,000 to 5$200,000 more per year from Vepco than
it would be if Abbott were served by Carolina Power & Light
Company or Duke Power Company. ,

Larry Cohick, Executive Director of the Economic
bDevelopment Division of the Department of Commerce,
testified that in his opinion the differential in power
rates between Vepco and other electric wutilities in this
State has not had an adverse effect on the industrial
development of northeastern North Carolina.

At the close of the hearing, the parties agreed that Vepco
would continue to file its monthly fuel clause applications
as it has for the last several months and that the Public
Staff would continue to file its affidavits in response to
Vepco's fuel clause filings. Vepco then agreed to file
appropriate undertakings to refund the amounts that Vepco's
fuel charge exceeded that calculated as proper by the Public
Staff.

Based upon the foregoing, the testimony and exhibits
received in evidence at the hearing, and the entire record
in this proceeding, the Commission makes the following
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PINDINGS OF FACT

1. That Virginia Electric and Power Coapany is duly
organized as a public utility coapany uander the laus of
North  Carolina, subject to the Jjurisdiction of this
Copmission, and holds a franchise to furnish electric power
in the northeast portion of the State of North Carolina
under rates and services regqulated by the Utilities
Connission as provided in Chapter 62 of the General
Statutes. .

2. That the allocation formulae and procedures used by
this Commission in Vepco's general rate case proceedings
correctly allocate Vepco's generation plant and systen
operating costs hetween its wholesale and retail service,
respectively, in Virginia, West Virginia, and WNHorth
Carolina.

3. That Vepco's comparatively high rates for electric
service in Horth Carolina are not a result of costs to nmeet
air pollution standards for Vepco's generating plant in the
Washington, D.C., air gquality areas.

4. That Vepco's comparatively high rates for electric
service in Korth Carolina are not a result of unreasonable
load factors.

5. That Vepco's conmparatively high rates for electric
service in North Carolina are not a result of unreasonable
transnission and line losses, or of inappropriate allocation
of losses to Vepco's North Carolina retail operation.

6. That Vepco's conparatively high rates for electric
service in North Carolina are not a result of eXxcessive
costs of constructing generating plants.

7. That Vepco's comparatively high rates for electric
service in forth Carolina are primarily due to its costs of
fuels used in the generation of electricity.

8. That MNorth Carolina G.S. 62-134(e) and G.5. 62-130(a)
empover this Commission to permit a change in rates for an
electric utility based solely upon the costs of fuel, where
such costs have been found just and reasonable.

9. That Vepco's decision to convert its units froa coal-
fired to oil-fired capability in the early 1970s was not
unreasonable; and that it vas not unreasonable to construct
Yorktown 3 and Possum Point 5 for oil-fired-only capability,
and that it is not novw economically feasible to convert
these two units.

10. That court orders prevent the recoaversion of
Yorktown 1 and 2.

11. That since early 1977, Vepco has known with certainty
that significant net savings would result from the
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reconversion to coal+~fired generation of Chesterfield 2 and
4, Portsmouth 3 and 4, and Possum Point 4.

12. That, upon passage of the Clean Air Act Amendpent in
November 1977, timely and responsible action by Vepco's
management would have resulted in conversion to coal-fired
generation of certain of its oil-fired units (as specified
in FPinding Ho. 11) by no later than January 1, 1981.

13. That Vepco has not been financially prohibited from
reconverting certain of its oil-fired units (as specified in
Finding No. 11}.

14. That Vepco's management has acted inprudently by not
pursuing a program to effect the reconversion of certain of
its oil-fired units (as specified in Finding ¥o. 11) aad
thereby avoiding excess expenses associated with oil-fired
generation.

15. That, effective January 1, 1981, Vepco's rates for
North Carolina retail electric service should be adjusted to
Cemove excess expenses associated with oil-fired generation
trom Chesterfield 2 and 4, Portsmouth 3 and 4, and Possun
Point 4.

16. That the prices paid for ccal under the Island Creek,
Laurel Run, and Appolo Fuel contracts for the test periods
under consideration herein should not be adjusted.

17. That Vepco's fuel expenses are excessive and should
be adjusted in these and future proceedings to remove
unreasonable costs associated with poor system fossil-fired
heat rate and low availability at the Ht. Stormn statiomn and
Chesterfield Units 5 and 6.

18. That, for the periods under comsideration herein,
refunds in the following amounts should be made to reflect
adjustoents for excess fuel expenses:

Docket No. EB-22 Billing Month Ad justpent
sub 239 FPebruary 0.118£/Kvh
Sub 240 Macch 0.218
Sub 241 April 0. 147
Sub 242 Kay 0.248
Sub 243 June 0,259
Sub 244 July 0.224

19. That Vepco's base fuel component for the period July-
Decenber 1979 should be 1.370£/Kvh.

EYIDENCE AND CONCLUSIONS FOR FINDING OF PACT NO. 1

The Evidence for Finding of Pact No. 1 is contained in the

verified application and the record as a whole. This
finding is procedural and jurisdictional in nature.
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EVIDENCE AND COHCLUSIQNS FOR PINDING OF PACT NOQ. 2

Section IV of the Public Staff'’s Report reviews generally
accepted major cost allocation methods with the coanclusion
that because Vepco is primarily 2 summer peaking systen, the
coincident peak method is appropriate to use for Vepco.
This conclusion is essentially uncontroverted by Conmpany
vitness Dunston. The Commission agrees that the coincident
peak onoethod, which has been used historically by this
Comnission, is appropriate to allocate ¥Vepco's g¢generation
plant and operating costs betveen its wholesale and retail
service, respectively, in Virginia, West Virginia, and North
Caroclina.

EVIDEKCE AND CONCLUSIONS FOR PINDING OF FACT HO. 3

Testimony concerning the cost of meeting air pollution
standards at Vepco's Possum Point station in the Washiagton,
D.C., area was given by #r. Ragone. He explained that all
tive Possum Point units are subject to the standards of
virginia Air ogQuality Control Region 7 which have higher
sulfur dioxide emission limitations than other regions of
virginia. However, Mr. Ragone testified that fuel cost per
Kwh is not higher +than it would be at other locations
{(except for transportation costs). Fossum Point Unit 5 is
classified as a "nev source" under the Federal Clean Air Act
of 1970 and must coaply with more stringeant eaission levels
by burning a low sulfur oil wvhich would be required
regardless of its location. Since Region 7 standards are
applied to the station as a whole and not to individual
units, the use of low sulfur oil in Upit 5 enables Vepco to
neet the station standard vithout using the mnore expensive
low sulfur oil in Units 1, 2, 3, and 4.

In that HMr. BRagone's testimony on this subject is
uncontroverted, the Commission concludes that there is no
economic impact on North Carolina customers due to meeting
the air pollution standards applicable to the District of
Colugbia.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 4

Sections II.A.l.a and II.B.l.2a of the Public Staff's
Report and the testimony of Public Staff witness Tucker and
Company witness Jarvis deal with load factors. Load factor
is the ratio of actual electrical consunption to maxiaun
possible consumption during sone specified time interval.
As such, load factor provides an indication of the
efficiency with which custamers are utilizing the Conmpany's
equipment.

The Public Staff analysis shows that in 1977 Vepco had a
system load factor of 55.3%, ranking the Conmpany 17th anmong
the 23-company comparison ¢roup. Vepco's load factor
decreased by #.2% simce 1970; however, all except £five
comrpanies also experienced a decrease in load factor during
this period.
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Compareﬂ to Duke and CP&EL; the Public Staff analysis shows
that in 1972 Vepco's load factors for retail operations in
both virginia and North Carolina were lover "by approximately
10 percentage points, but that by 1977 Vepco's load factor
for retail operations in HNorth CcCarclina bhad improved to
nearly the level of the other two companies. Vepco's
Virginia 1load factor has remained constant. The Public
Staff analysis reveals that the improvement in Yepco's Horth
carplina retail 1load factor resulted from improvement in
load factors for the small and large commercial classes
(vhich include industrjal sales). As a system, however,
VYepco's load factor normally ramges 4§ to 8 perceuntage points
lovwer than those of Duke and CPEL.

Heither the Public Staff nor any Intervenors contend that
Vepco's load factors are unreasonable.

The Commission accepts the findings of the Public Staff
and concurs that neither Vepco's system load factor nor its
North Carclina retail load factor is unreasonable.

EVIDENCE AND CONCLUSIONS FOR FINDING OF PACT KO. 5

In Section II.A.1.b and Schedule II.A.1.b-1 of its Report,
the Public Staff shows that Vepco's system losses are near
the median for the comparison companies. Conpany witness
Dunston, in his direct testinmony, states that +the loss
factors used for the HNorth Caroclina retail customers are
based on systea average loss factors. The Compission
therefore concludes that VYepco's systen loss factors are
reasonable and are appropriately allocated to the Horth
Carolina retail portion of Vepco's operation.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT HO. 6

Sections I.A.3 and I.B.2 of the Public Staff's Report and
the testimony of Public 5taff witpness WHNightingale and
Company witness Ragone deal with the construction costs of
recent Vepco generating facilities.

The Public Staff's Beport conpares Vepco's plant cost in
$/Kw to the average plant cost of the 23-company comparison
group for the years 1970, 1973, 1975, and 1977. ‘While
Vepco's total steam system installed cost sisce 1973 has
been above the comparison group average, the difference
between Vepco's cost and the group average has narrowed with
time and the tvo were approrimately the sawe in 1977. The
Public Staff Report also compared the construction costs of
the three najor electric utilities operating in MNorth
Carolina for existing units installed since 1965 and for
units to be installed after January 197%. This analysis
reveals that Vepco's oil-fired additions in 1974 and 1975
had a higher $/Kv cost than Duke's coal or nuclear additions
in the same time pericd. Purther, the installed cost of
Vepco's 1978 nuc lear addition {Borth Anna 1) vas
approximately double that of CP&L's 1577 nuclear addition,
Hitness Nightingale testified that Vepco's cost of
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construction through the early 1970s was on a par with that
of CP&L and Duke, but that it appeared to be increasing nore
rapidly than that of CPSL or Duke.

Hr. BRagone compared the capital cost of Vepco's three
nuclear units in commercial operatiom (Surry 1 and 2 and
North Amna 1) and the one scheduled for operation in 1980
{(North Anna 2) with those built and operated by other
utilities. According to his Exhibit SR-2, the cost of the
surry plant (Units 1 and 2) and the cost of the North Aona
plant (Units 1 and 2} lie near the least squares trend
developed from the actual cost data for all units 4in the
analysis,

The Public Staff investigated the cost of Horth Anna 1 in
Vepco's last rate case (Docket No. E-22, Sub 224) and
reconmended that the cost of this unit be reduced by $12.6
million due to modifications for recirculation spray puaps
and increased AFUDC between January and Apcil 1978 as a
result of the delay. Extensive testimony was taken on this
subject, and the Conmission Panel £ound no grounds for
reducing the cost of North Anna 1. The Public¢ Staff Report
in this docket restated the issue of cost overruns on Norcth
anna 1 by alleging that Vepco has not been diligent in
trying to collect damages for alleged faulty designs of
coaponents which produced coastruction delays. The
Connission has reviewed the evidence in this docket and the
prior examination in Docket N¥o. E-22, Sub 224, and concludes
that the natter was properly considered in that docket.

Based upon the evidence presented, the Commpission
concludes that Vepco's overall costs of constructing
generating plants are not excessive.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 7

Section II.B.2 of the Public Staff's Report and the
testimony of Company witness C.N. Jarcvis provide a
comparison of electric rates for the three major utilities
serving North carolina. on the basis of revenues per
kilowatt~hour, the Public Staff's data show for 1977:

Small Large Combpercial
Residential Conmercial & _Industrigl
vepco 4.212 /Kwh 3.842/Kvh 2.65¢/KRuh
CPEL 3.762/Kvh 3. 38¢/Kvh 2.912/Kvh
Difference 12.0% 13.6% 5.6%
Duke 3. 422 /Kvh 2.96£/Kwh 2.17E/Kwh
Diffecence 23,1% 29.7% 22.1%

Br. Jarvis provided evidence on the basis of total
revenues for all classes for 1977 and 1978:
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1977 1978
Yepco 3. 416¢/Kuh 3.872¢/Kvh
CPEL 3. 126 /Kvh 3.446¢/Kvh
Difference 9.3% 12.4%
Duke 2.797¢/Kwh 3.018¢/Kvwh
pifference 22.1% "28.3%

Mr. Jarvis testified that the najor reason that Vepco's
rates are higher is fuel cost. He noted that customer
density and per custoeer consumption are also contributors,
but agreed under cross-eramination that their contribution
vas not significant. Mr. Jarvis provided data for fuel and
purchased povwer costs for the three utilities for 1977 (see
below) . He stated that when these cost differences are
taken into account, rates for the other utilities are
higher.

Yepco DUEE CPEL

Revenue/Kwh 3.416¢ /Kvh 2.797E/Kuh 3.126£/¥uh
Fuel & purchase
pev¥er expense 1.714 1.022 1.009
1.702¢/Evh 1.775¢/Kvh 2.117¢/Kvwh
4.3% higher 24.4% higher

Based upon the Company'!s testimony and the absence of any
evidence to the contrary, the Commission concludes that fuel
costs constitute the prirary reason for the disparity in
rates between Vepco and the other major utilities serving
Korth Carolina.

EYIDENCE AND CONCLUSIONS FOR PINDING OF FACT NO. 8

Pursuant to North Carolina G.S. 62-134({e), the Horth
Carolina Utilities cConmmission is ampowered to utilize
expedited proceedings to fix rates which are based solely
upon the cost of fuel used in the generation of electric
power. In fixing such rates, the Comnission is required to
determine that "such rates are Jjust and  reasonable.”®
G.S. 62-130(a). Accordingly, any unreasonable or imprudent
expenditares for fuel must be disallowed including excessive
prices paid in the purchase of fuels, such as coal and oil,
or excessive costs incurred as a result of wasteful or
inefficient use of said fuels after purchase.

EVYIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 9

Evidence on the oil to coal conversions made in the early
1970s is found in Section III.B.1 of the Public Staff's

Report. Evidence on the construction of Possun Point 5 and
Yorktown 3 is found in Section III.B.2 of the Public Staff's
Report. No party contends that Vepco's decision to convert

certain of its units from coal-firing to oil-firing
capability in the early 1970s vas unreasonable. In
addition, Vepco's decisions to build Yorktown 3 and Possum
Point 5 for oil-only capability were not substantially
controverted. The parties agreed that it is not
economically feasible to convert these latter two units froa
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oil- to coal-burning capability. The Commission concurs in
these conclusions.

EVYIDENCE AND CONCLUSIONS FOR PINDINGS OF PACT
¥os. 10, 11, 12, 13, 14, ANWD 15

Evidence on the reconversion from oil to coal for certain
of Vepco's generating units is contained in Section 1III.B.3
of the Public Staff's Report, the testinmony of Public Staff
vitness Andrew W. Williams, and Conpany w~itness Stanley
Ragone.

The Poblic Staff contended that it is, and has been, cost
effective to reconvert certain of Vepco's oil-fired units.
In support of their position, the Public Statf refers to
Vepco's in-house studies, beginning as early as 1976, which
initially showed that it would be economically attractive to
reconvert Chesterfiecld 4, Portsmouth 3 and 4, and Yorktown 1
and 2 from oil to coal, and subsequently showed that even
larger cost benefits would be achieved and that Possur Point
4 is also an economically attractive candidate. The Public
Staff contends Vepco should have taken timely action to
reconvert these units. The Public Staff alleges that Vepco
places undue reliance on the fuel cost adjustment mechanism;
that Vepco has been hesitant to npake the capital and
paintenance expenditures required to reconvert units from
oil to coal, thus lowering fuel costsy; and that this
hesitancy results from the fact that these expenditures must
be Justified in rate proceedings and are not as readily
recoverabhle as are chaanges in fuel costs.

Vepco wvitness Bagone denied that this was a policy of the
Company and testified that the reconversion vas not
performed due to inadequate funds and legal complications
concerning environmental controls. Witness Ragone stated
that the Company is not insensitive to the impact on
ratepayers of the high cost of oil-fired generation and has
therefore noved expeditiously to bring low fuel-cost nuclzar
units on line. Vepco's available financial resources have
been focused to achieve an early completion date of its
Noxth Anna nuyclear units.

The Public Staff supported its charge that Vepco vas
abusing the fuel cost adjustment mechanism with statements
from a consultant's report comaissioned by Vepco. This
report stated, among other things, that major work should be
done an generating units because there was a good
possibility that the fuel adjustment nechanism vould
terainate. If this occurred the Company would no longer be
able to afford the "luxury¥ of recovering, through the fuel
clause, costs reflective of decreased efficiency.

Hr. Ragone denied that the consultants were gumalified to
make such statements.

Vepco recognized, through the testimony of Ar. Ragone,
that Chesterfield 4, Portsmouth 3 and 4, and Possum Point &
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were good candidates for reconversion, +though certain
electrostatic precipitator nodifications would be required.
in addition, Mr. Ragone added Chesterfield 2 as a
reconversion candidate due to revised environnental
regulations. The witness stated that with a reconversion of
only Chesterfield 2 and 4 and Portsmouth 4 by 1980, Vepco's
annnal fuel cost would be reduced by about $13 million with
net savings expected to be about $7 million anaually. Mr.
Ragone testified that, even though it was economical to do
s0, Yorktown 1 and 2 could not be reconverted because these
units have been under court order mnot to burm coal.

8r. BRagone testified that financial restrictions and
environmental limitations and uncertainties have prevented
Yepco from reconverting the candidate units. The witness
recounted Yepco's financial difficulties during the years
1974, 1975, and 1976; but stated under cross—examination
that Yepco was "on the road to recovery“% in 1976 and
expenditures could have been made, "...1if you were sure
that those expenditures would meet the environmental laws
and there was no assurance of that." The vitness further
responded that the same was true for 1977.

Mr. ©BRagone testified that it was prudent to wait until
passage of the <Clean Air Act Amendaent of 1977, which
renoved some environmental uncertainties, particularly
regarding scrubbers, thereby making it easier for utilities
to accomplish conversion of units from oil to coal. Witness
Ragone testified that the Clean Air Act Amendment of 1977
provided, among other things, for the administration of
Delayed Compliance oOrders (DCQ). A DCO would allow a
utility to convert to coal but to add electrostatic
precipitators at a later date, after they bhad been built.
Without a DCO, a utility must first construct amnd install
the precipitator before burning coal.

Mr. Ragone testified that the Environaental Protection
Agency certified to the Department of Energy in May 1977
that Vepco would be able to have sufficient precipitators
coppleted and installed on some of its oil-fired units to
begin burning coal between September 1, 1980, and Januarcy 1,
1981.

When asked on direct whether there was any basis for an
adjustnent to the Company's (current) rates for hypothetical
conversions to coal as suggested by the Public Staff, Nr.
Ragone replied, "Obviously no adjustment in rates should be
rade for hypothetical conversion from oil to coal if those
conversions are not permitted by law and, even if peraitted,
would be uneconomical or would not be prudent for finaacial
or operations reasons.”®

Public Staff witness Williaas agreed with Vepco that in
1976 the Company might have been required to use additional
environmental control equipment before the units could have
been reconverted to burn coal. He agreed that it was not
certain whether environmental restrictions could have been
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met by only adding electrostatic precipitators, or could
also nave required expensive scrubbers, and that it wvas
prudent of Vepco to wait until passage of the Clean Air Act
Apmendpent in 1977 before beginning any ceonstruction of
environnental equipment.

From the evidence presented, it is clear that Vepco is,
and has been, under court order not to burn coal at Yorktown
1 and 2. It is also c¢lear and uncontroverted that by early
1977 Vvepco had determined and confirmed that Chesterfield 4,
Portsmouth 3 and 4, and Possum Point 4 were cost~effective
candidates for conversion to coal-fired generation.
Subsegquently, Vepco added Chesterfield 2 to this list. It
is also uncontroverted that Vepco was correct in not
heginning any construction on environmental equipment to
effect an oil to coal conversion prior to the passage of the
Clean Air Act Amendrment in Noveaber 1977.

At issue, then, are Vepco's actions post-Noveaber 1977
with respect to the reconversion of Chesterfield 2 and 4,
Portsmouth 3 and 4, and Possum Point 4.

The Commission concludes that pertinent enviroonmental-
control obstacles no longer existed at this Jjuncture.
Uncertainties about +which fore of controls would be needed
were laid to rest by the Clean Air Act Apendment. It is
true that this Amendment provided the statutory means for an
expedited conversion, namely the Delayed Coampliance Order,
and that the necessary rules and requlations have yet to be
finalized by the Department of Enerqy. However, this is no
defense for total inaction on Vepco's part. The DCO siaply
allows a utility to convert prior to constructing and
installing the environmental control eguipment. Vepco could
have beyun the construction of said eguipment and continued
to burn o0il wuntil such time as dinstallation could be
accomplished (typically a three-year interval). If in the
interin a DCO were granted as a result of a parallel course
of action, conversion would simply take place sooner,

We further conclude that, whatever Vepco's £inancial
problems may have been in 1974 and 1975, the situation had
improved by 1976 and that certainly by ¥ovember 1977 Vepco
was in a posture to comrit to expenditures over the naxt
three years for the environmental control equipment
necessary for the reconversion of the candidate units. Ve
do not suggest that Vepco should have delayed its ipn—service
date for North BAmnnha 1 nuclear anit, but rather, that
necessary funds have been available or could have been
secured.

Fuel costs are a major expenditure for Vepco. 0Oil-fired
generation costs approrinately one-half cent pmore per
kilowa tt-hour than coal-fired generation, and this
difference is not expected to recede in the foreseeable
future. Although the Company made a seeningly responsible
decision- in the late 19%0s to depend heavily on o0il, and a
prior Coanission has comnended the Company £or that
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decision, it has been clear for many years that o¢il no
longer 1is, or will be, economical as electric generation
fuel. It is incoanceivable to this Commission that
responsible management would not put a primary emphasis on
controlling fuel cost. The expenditures which are rtequired
to accomplish the reconversion process are ssall when
compared to Vepco's total borrowings.

The Commission concludes that, faced with such extreme
differences in fuel prices, prudent management should have
had contingency plans, namely the necessary studies and cost
proposals for precipitator installation, in order to begin
the process of constructing the necessary air quality
control equipment for reconversion upon resolution of the
environmental uncertainties by the Clean Air Act Amendment
of 1977. Although the Company indicated that it did perform
studies of some type during 1976 and 1977, Vepco obviously
has not seriously pursued this goal. The Company was not
ready to act with dispatch upon amendment of the Clean Air
Act and, apparently, is still not ready to act. The
timetable of conversion activities in Ragone Exhibit SR-1
indicates absolutely no action by the Company in 1978. Mr.
Ragone testified that it will now be approximately 1382
before the necessary precipitators can be installed to allow
reconversion without a DCO. The evidence in this case is
that, had Vepco acted prudently, the units could have been
converted by the end of 1980.

The Commission concludes that effective Janumary 1981 it
would be unreasonable for the Company to expect, or for this
Commission to allow, ratepayers to bear the excess costs
associated with oil-fired generation from Chesterfield Units
2 and 4, Portsmouth Units 3 and 4, and Possum Point 4. The
Company has known for three years that it is cost effective
to convert these units and that said conversions will result
in substantial cost savings to its customers. 1t has been
more than two years since the Clean Air Act Amendment
removed environment control obstacles, yet the Company has
done nothing more than request Delayed Compliance Orders.
To do nothing hoping for a DCO is akin to rejecting a bas
ride to one's destination with the hope that a limousine may
come along.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT HO. 16

Extensive evidence was presented with respect to the
reasonableness of prices paid by Vepco during 1978 under
long-term contracts with Island Creek Coal Company, Laurel
Run Mining Company, and Appolo Fuels, Inc. This is found in
Section III.C.2 of the Public Staff's Report and the
testimony of Public Staff witness H.D. Coleman and Vepco
vitness Stanley R. Ragone.

The Public Staff's Report first reviewed the regquireaents
of each of Vepco's long~tera contracts and the freight cost
incurred at each of the Company's coal-fired statioams.
Witness Coleman discussed the cost at each station and
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concluded that freight costs incurred at the Bremo and
Chesterfield stations were not unreasonable and that,
because of its location near the coal fields, the f£reight on
coal .at the Mt. Storn station is favorable. Schedules C.2-4
through C.2-6 froz the Public Staff's Report compare Vepco's
coal costs under long-term coantract and from the spot market
to the coal costs of Duke: Power Company and Carolina Power &
Light Company. The comparisons vere rade on a monthly basis
from February 1975 through-Aagust 1978. ‘Mr. Coleman pointed
out that- these comparisoas shoved Vepco's coal cost from all
sources was comparable to that of Duke and CPEL. VYepco's
contract coal costs were lower than those of Duke im 1975
and 1976. In 1977 and 1978, Vepco's contract coal costs
vere lower tbhan Doke's total contract coal costs which
include Duke's affiliated company purchases, but Vepco's
contract coal costs were higher when Duket's affiliated
purchases were excluded. W®ith regard to CP§L, Vepco's coal
costs were lower im 1975 and 1976, but were higher in 13977
and 1978. The spot market data showed Vepco's coal cost to
be higher than CPEL"s in 1975 and 1976 but lower in 1977 and
lower than both Duke's and CPEL's for the f£irst eight nmonths
of 1978.

Witness Coleman took issue with the prices paid under the
I1sland Creek contract for the first half of 1978. This is a
cost-plus type of contract under which the price per ton of
coal is deternined by dividing the cost of aining by the
tons of coal produced during each six-nmonth period. The
evidence shows that increased prices for the first six
months of 1978 resulted from the United Kine Workers' strike
that began in mid-December 1977 and lasted until late HRarch
1978. Coal production was drastically reduced during the
miners' strike, but costs to maintain the mine continuned, as
did carrying charges on equiprent, depreciation, insurance,
taxes, and other expemnses. As a result the price per ton
for the first six months of 1978 rose to $42.38. In
contrast, during the second six months of 1978 the price per
ton fell +to $30.53 and during the first six months of 1979
Island Creek Mining Company has informed Vepco that the
estimated price per ton has decreased further to $23.18,

#r. Coleman testified that the increase in the price paid
for Island Creek coal was significantly above the noraal
rate of increase under the contract. Based on his review of
Annex B to the contract, he found that prior increases had
ranged. from $.80 to $3.59 per ton, as compared to the
increase for the January to June 1978 period of $13.37 per
ton. He recommended the price be limited to $31.28 per ton,
which was the price expected for the last six months of
1978, because management's actiomn in response to the price
increase was urreasonable. He concluded that reasonable
action would have been for Vepco to withhold payment of the
increase and seek to negotiate a reduction in the increase
under the contract. .

¥r. Ragone offered testimony on coal procurement, and
specifically the Island Creek contract, for Vepco. He noted
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that the comparison of Vepco's coal purchasing to Duke and
CPEL was flattering to Vepco; and that the. comparisons did
not iunclude freight cost, and therefore . eliminated the
transportation advantage of Vepco's mine-mouth Mt. Storm
station. He concluded that there was no rational basis for
the Public Staff's stating that Yepco's coal purchases had
contributed to Vepco's overall fuel cost being higher than
that of Duke and CP6L, and that the comparisomns contradict
such a.conclusjon,

Mr. Bagone testified that the vprincipal criticism of
Vepco's coal purchasing was directed at the Island <Creek
contract, and the dimpact that prices paid under that
contract were having on the prices paid to Vepco's
subsidiary, Laurel Run. He concluded that the sole basis
for the Public Staff's recoamendation, that £uel expease
should be reduced for prices paid Island Creek during the
first half of 1978, was ‘'that the rate of increase was
significantly above the normal rate of increase per ton
under the contract. He concluded that the Public Staff, on
the basis of the undisputed fact that the price was higher
due to the Mine Workers'! strike, leaped to the erronegus
conclusion that Vepco should not be pernitted to include in
inventory the amount paid Island Creek for the £first six
nonths of 1978. He presented an Exhibit {SR-3), of prices
paid under the contract from January 1974 through Decenmber
1978, which showed that the price was substantially higher
tor the first half of 1978 thanm any other six-month period.

Mr. Ragone explained that coal was priced under the Island
Creek contract by dividing the actual npine operating
expenses before profit for each six-month period by the tons
produced, and adding to the result 75¢ per ton for profit.
He testified that these costs would have to be paid by Vepco
if it ovned the mine. He stated the reasonableness of these
costs were attested to by audits performed by outside
independent auditors, that the Company #as in frequent
coonnunication with Island Creek about the operation of the
pine, and that its own subsidiary mining operations provide
Vepco with familiarity of coal mining operations.

In explaining why the cost did not go down 50% as a result
of production being cut in half, Hr. Ragome pointed out
that, while wniners' wages are not paid duriug a strike,
other operating erpense necessary to keep the mine ready for
operation, carrying charges on 1nvestment and associated
insurance taxes, security on equiprment, management salaries,
and maintenance must go on, He further testified that long-
term contracts arce necessary for a continuing viable supply.
and that it seemed fair that Vepco pay the Ceasonable cost
of producing coal from the Island Creek Mine. He
specifically pointed ocut that the profit is 75¢ per ton, and
that an objective evaluation of the contract should have
highlighted this very advantageous provision.

Mr. Ragone discussed the conditions under which the
current I'sland Creek contract wvas negotiated. He pointed
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out that Vepco had a contract with Island Creek for 120,000
tons per month prior to the Arab oil embargo. In November
1973 1Island Creek advised that it vas increasing the price
from $9.19 to $14 per ton and would stop delivery if Vepco
refused to pay the new price. Discussions with Island Crzek
wvere unproductive and the parties sued each other.
Settlement negotiations during +the litigation resulted in
the current contract which bad an original base price of
$12,865 per ton. #r. Ragone agreed that thé actual adjusted
price for the first six months of the contract was 3513.49
per ton. He testified this was not a favorable time to be
renegotiating a coal contract because higher prices and
shortage of oil had increased the demand for coal.

On cross-examination, Mr, Coleman admitted that the Island
Creek contract was reasonable when it was executed in 1974;
but hé argued that management's failure to take any action
to negotiate or otherwise mitigate this increase was
unreasonable. The witness pointed out that the price per
ton was based on an abnormally low level of production
during this period, He stated that VYepco's manager of
fossil fuels advised him that Vepco's legal counsel provided
an opinion saying the $43.21 price per ton would have to be
paid, but had refused to provide it for review on the basis
it was client-attorney privileged information. Nr. Coleman
stated further that the Company's legal counsel in a 1letter
dated HNovember 28, 1978, advised c¢ounsel for the Public
Staff that"'no writter opinion had been located on the
pricing provisions of the Island Creek contract.

The term of the Island Creek contract is from 1974 through
1985. The Connission believes it is improper to conmsider
the price paid for coal during a parrov period under such a
contract without reviewing other periods. We note that the
contract price bhas been below, as well as above, the spot
market price from time to time., The Public Staff wvitness
stated that the Island C(reek contract was reasonable and
that cost adjustments were audited by independent certified
public accountants. Under these circumstances the
Commission concludes that the Island Creek contract vwas
negotiated in good Ffaith and is a reasonable contract and
that the expenses incurred under the provisions of the
contract for the test periods under consideration herein are
not unreasonahbhle.

The Public staff, through the testimony of #r. Colenman,
recommended that the fuel expense be reduced for:prices paid
by Vepco <for coal from its wholly owned subsidiary, Laurel
Run. Witness Coleman explained that the subsidiary was din
the development phase during 1978 and that during this phase
the price paid for coal was limited by order of the Virginia
State Corporation Coanission to the field earket price of
Vepco's other two contract suppliers at Mt. Storn. He
testified that the higher price paid for Island Creek coal
during the first six months of 1978 vas not represeantative
of market price and should not be used to determine the
price paid for coal purchased froa the subsidiary during the
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last quarter of 1978. He concluded that using the $43.21
per ton paid for Island Creek coal resulted in a price for
subsidiary coal of $30.35 per ton and that use of the
expected price of $31.28 per ton for 1Island Creek coal
during the 1last half of 1978 would result in a' price of
$25.16 per ton for the subsidiary's coal.

¥r. Ragone testified as to how Island Creek coal prices
affected the price per ton paid Vepco's subsidiary Laurel
Fun; that there was a lag in calculation of the price to be
paid the subsidiary; and that if Yepco is "'not allowed to
charge a reasopable price for Laurel BRum coal it weuld have
no reasonable alternative but to sell the nine. Nr., Ragone
testified that the Lanrel Run mine experienced the saane
conditions of continued overhead expenses and low production
during the coal miners' strike as did Island Creek, but that
laurel Bum vas affected to a greater degree. For that
reason, allowing. the price. paid for Laurel Bun coal to
increase by the weighted effect of the Island Creek increase
vould be reasonable.

The Commission concludes that, since the expenses at
Laurel Run vere similarly impacted by the mine strike and
the method of pricing the Laurel Run coal is as reasonable a
method as is available, the cost increases at Island Creek
should be used to calculate the Laurel Run price for the
test periods under consideration hereim and until the Public
Staff shall propose a superior method of pricireg.

Mr. Coleman presented testimony for the Public Staff on
the prices paid during 1978 for coal purchased under a long-
ternm contract from Appolo Fuels for the Chesterfield
station. In his direct testimony filed on Jamuary 22, 1979,
the witness expressed concern over prices being paid for
coal under this contract, but stated that, based on
assurances from Vepco's nanager of fossil fuels that a
decline in price was imainent, he had not recomnmended an
adjustment.

On March 30, 1979, Mr. Coleman filed addendum testinoany in
vhich he recommended a reduction in the amount of fuel
expense VYepco vas seeking to recover through the fuel clause
for its two coal-fired units at the Chesterfield station..
The addendum testimony was accompanied by four exhibits.
Exhibits II and III which contain coanfidential data, were
filed at the hearing. Exhibit IV compared contract tonnage
received at Chesterfield to contract reguirements. Exhibit
Vv compared actual tons received and consumed to estimated
consunption. Exhibit VI listed offers received by TVA £ron
coal suppliecs during its nost recent request for bids.
Exhibit VII, consisting of three schedules, showed the
calculation of the reduction in fuel expense for the three-
moath period ending January 31, 1979, to eliminate what Hr.
Coleman termed unreasonable prices paid for coal purchased
from Appolo Fuels.
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Mr. Colenan discussed the pricing provisions of the
contract, explaining that it contained two components: mine
operating expenses per ton and the.profit component. The
profit component rises at 7/10 of the rate of increase in
the operating expenses. He pointed out that the price per
ton F.0.B. mine paid by Vepco had increased from $21 per
ton in 1976 to $3B.49 in 1979. He testified that managenment
actions in approving . price increases vere extreaely
ipportant in this type contract since the provisions of the
contract offer a direct dincentive for the supplier to
produce coal without regard to cost.

He stated that he bhad reviewed data pertinent to an
evalunation of action taken by the Company in adainistering
the contract and approving price increases. Coleman Exhibit
1ITI contained four itens obtained during this review that
were consjdered confidential by the Coampany: a meao
sunsarizing three acetings between Vepco, Appolo, and A.T.
Massey; a copy of a report summarizing a review of Appolo's
mining operations by John T. Boyd made at Vepco's request; a
copy of Ernst and Ernst's audit report for the four quarters
ended June 30, 1978; and a memc summarizing a nmeeting
between Yepco and Appolo in October 1978.

Witness Coleman discussed each item contained in his
Exhibit III. According to the witness, the nemo dated
March 13, 1978, summarized the February 1978 zeetings with
Appolo. These meetings resulted from Appolo's request for
2an increase in the F.0.B. mine price beginning in Pebruary
1978 from $30 per ton paid during the three months ended
January 1978 to $41.25 per ton for the three monthks ended
April 1978. He pointed out that, as a result of these
mneetings, a price of $36.05 per ton was agreed upon for the
three months ended April 1978.

Mr. Coleman sumpmarized the findings in the Boyd Report as
follous: that the mine was capable of producing 69,000 tons
per month; that mining equipment was in good condition; that
Vepco should require econonic Justification for new
eguipment that does not replace old equipment; that Appolo's
hiring of an experienced foreman wvas positive; that
engineering plans showing stripping volumes a year in
advance for the Davisburg operation are required; that
increased night shift blast hole drillings at Appolo's
Davisburg and Fork Ridge operations were recoamended and
that stripping be considered at Fork Ridge; that-the unit
train load out facility is a cost function requiring review
from the standpoint of Vepco's interest; and that estimated
reserves exceed contract regquirements of 3.6 million tons,

Mr. Coleman testified that his reviev did not disclose any
action on Vepco's part im response to the Report. He
modified that answer on cross-examination to recognize that
Vepco and Appolo were trying to separate the cost of the
load out facility and stated he did not knov vhether under
the contract Vepco could require economic justification Ffor
equipaent purchased.
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Concerning thé Ernst- and Ernst BReport, MNr. Coleman
testified that Vepco and Appolo had agreed to deviations
from generally accepted accounting principles but that the
impact could not be measured froa data .contained in the
Eeport. Also, the BReport drew attention to salaries and
royalties paid stockholder officers and their relatives and
that to his knovledge Vepco had npot inquired into the
reasonableness of those costs. On cross—examination he
stated be had no reason to believe Vepco would agree to a
deviation that was wunfavorable +to them, but that the
information in the Report was not adequate to perait such an
evaluation. He further stated on cross-examination that he
had simply pointed to the auditors' comments on salaries
paid Appolo's stockholder officers and froyalties paid
relatives; that Vepco, - to his knowledge, had not inquired
into the reasonableness of those costs and that ke, of his
own knowledge, <¢ould not say whether these cosSts were
reasonable. ' :

¥r. Coleman reviewed ¢the October 31, 1978, memorandun
suaparizing the meeting with Appolo Fuels. The purposa of
the meeting was to discuss Appolo's immediate financial
problens and Vepco's response. Nr. Coleman concluded that
production was a problem and that removal of force majeure
conditions and proper scheduling of railroad cars vere
essential to dimprovement of production. He stated force
pmajeure conditions were becoming the rule rather tham the
exception if force Bmajeure was responsible for the poor
percfornmance under this contract.

-Mr. Coleman testified on direct that Vepco had not
aggressively pursued securing the contract tonnage becaunse
of poor performance of the Chesterfield cocal-fired units.
He offered as support for that opinion Exhibits IV and V¥
showing an analysis of consumption by these tvwo units for
the years 1976, 1977, and 1978. He testified that this
analysis showed that November 1976 was the only moath in
which the Company approached its annualized consumption
level of 6,000 tons per day; that tons received from all
sources was only 60.63% in 1976, 55.21% in 1977, and 34.78%
in 1978; that actual consumption as a percent of contract
reguirements was 122.79% in 1976, 81.29% in 1977, and 58, 25%
in 1978. He concluded from this that it was obvious that
aggressive pursuit of contract reguirements would have led
to a major buildup of inventory at the Chesterfield station.

Mr. Coleman presented as Exhibit VI data compiled from an
articlie on TVA coal purchases which had been offered to hinm
by the Company to demonstrate the reasonableness of the
prices paid for coal purchased £from Appolo. Hr. Coleman
concluded that the data did not support the reasonableness
of prices paid for Appolo coal.

Mr. Coleman concluded that zmanagement's response to price
increases was unreasohable and was directly attributable to
the inability of the Chesterfield station to burn coal equal
to the estimated daily consumption, or at minimnm an amount
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equal to the contract reguirements. He recommended that
higher prices should not be passed on to .the customer and
offered, as Exhibit ¥II, a calculation of the reduction.in
fuel cost at the Chesterfield station reguired to inmplement
his recommendation. In essence, he adjusted the delivered
price of Appolo coal included in inventory to the price paid
Omar Mining wunder a long-tera contract to supply coal for
the Bremo station. He testified there wvas a slight
difference in the quality of the two coals, but that he had
used this price because it was coapetitively priced in spite
of the UNWA strike. The deliveries in 1978 were 74% of
contract requirements,

Company witness Ragone @did not give direct testimony on
the prices paid under the Appolo contract, but offered
considerable connent on cross-examination. ¥r. Ragone
agreed:; that the normal monthly requirements for
Chesterfield station's +two coal-fired units are 180,000
tons, or approximately 6,000 tons per day: that actual daily
consumption for the unit was approximately 4,000 tons in
1976, 2,673 in 1977, and 1,900 to 2,000 in 1978; that Vepco
vas not getting anywhere near full output; that consumption
did not exceed contract requirements daring any wmonth in
1978; that Vepco only received 58% of its contract tonnage
in 1978, and 81% ian- 1977; that Appolo had provided 74% of
contract tonnage in 1978, 74% in 1977, and 76% in 1976; and
that the Appolo contract was a cost plus contract. Mr.
Ragone testified that Chesterfield’s inability to consuize
the estimated 6,000 tons daily resulted from coaversion
probleas at the statjon.

Mr. Ragone testified that it vas sound policy to contract
for 50% to 75% of the station's coal requirements and that
more than needed should be under contract because it was his
experience that suppliers never meet contract requirements.
The vwitness testified that Vepco did not push Appolo to meet
full production becanse the coal could be purchased by Vepco
in the spot market at a lower price. He stated that it
would not be sound policy to demand perforwance when the
result would be to increase the stockpile and to pay a price
higher than the narket. He stated that, if Vepco had
received full production from Appolo, it could not have used
the coal.

With regard’ to the production, MNr. Ragone agreed that
Appolo was capable of producing the conrtract regquirements
and that, under the circamstances outlined' in the Boyd
Report, the price per ton would decrease. He agreed that
the price for Appolo coal was 183.17# per MBIU in June 1978
and that the price for No. 6 oil vas 186.80¢ per MNBTU. He
further agreed the price for No. 6 oil and Appolo coal were
approxisately the same for the entire year of 1978. He
contended that, even if one were able to knock $4 or $5 a
ton off the price by imcreasing production, the effect of
that would be to pay higher prices than were available in
the spot macket, and that would be quite ridiculous.
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The Conmission has closely reviewed the evidence presented
bherein and concludes that the prices paid under the Appolo
contract for the test periods under consideration herein are
not unreasonable. In reaching this conclusion, the
Commission does not mean to give the impression that it is
pleased about the terms or performance under the Appolo
cantract, but rather that there are overriding
considerations. First, it has been clear to this Commission
for some time and as a result of other proceedings that
since the Arab oil embargo in 1973 electric . utilities have
not  been in a favorable position when it comes to
negotiating coal contracts. In many instances the utilities
are on the receiving end of little more than a “"take it or
leave it" stance by the wmine owners. ¥hile the Appolo
contract cannot be considered particularly <favorable to
Vepco and its ratepayers, neither can it be terned
uncreasonable vhen one considers the climate under which such
cohtracts must be negotiated. Second, the Appolo contract
vas entered into to provide long-term assurances of coal for
VYepco's Chesterfield UOnits 5 and 6, which had been comverted
back to coal-fired capability. It would be less than fair
to conmend Vepco for its decision to convert these units
wnile at the same time penalizing £for costs through a
contract that had to be negotiated in that time frame.

In suamary, the Coamission concludes that Vepco's long-
term coal contracts are Creasonable. An examination of
Vepco's overall coal procurement activities demonstrates
that Vepco's coal purchases compare favorably with those of
Duke and CP&L, the utilities chosen by the Public Staff for
its conparison. Further, that although the prices paid for
coal under +the Island Creek, Laurel Run, and Appolo Fuels
gontracts for the test pefiods under consideration herein
are higher than the Commission would prefer to see, they are
not excessive when vieved in the total context of the
evidence of record in this proceeding.

EVIDENCE AND CONCLUSIOKS FOR FINDING OF FACT NO. 17

The Public Staff contends, through its Report and the
testimony of its witnesses, that Vepco has improperly
coordinated,” planned, staffed, and funded its maintenance
activities at its fossil stations. As a Tresult, VYepco's
heat rate for its fossil-fired units has deteriorated and
tne availability of its large generating units is poor. The
Public Stafffs pain witnesses wvere Andrew W. Willians,
K. Edvard Tucker, and John P. Rossie. Testifying on behalf
of the Company vere Stanley Ragone, Raymond B. Bennett, and
¥illiam C. Daley.

Evidence on the subjects of heat rate and maintenaace
activities is contained in Sections II and III and the
Appendices of the Public Staff's Report and the testimony of
the witnesses presented. Heat rate expresses the efficiency
vith which a generating plant. converts energy. It is,
simply, the ratio of thermal input (BTU) to net electrical
output per unit Kwh. Thus, the heat rate of a2 unit or
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Ssystem is the amount of energy from coal, o0il, or wuranium
which is, or bas been, required to generate one Kwh of
electricity. Lov heat rates indicate high gemnerating
efficiency.

Section II of the Public Staff's Report provides a
comparison for heat rate between Vepco and the 23-company
comparison group. This shows Vepco's 1970 fossil-fired heat
rate wvas slightly less (better) than the average of the 23
conmparison electric companies. By 1977 the fossil-fired
heat rate on Vepco's system was significantly higher than
the comparison group average. From 1970 to 1977 the
conparison group average increased (vorsened) by
approximately 0.1% while Vepco'!s increased almost 6%. This
section also shows that Vepco's heat rate £fell relatively,
in the Public Staff's comparison group, from 9th position in
1970 to 20th in 1977. 0Of the 23 comparison coumpanies for
vhich full data was available, 12 companies reduced their
systen fossil-fired heat rates; the bhest reduction was 5.9%
and 'the next best was 3%. Three companies had heat rates
which remained stable. Seven experienced increased heat
rates: 0.9%, 1.2%, 1.3%, 2.3%, 3.4%, 6.0% (Vepco), and
9.2%.

Yepco criticized the Public Staff's use of comparison
companies because the averages were not weighted by Kwh
sales. Mr. Tucker responded under cross—-examination that
the comparison group average was a numerical average, that
an average weighted by Xwh sales resulted in only a slightly
different averaye heat rtate for the comparison group, and
that wusing the weighted average fossil heat rate put Vepeco
in an even less favorable light.

Hc. Ragone arqued that the Coapany should not be conpared
vith other companies because VYepco has installed so much
nuclear capacity and this impacts heat rate for the fossil-
fired units.

Section 1II of the Public Staff's Report provides data on
Vepco's heat rates by station, unit, and years. Scheduyle D-
€ gives bheat rate by year from 1965 to 1977 for each of
Vepcots fossil-fired -stations. The average for these
stations was 10,085 BTU/Kwh in 1965. It improved to 9,845
in 1966 and to 9,766 in 1967, but vworsened progressively
thereafter for every year but one. PFor 1977 the heat rate
vas 10,791 BTU/Kvh. Each station had a similar trend:
Bremo vorsened progressively from 1970 forward, Chesterfield
from 1969, Mt. Storm from 1969, Portsmouth f£rom 1968, Possum
Point from 1967, and Yorktown from 1970. Schedule D-7 gives
heat rate by year from 1965 to 1977 by generating unit for
each of Vepco's fossil-fired statioms. All units display a
trend of gemeral decline.

Evidence on the subjects of plant availability and other
percformance factors and maintenance activities is contained
in Section IYII and the Appendices of the Public Staff's
Report, and the testimomy of the witnesses presented. The
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availability factor is the percent of tise during a
specifjed tipe period that a gederating umit was available
for seérvice vhether or not it was actually needed.
Availability factor reflects full outages, both planned and
forced. Partial outages are not considered in the
calculation of availability factor. Equivalent availability
factor recognizes both full and partial outages. Capacity
factor is the percent of actual alectrical output coapared
to design output; as such, it recognizes full and partial
outages as well as dispatching cutbacks for ecomomic or
other reasons. )

In its review of plant performance, the Public Staff
addressed its attention to Vepco's large low cost units:
Chesterfield 5 and 6, Ht. Storm 1, 2, and 3, Yorktown 3,
Possua Point 5, and Surry 1 and 2. These units Lave the
lowest generation costs, and outages therefore require
replacenent energy from smaller, higher cost units or froa
purchases.

The Public Staff's Report utilizes pover plant operational
data from two sources: The Edison Electric Institute (ERI},
which publishes annual reports using data furnished by the
electric utilities; and the testinony of James BR. Wittine,
Director of the Division of Energy BHRegulation tfor the
Virginia State Corporation Commission, filed with that
Comnission im <Case No. 19960, Application of Virginia
Electric and Power Company for an Increase in Rates.

Schedule D-1 of the Public 5Staff's Report provides a
comparison of the annual availability factors of Vepco's
generating units with the EEI 10-year averages for the years
1973, 1974, 1975, and 1976. These data, a portion of which
is shown below, reveal +that Chesterfield 5 had an
availability factor below the EEI average for that size unit
in all four years. Chesterfield 6 was below the average for
the last two years. Mt. Storm 1, 2, and 3 were each below
the average for all four years except Unit 1 in 1976
Schedule D-2 provides a comparison of the 10-year average
availability factors of the Vepco units (ending in 1976)
with the EEL 10-year averages (ending in 1976.)
Chesterfield 5 and 6, and #t. Storm 1, 2, and 3 all fall
Lelow the average for their class based on unit size.

1373 1314 1315 876
Chesterfield 5 75 59 60 60
300-3998w EEI Average 85.9 85.3 B81.2 8o.1
Mt. Storm 1 59 T4 59 ay
Mt. Storm 2 17 74 52 73
at. Storm 3 u6 45 61 45
500-599Mv EEI Average 79.6 78.9 78.3 77.%
Chesterfield 6 16 98 58 68

600-6994% EELI Average 72.9 73.3 Ta.3 73.5
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Schedules D=3, D-4, and D~5 utilize data £rom Mr.
Wittine's testimony. Coaparisons are made by service lite
year against averages for groups containing units of the
samne size; vintage, and fuel type (except for Chesterfield S
for which no group averages were offered). These data are
sumnarized below:

Schedule D-3: Comparison of Annual Availability Pactors
Mt, Storm 1 below average for 10 of 12 years shown
Mt. Storm 2 below average for 6 of 10 years shown
Mt. Storm 3 below average for § of 4 years shown
Chesterfield 6 below average for 6 of B8 years shown
Chesterfield 5 with factors of 81.0, 59.2, 59.7, 57.9,
and 37.6 for the last 5 years shown

Schedule D-4: Comparison of Annual Equivalent
Availability Factors
gt. storm 1 below average for 7 of 9 years shown
Mt. Storm 2 below average for 6 of 10 years shown
Mt. Storm 3 below average for 4 of 4 years shown
Chesterfield 6 below average for 6 of 8 years shown
Chesterfield 5 with factors of 77.3, 56.1, 51.7, 44.8,
and 28.4 for the last 5 years shown

Schedule D-5; Comparison of Annual Capacity Factors
Mt. Store 1 below average for 8 of 9 years shown
Mt. Storm 2 below average for 8 of 10 years shown
4¥t. Storm 3 below average for U4 of & years shown
Chesterfield 6 below average 7 of 8 years shovwan
Chesterfield 5 with factors of 58.7, 46.43, 42.0, 34.9,
and 20.8 £or the last 5 years shown.

The Public Staff criticized Vepco for the poor coperational
performance of Chesterfield 5 and 6 and the three Mt. Storn
units. The Public Staff points out that these units have
significantly lover performance than in prior years and that
they are' significantly below the average for the classes
which include these units.

Public Staff witness BHossie analyzed the heat rate of
Vepco's Mt. Storz station for the months May through
Deceunber 1978, the period for which Vepco bhad £filed
operational information with this Commission. He selected
these units because they are the lovest operating cost
fossil units on the Vepco systemn. Based upon his analysis,
it was MHr. Rossie's opinion that the ¥t. Storm heat rates
are higher than would generally be expected from units of
this size. He concluded that the cause of the high heat
rate at Mt, Storm is something other than low loading (low
plant operation) of the generating units. Mr, Bossie,
further stated that the ¥t. Storm heat rate is 1,500 BTU/Kwh
to 2,000 BTU/Kwh higher than the heat rate Vepco has filed
with the Federal Energy Regulatory Coamission in its 1977
Form 12.

Mr. Rossie also testified on the subjects of plant
availability and maintenance activities. Based on his
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examination of information filed with this Commission for
the perisd May 1978 througa January 1979 for the Mt. Storn
station, Mr. Rossie concluded that extreme climatic
conditions were only a comparatively minor cause for forced
outages during that period. The predomimpant causes were
boiler and ash pit tube leaks and an electrical grounding
problem in the rotor of the unit 1 generator. He suggested
that this latter outage could be considered a result of
inadequate operator training. 4dt. Rossie discussed outages
in August and Septeuber which he considered as possibly
preventable with nore effective maintenance and better
operator training.

on the subject of maintenance, Mrc. Rossie was asked if a
utility can save by postponing normal wmaintenance and by
catching up later. He responded:

"The aost efficient and least costly course of action Eor
a utility is to have a vell-planned preventative
maintepance program, A well-planned program would include
regular preventative maintenance plus £full pre-planning
for scheduled outages of each unit, to minimize forced
outages. While a scheduled shutdown may be delayed for a
matter of weeks for cases of high-load demands, the
planning should be continuously updated, inputting
carefully wuonitored observations of operating pover plant
eguipment. It is significant that a vital planning
program requires only & comparatively small increment in
manpower resources. There is a large leverage in benefits
derivable from this type of planning.n”

When asked how the lack of a properly planned maintenance
program affects the cost of power, Hr. Rossie responded:

"an inadequate maintenance program will rasult in
increases in full and partial forced unit outages, as well
as longer~than-necessary scheduled outages. ¥orced
outages can occur at inadvertent times, and wmay regquire
bringing on 1line some other generating units, which are
more costly in @mills/Kwh, for carrying the load, or
require the purchasing of power <from interconnected
utility systeas. The report of EPRX, ‘'Availability of
Fossil-Fired Steam Power Plants,' EPRI PP-U4225R, dated
June, 1977, uses a four to one cost ratio of forced  unit
outages to scheduled outages. This is an approkimate
figure and could be higher or 1lower for any specific
incident. Inadeguate maintenance also results in
deterioration of generating equipment performance as
regards efficiency and consequent increase in heat rates.®

Under cross-exanination #r. BRossie admitted that the
period covered by his analysis was not representative of
climatic conditions as they exist from year to year at HMt.
Storm, but that that was the only period for which he had
information. Hr. Rossie also admitted that he was not avare
that a labor strike was in progress at the time the
electrical grounding outage occurred, and that substitute
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personnel were operating the station. He agreed that wusing
substitute personnel was a good decision in lieu of shutting
down the plant.

in support of its case, the Public Staff offered, as
Appendices to its Report, a Vepco in-house Task Force
Feport prepared by Vepco's personnel and several reports by
consultants commissioned by Vepco and/or the Virginia State
Corporation Commission.

Appendix A to the Public Staff's Report is tane major
portion of the in-house Task Force Report which vas
presented to Vepco's management on December 15, 1977. These
are statements from that Report:

"The present organization, which has had only minor
changes in the past five years to meet specific needs, 1is
not structured nor manned to respond as it should to
manage a system the size of Vepco."

"The present supervisory training effort is not adequate
to provide the quality of supervision needed."”

“"The forced outage rates are higher than the industry
average and this factor coupled with load curtailment as a
result of equipment problems has had an adverse effect on
the company's ability to meet its load requirements."

"Heat rates on fossil units have increased substantially
over the past five years. Present staffing do0es not
permit sufficient attention to be focused on the
identification and correction of the heat rate probleams at
the station."

"Scheduled outages are not being planned in sufficient
detail to permit an accurate assessment of time, man-powver
and materials required to manage them properly."

"Production O&M does not have a comprehensive formal
preventive maintenance program for the stations."

"The work load at the stations has increased significantly
in recent years without corresponding increases in
personnel. The result is that key individuals are being
severely overloaded and only those problems that are most
pressing get attention.”

"The planning efforts at both the system level and the
stations need to be improved, particularly in the area of
maintenance."

"The overtime problem has been a long term one and is
having a serious effect on the productivity and morale of
the employees. Overtime averages 30% over base hours for
maintenance journeymen and up to 50% for certain specific
classifications.”
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"The overall maintenance condition of our fossil units is
poor."

“The station =maintenance vwork force @manning should be
coapletely re—evaluated and adjusted to provide proper
support for: (1) routine and preventive maintenance
requirements, and (2) overhaul regquirements."

"The present Production O&M Oorganization is inadequate,
both in structure and manning, to respond effectively to
problems or to iasplement programs to improve the presant
inefficiencies. Production 084 remains in a fcrisis' node
and reacts to events as they occur rather than
anticipating problems and developing sound alternatives to
cope with them."

"At the stations, the general independence of maintenance
and operations, as well as the vertical orientation of
mechanical maintenance with respect to electrical
paintenance, has erected barriers to efficient
performance.

"The Surry and WNorth Anna initial manning requirements
were underestimated and bringing these stations up to the
necessary manning levels has left few experienced
personnel available for consideration for key positions in
the <fossil pover stations and the system office. This
situation has required the assigneent of personnel into
key positions who did not have the desired experience
level and in some cases individuals were assigred because
there was no ohe else to choose from.... Conversely,
highly gqualified people have been forced by circumnstances
to remain 1in key positions (such as at Surry) because of
the lack of sufficiently trained replacements, Heanwhile,
their peers in other parts of the Coampany have attained
one or more promotions."

"Authorized station manning levels are hased on historical
forecasting practices rather than upon a sound analysis of
expected workload. This is particularcrly true for the
initial manning levels acthorized to support the largerx
and more conplex newer units."

"Reducing the £irst cost of new units has been accorded
priority in recent years, primarily because of the cash
crunch and the accompanying high rates of price
escalation. Conseguently, some equipment is marginal and
new units are less easily maintained than they should be.
This adversely affects operation and maintenance
activities and needs to be recognized by management as
having an adverse effect on expenses, manpower
requirements and availability.”

"Needs for equipment, tools, materials and supplies,
particularly for scheduled outages, have not been properly
determined well ip advance. In some cases, there have
been shortages of critical items once an outage has begqun
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resulting in ercessively long outages or work not being
done."

"poor scheduled ogutage planning and implementation (i.e.,
overruns on original schedules) causes discuption to
subsequent scheduled nmaintenance throughout the systen.
Units are not being taken out f£or needed maintenance on
schedule, with the resultant increased risk of performance
degradation."

"The present practice involving wholesale tenmporary
transfers of maintenance personnel £from one station to
another has seriously affected their morale and their
respect for the Company.... It has also virtually obviated
any possibility for the creation of friendly perfornance-
oriented rivalry among stations."

"Oone of the loudest gemeric conplaints and a cause of
unnecessary overtime work has been the inability of the
station to remove a unit from service for maintenance at
the time specified.... When a unit does not come down £for
maintenance when it is scheduled, this action creates
unnecessary costs, high equipment failure risks and poor
morale.”

"The organizational structure within the department has
tended to obstruct effective two-vay combunication. He
noted several instances in which the coammunications had
been essentially one-way: downward. Management
information has not been effectively prepared and made
available, particularly to those directly affected by it.
Report preparation methods are obsolete and frequently
redundant. Reports tend to focus on past data and events,
rather than affording projections for the future, thereby
making planning difficult.”

linit performance and heat rate testing programs are weak
at all stations, and this situation is reflected in our
increasing systenm heat rate."

"The current effort of .patch and run on boiler-related
forced outages runs counter to good Maintenance practice
and the training that mechanics and electricians rceceive
during their apprenticeship programs."

"The tendency is to force units back into service with an
absclute minipum level of repair making it very likely the
company will suffer additional forced outages because of
repeat failures."

In addition to the Task Force Report, Vepco comnissioned
Emerson Consultants, Inc. Emerson subaoitted its Report to
Yepco's managemenat in February 1978. This BReport is
contained in Appendix B of the Public Staff Report. Emerson
found:
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"Several elements are symptomatic of underlying problems
of organization, policy, or procedure:

(1) Maintenance costs are increasing as a result of:
.Excessive overtime of maintenance personnel,

.Expensive repairs arising from incorrect operation
or resulting from the continued operation of
defective equipment,

.Marginally repaired equipment returned to service
prematurely, necessitating a repetition of
maintenance work.,

(2) Unsatisfactory unit availability and system
reliability.

(3) Increasing heat rates.

(4) A sense of frustration and low morale at all levels
in the organization."

"A universal problem in the maintenance area is the lack
of parts and material for all types of maintenance work.
Not only are parts not available when needed, but the
requisitioning process is slow and cumbersome, . . . DNot
only is the materials situation a serious one from a
present day viewpoint, but it is understood that a certain
amount of cannibalization of equipment is taking place
which can cause all sorts of unseen problems in the
future. . .."

"Most of the problems identified in the generating
stations are associated with the maintenance function.
The fupnction is neither well-managed, productive, nor
effective....”

"There is little maintenance planning. other than
scheduled major outages, which are planned with varying
degrees of thoroughness, routine work is not planned. No
one is assigned the task of estimating in advance the
manpower and materials required to complete a work order
and to develop daily schedules of maintenance work."

"The maintenance forces at most plants are undermanned.
The problem is exascerbated by the practice of assigning
maintenance men from one generating station to another for
major maintenance work. The home station is more than
likely crippled in its routine maintenance efforts.”

"In many stations, maintenance is a day-shift, 5-day week
operation. Some stations have skeleton crews on second
shifts, however. 1In either case, all week-end maintenance
is accomplished on overtime. .This facter, combined with
general undermanning of crews, results in excessive
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overtime hours for work maintenance men. Many report 800
to 1,000 overtime hours per year.”

"The total maintenance effort - mechanical, electrical,
and instruments and controls - is uncoordinated.”

"There 1is no preventive maintenance program. Only one
station reported assigning maintenance personnel to check
on critical, high-maintenance equipment on a regular
basis.”

"Storerooms in deneral are, frankly, a mess.... Security
is lax, pilfering comnmnon, and misplaced inventory a wusual
occurrence. Needed materials often are not available,"

"Station personnel complain of lack of tools, particularly
during major outages.”

"Because some equipment designed to operate automatically
does not, or because the equipment is poorly maintained
and requires special handling, some operating supervisors
report a shortage of personnel, A contributing factor
could be the lack of training for operating perscnnel,
limiting their efficiency, fostering gross operating
errors, and promoting turnover as a result of a sense of
insecurity in handling the equipment.”

"The lack of maintenance planning and the general
maladministration of stores result in last-minute, rush
purchase requisitions to complete critical maintenance
jobs. Normal procedures apparently require months to
process a purchasé requisition until delivery of
materials. For this reason, a bypass procedure has been
formulated to hand carry orders to purchasing. Although
this latter procedure may shorten the time required, it
upsets the processing of routine orders, so that stock-
outs are common. The storekeeper's response is to
increase the stock on hand of a given part or material to
compensate for the extended purchase-to-delivery interval.
Thus total inventory value increases exponentially.”

"...the advantages to be gained by developing the
management skills of the lower levels and by showing
confidence in them far outweigh the risks. The risk of
not delegating sufficient authority is even aqreater, for
mediocre managers will make mediocre decisions, and there
will be difficulty in f£illing the upper ranks of
management with good men in the years ahead.™

Appendix C of the Public 8taff's Report is the Repbrt
prepared for Vepco by System Development Corporation. The
following statements are included in this Report:

"Wwe found that Vepco's outage records were inadegquate as
source documents for the study. Kept primarily for
reporting to the Edison Electric Institute (EEI)}, they do
not contain the information needed to make component
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reliability assessments, compute mean time to failure, and
compute mean time to repair. Further, they cannot be used
to detect inciplent failures in time to take corrective
action.”

"We investigated the effect of the absence of such data on
the productivity planning effort at both the station and
the corporate level. We found that, lacking data,
planners at both levels have apparently relied on personal
or group Jjudgments in determining what actions should be
taken to improve productivity. When the judgments at the
two levels have been different, those of the corporate
planners have inevitably prevailed. We believe this
situation has adversely affected the productivity of
Chesterfield No., 6 {and probably of units elsewhere as
well),"

‘"For example, each vyear Chesterfield submits a plan for
annual maintenance of its units in which is specified the
number of days of scheduled outages that will be reguired.
When this plan is reviewed at Richmond, the amount of
scheduled outage time is almost always reduced. It should
be noted that neither Chesterfield nor Richmond can be
reasonably sure of what the right amount of outage time
should be; neither has the outage, reliability, and
diagnostic data needed to make a well-informed estimate.
However, unless Chesterfield's planners deliberately
overestimate the time needed (and we found no evidence of
this), Richmond's practice of reducing the time almost
certainly means that on some occasions - perhaps many -
not encugh” time is allowed to perform proper maintenance."

"We found that the same thing often happens when there is
an unscheduled outage: Chesterfield's proposed allowances
for time and manpower are frequently reduced at the
corporate level., The fact that Chesterfield No. 6 has
repeated outages from the same causes may perhaps have
been the result of such corporate decisions,”

"The overall availability rates for the uvnits in the Vepco
system indicate that other units suffer the same
maintenance problems as Chesterfield No. 6."

"puring our study of Chesterfield No. 6, much was made of
how much it costs Vepco to extend an outage for even a
single day to get the job done right. However, we heard
precious little about the expense of subsequent cutages as
a result of not taking the time to do it right the first
time. We feel that analysis of this tradecff should be a
part of the maintenance planning process, We see no
evidence that it is currently being done on a routine
basis.”

"There is not ... any contingency planning for base load
units that may fail during the year and interfere with the
planned maintenance of another unit.”
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"An aggressive preventive maintemance program, integrated
into the corporate plamning process, is essential for
Vepco to. improve the productivity of such units as
Chesterfield No. 6. This preventive mpaintenance program
is necessary to naintain an acceptable state of repair,
once it has been reacked.™

e found no approved corporate procedure by which
productivity goals are set and action plans are developed
for meeting those goals.”

"outage records (Chesterfield WNo. 6) are inadequate for
any type of detailed eguipment analysis. Component
failure rate calculations based on them are impossible."

"Vepco's corporate planning does not currently make use of
diagnostic information available at the power plant. By
diagnostic information we mean unit operating parameters
that are wmonitored, such as pressures, teaperatures, £fuel
consuaption rates, vibration 1levels, apd electrical
production. 1If these parameters are rtecorded anrd thair
trends deternined, and properly presented, they can be
used by plant personnel and management alike as indicators
of future equipment problems.®

"We consider it c¢ritically important that Vepco iaprove
its corporate planning for operations and maintenance, Ho
significant iaprovements will occur at Chesterfield No. 6
until Vepco can provide sufficient time, money, materials,
and manpower to get Chesterfield No. & back in shape and
keep it in shape. This can only be accomplished through a
corperate plan. Specific equipaent probleas at
Chesterfield ¥o. 6, as revealed by outage statistics, are
meaningless if maintenance crews are forced into ‘bailing
wire! repair jobs by budget, tine, and manpower
limitations."

"since Yepco will almost certainly lose some of the cost
recovery privileges it has enjoyed under the automatic
fuel adjustment clause, Yepco can no longer afford not to
improve the reliability and efficiency of its pover
plants. With a toned-down £fuel adjustment clause in
effect, the stockholders will begin to feel the impact of
low power plant productivity, historically felt solely by
the ratepayer.”

"We stress this fact because we are certain that the
autonatic fuel adjustment clause will soon become a thing
of the past. With it will go the luxury of deferring
improvement projects at the e xpense of decreased
efficiency and increased fuel costs."

SDC recoanends that Vepco increase and improve its
corporate planning for operation and naintenance
activities company wide. We assune that the problems we
found are not unique to Chesterfield No. &.%
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Appendix D of the Public Staff's Report is a report
prepared for the Virginia State Corporation Commission by
Theodore Barry & Associates. The study reviewed Vepco's
nanagement of power station construction and engineering
pregrams. The following are statesents from the Barrcy
Report:

"Yepco's approach to =2management of power plaant prograns
can best be described as one wvhich is in transition. They
are moving toward implementation of an organization and
level of management control appropriate for their large
construction prograas. ¥hile some inmplemented changes
have affected the ongoing projects in a positive =manner,
weaknesses 1in planning, staffing and management direction
and control and financial shortages have caused other
needed changes and improvements not to be inplemented.n

"General veaknesses involved managenent's slow
implementation of changes in response to identified
problens. Improved managenent skills in plaaning,

controlling and coordination are needed."

Vepco offered the testimony of Raymond R. Bennett for
comnent on the Public Staffts Report with regard to heat
rate apd plant availability. He explained the concept of
heat rate and stated that it could not be wused alope to
evaluate the operating efficiency of a umit or a system, but
could only be a guide due to the large variety of factors
vhich wmight be invelved. He further stated that a detailed
exanination would be necessary before a conclusion could be
reached and he was critical of the Public Staff's Report
because it contained no such examination. Finally, he
offered his apnalysis of ¥epco's heat rate. HNr. Bennett
criticized some of the Public Staff's availability
corparisons and offered his own cosmparisons. He also
conmented on availability at the H#t. Storm units.

Hitness Bennett discussed the results of his analysis of
Vepco's fossil-fired heat rate for 1973 amd 1977, vwhich
showed that over this period heat rate had increased
(vorsened) 281 BTU/Kwh. This study showed that 50% of this
change was due to a change in unit loading, 12% wvas due to
error in fuel measurement, 13% was due to problems vith the
high pressure feedwvater heaters, 29% was niscellaneous, 4%
vas unaccounted for, and the addition of new £fossil units
provided a 9% improvenent.

Witness Bennett testified that loading was a significant
factor because this loading occurred as a result of the nev,
low fuel cost, nuclear units being based loaded which pushes
the fossil units up on the loading curve. As a result,
according to Nr. Bennett's testimony, the fossil units could
not be used as efficiently as before and the heat rate
vorsened. :

Pader cross—-examination Mr. Bennett comceded that his heat
rate study did not take into account the effects on loading
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of %he low availability of Vepco's major units and admitted
that low availability would worsen the Cozpany's heat rate.
The Public Statf, through cross-examination, offered
evidence purporting to show that other utilities, vwhich have
added a conmparable amount of nuclear capability to their
systens, have been able to control their fossil heat rates. .
The utilities in the comparison group were narrowed to those
which had 20% or more nuc¢lear generation in 1977 (Vepco
generated 25.66% of its energy with nuclear in that year).
0f these 10 companies, four had decreases (improvements) in
heat rates of up to 3% and one held stable. O0f the
remaining five, Vepco had the highest increase, 6%, almost
double the next worst performer.

Under cross-examination vwitness Bennett also conceded that
a change in heat rate as found in his analysis to be due to
errors in fuel measurenent has the effect of charging the
ratepayers for fuel that v¥as never consumed.

The Public $taff tendered cross-examination exhibits which
updated their Report by providing heat rate data for each of
Yepco's generating units for 1978 and the first two mponths
of 1979. Mr. Bennett agreed that heat rates at a nuober of
Yepco!s units were significantly vorse now (1978) than both
the 1970 and unit design levels. As exanples, the heat rate
of A#t. Storm 1 for 1978 was "10,627 BTU/Kvh compared to 9,814
BTU/Ewh in 1970 and a 9,028 BTU/Kvh design heat rate; Ht,
Storm 2 had a 1978 heat rate of 11,012 BTU/Kvh versus a 1970
heat rate of 9,700 BTU/Kwh and a 9,028 BTU/Kwvh design bheat
rate; HMt. Storm 3 had a 1978 heat rate of 11,105 BTO/Kvh
coppared with a 1973 heat rate (first year of operation) of
9,749 BTU/Kwh and a 9,028 BTU/Kwh design heat rate; and
Chesterfield 5 had a heat rate for the first two amonths of
1979 of 13,617 BTU/Kwh compared with its 1970 heat rate of
9,556 BTU/Kwh.

Under cross-exanination Mr. Bennett stated that he was
generally familiar with +the requirements of an adequate
maintenance program for fossil generating units and that
planning, manpower, spare parts, and a preventive
maintenance progran were all necessary ingredients. He
stated that he had not investigated Vepco's npaintenance
program and agreed that neglected maintenance of units would
affect heat rate as well as availability.

Rhen asked if he had investigated whether wear has been a
factor in the increase of T¥epco's unit heat rates, HNr.
Bennett responded that he had not, that that womnld require a
very lengthy examination and it is done by monitoring heat
rate tests which are performed froa time to time., He stated
that he had not used Vepco's heat rate test curves because
they contained so many discrepancies that he could place no
confidence in then. ©¢n further gquestioning, he stated that
test curves reguire a day to produce and although
preparations are necessary they do mot Tequire taking the
urit out of service.



RATES 235

on the subject of availability, Mr. Bennett was critical
of the Public Staff's comparison of Vepco units witk the EEI
averages (Schedule D-1), He stated that these averages are
for groups distinquished only by size and that type of fuel
should be considered as well as particular citcumstances.
Mr. Bennett offered a comparison of the 10~-year average
availabilities of Vepco's units against the EEI averages.
Regarding the units that are controverted in this
proceeding, he stated that: Chesterfield Units 5 and 6
equalled the EEL average (for their size units) if credit is
given for outage time during conversion of the unit from
coal to oil and then from oil to coal. Mt. Storm Units 1
and 2 vere at least egqual to the EEI average if
consideration is given to the poor guality of coal available
for wuse at that station, and Nt. Storm Unit 3 was below the
EEI average, but the availability of that unit has since
improved considerably.

Concerning the Mt. Storm units, Mr. Bennett testified that
the quality of coal coupled with the design of Units 1 and 2
have caused boiler problems that have reduced availability.
fAt, Storm 3, which has a balanced draft type boiler, was
plagued in 1its early years of operation by failures of
ipduced draft fans. He stated that the £ar problem has
since been solved and the availability of that anit has
improved.

Undet cross—examination Hr. Bennett agreed that his 10-
year average availabilities for the two Chesterfield units
were near the EEI average only as a result of the very good
performance at Chesterfield in the early years. He
acknowledged that Chesterfield 5 had gone from 75%
availability in 1973 to 38% io 1977 and 39% in 1978. He
agreed that 39% wvas "very poor."” He accepted that the
national average availability for coal-fired upits 400 Hw
and larger was 73.5% in 1975, the nost recent year covered
by a report from the Department of Energy dated April 1978.
He further acknovledged that Portsmouth 4 vent from anm
availability of 89% in 1973 to 38% in 1977, that
Chesterfield 6 was 47X in 1977, and that #t. Stora 1 was 38%
in 1978.

vepco offered the testimony of William C. Daley for
comment on the Public Staff's Report. He reviewed the
circumstances surrounding numerous outages, as well as the
problems with feedvater bheaters (referred to by sr.
Bennett) . Mr. Daley discussed the activities of the Task
Force {of which he had been chairman). He described the
actions Vepco is currently taking to improve its maintenance
prograa. HMr. Daley testified that maintenance activities at
the fossil-fired plants had adversely affected heat rate and
availability but stated that these activities vere,
nonetheless, appropriate.

Witness Daley testified that after Chesterfield 5 and 6
vere reconverted from o0il back to coal, their availability
rates vere lov because of boiler tube failures caused by the
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accelerated tube life wastage which rTesulted froam firing
oil. He stated that a portion of the boiler tubing was
replaced in 1977 and 1978 at a cost of over $3 nmillion and
that this elipinated one of the major probleas affecting
unit availability. Another problem which resulted in a
nunber of unit outages and curtailments was the failure of
bearings on the shaft-driven boiler feed puaps on the large
units. Mr. Daley testified that Vepco, in a joint effort
with a consultant and the equipment vendor, had
substantially modified the bearings on three of the large
units and would modify others in the forthcoming scheduled
maintenance outages. Portsmouth power station experienced
boiler tube failures similar to those at Chesterfield.
Thorough acid cleaning and extensive tube repairs on Unit 4
in early 1975 did not reduce the ¢tube failures. Witness
Daley +testified that Portsmouth 4 was resoved from service
for major boiler tube work and that, since its return to
service in early 1976, that boiler had performed wvery well.

M. Daley testified that the feedwater heaters at
Portsmouth 4 and Possua Point 4, wbich went into service in
1962, began to experience tube leaks and were replaced in
1967. Tube leaks subsequently developed again at those
units and at #t. Storm, the Conmpany's lowest cost fossil
station. The problea became a continuous one. To solve it,
Yepco analyzed the feedwater bheaters to develop nev
specifications to which nev heaters could be built. Vepco
erployed Battelle Laboratories to assist in the testing of
existing heaters and in the developaent of specifications
for the new heaters. Cohtracts for 11 new feedwater heaters
were let in 1977 and the first tvo new heaters were
installed jin 1978.

Br. Daley stated that his Task Force conmenced its
activities in July 1977 and submitted their report to
management in December 1977. Dpuring this period his group
visited all of the Company's power stations and interviewed
over one hundred employees, They also visited seven other
utility conpanies. Emerson Consultants was cobmissioned in
Novenber 1977 and its Report was submitted in February 1978.
He stated that other utilities were pleased with the work
Emerson had done for them. #r. Daley testified that both
groups were investigating basically the sage subject patter
but that they proceeded independently. He stated that the
Emerson Report generally agreed with the recommerdations in
the Task Force Report.

Mr. Daley testified that his Task Force and Emerson
reconmended new organizational structures for the Operations
and Maintenance Department and the powvwer stations. He
stated that in Septeaber 1978 the systen office was
reorganized and that in January 1979 the nuclear stations
{North Anna and Surrcy) wvere reorgahized. Regarding the
fossil stations, Mr. Daley further stated that Mt. Storm had
been reorganized in February 1979, Chesterfield and Yorktoun
in April 1979, and +two other stations were scheduled for
reorganization in June 1979,
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Mr. Daley further testified that a number of prograns are
currently in development. These are:

"1. Dnit Availability Inprovement - Problem areas in
specified units concerning availability, heat rate,
and capacity linitations are being identified and
corrective plans developed. The large coal-fired
units in addition to the nuclear units have been
given top priority in this effort.

"2. Maiptenance Management Program — Maintenance planning
with an improved work order system are being
developed to improve maintenance productivity,
ninimize outage time and reduce forced outage rates.
Fith the assistance of Emerson a formal preventive
saintepance program will be established in all power
stations.

"3, Dpit Testing -~ A nore comprehensive unit funll-load
testing pregram has been started. This program will
permit the station personnel to nmore guickly
determine when below optimum unit performance occurs
and to take the steps necessary to correct such
conditions promptly.”

Mr. Daley testified that beginning about 1972 and
continuing until recently. there had been tvo fundamental
causes of problems in performing maintenance work at the
fossil-fired statioas. The first vas a series of
unanticipated outages at +the Surry nuclear units that
required allocation of maintenance personnel to that station
on a priority basis. The Surry units case into service in
1972 and 1973 and during the first threa to four years of
their operation these units experienced a number of unusual
equipment problens that resulted in lengthy outages., MAr.
Daley stated, "Because we had to concentrate so many of our
most qualjfied onaintenance persorne)l at Surry, routine
maintenance at the fossil-fired units could not be performed
as pronptly as would have been desirable.® -The witness
testified that it was appropriate to focus all resources on
the nuclear units because getting <them into operation
avoided enormous amounts of fuel expense from the coal- and
oil-fired units.

The second reason offered by Mr. Daley was that since 1972
scheduled outages for maintenance work on the fossil-fired
units vere deferred due to delays in completion of the
nuclear units and forced outages of those.umits. Mr. Daley
stated, nghen the nuclear units were unavailable for
service, because of construction delays or unanticipated
outages, we Kkept our coal-fired units at Mt. Storm and
Chesterfield in service, even though they were scheduled to
come out of service for maintenance and, in fact, needed
maintenance. In several instances continuing to operate
these units, instead of taking them out of service for
maintenance, led to subsequent forced outages of these
units." The witness continued, "Hormally a fossil anit will
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be completely overhauled every three to four years, vith
other maintenance vork occurring between those =major
overhauls. Because we interrupted that normal schedule and
deferred such naintenance work on our large fossil units,
for the reasons I have just stated, our forced outage rates
on these units have increased. This is bound to occur when
scheduled maintenance is deferred."” dr. DNaley testified
that these practices were, nonetheless, appropriate because
it is less expensive in terms of fuel costs to operate coal-
fireéd plants than the higher gemeration cost units or to
purchase energy from other gtilities,

Mr. Daley testified that the trend of maintenance
expenditures for Chesterfield and Mt. Storm for +the period
1970-1974 shows a general increase in spending level at each
of these stations. In 1975 a significant increase in
naintenance expenditures was made at both plants to improve
unit perforpance and/or to reduce fuel costs., This was in
addition to the capital expenditures on those units. Hr.
baley further indicated that expenditures for 1976, 1977,
and 1978 continued at a high level and are expected to
increase substantially in 1979. According to Hr. Daley, the
najntenance expense for Ht, Storm should have increased in
1974 and subsequent years because of the third unit added in
1973, bhut the maintenance level for  Nt. Stora reflects
considerably more than the added expease for the addition of
one unit. Mr. Daley testified that, during the period of
1972 through 1978, Vepco increased its pover plant
raintenance staff from 411 to 780 people, an increase of
approximately 90%. An example of Vepco's efforts to inmprove
pecforpance was the major aodification ($8 million) to the
boilers of Mt. Storm 1 and 2 in 1974 and 1975. This was
done.to eliminate power house leaks.

Under cross-examination Mr. Daley was asked to read and
comeent -On passages from menoranda oh availability
inprovement provided to the Public Staff by bis superior,
Mr. Stallings. Mr. Daley stated that the author of the
comaents Mtook liberties in vwriting up this report here in
trying to get people's attention.® The £first passage
included the following:

"A gquick overviev of Vepco's performance over the last six
years using the availability yardstick shows that
{1) During suamer and winter peak seasoas since 1971, the
availability of large fossil units has declined £from 990
percent in the summer of 1971, to a low of 61.5 percent in
the winter of 1975-76. Since 1975-76 the availability of
large fossil wunits has been on the upswing but still is
not above 76 percent. (2) During the same period, the
availability of our other £fossil wunits has steadily
declined from a high of 93.5 percent in the summer of
1971, to =2 low of 73.5 percent in the winter of 1975-76.
Since that time, we have still only hovered atound the B0
percent mark. This is not nearly good encugh. (3) For
the entire periocd 1971-1977, the availability of our large
fossil units has averaged 71.25 percent. The Edison
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Electric Institute gives an average figure for these sanme
size units during t%is period of 80 percent to 85 perceat.
{4) For the entire period 1971-1977 +the availability of
our other fossil units has averaged 83.25 percent. The
Edison Electric Institute gives an awverage figure £for
these same size units during this period of B5 percent to
90 percent."”

He continued: "The coal mill problems outage was caused
by poor operating procedures on one mill and worn parts on
two others. The clinker in the ash pit vas caused by poor
combustion operation and lack of pulling bottom ash."

"Yfour major problea as of late has been tube leaks. There
vere a number of contributing factors to this situation.
A few were (1) no acid wash of the boiler either after the
long ceal conversion outage in 1975 or the turbine «rotor
failure outage in 1976, (2) running with only tvo of three
boiler circ punmps for much of the last three years. Thare
were other factors, but let us look to preventioa of this
in the future."

"Chesterfield 5 and Portsmouth 4 were both guilty of
burning up a generator im 1974%. Bothk should have learned
a lesson, but Portsmouth & burned up its generator again
in 1977. <Chesterfield 5 had better not. You make sure
the field voltage is on a correct value every time yvou
wounitor the control board. Most important is that you get
the generator core tenperature monitor in working
order..,."

Hr. Daley said that the clinker problem did not result
from poor combustion but because the tilts went down into
the pit and, vith the high ash content coal that was burned,
a clinker built up. The problem was corrected. Hrc. Daley
testified that the company had put in protective systems
that would preclude burning up adore generators. He
continued reading:

"Since 1973, the availability of Chesterfield Number 5 has
consistently been among the worst in our systenm. So far
in 1977, it is the worst. The upit has had its probless
but this up-coming retubing job will end all wiable
excuses for poor performance. Consider this job time for
retubing as your annuwal outage also. Do not ask for
another annual in 1978. Get all your work done this time,

"Taking into consideration a 100 day outage for retubing,
I see no reason why Chesterfield Unit 5 cannot have an
availability in 1978 of 67 percent. If your forced outage
rate cap drop to 8 percent or below, you can meet this
goal..."

Mr. Daley accepted that the availability of Chesterfield 5
for 1978 was 39%. HReferring to Chesterfield 6 he coantinued:
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"The £ire in 'E' nill was a result of poor operating
procedures. 'Ef and 'P! mills wvere almost coapletely
destroyed. Has a fire brigade been set up at
Chesterfield?

"The ground overvoltage outage was due to operational
neglect in not ansvwering am alarm ip 230 kv switchyard.

"You, of course, know about the preheater thrust hearing
outage and the poor upkeep that caused it."

Referring to Xt. Storm 2, Mr. Daley continued:

fgperations has gqgot to stay on top of these clinker build-
ups or w¥e are going to experience kore outages in the
future.”n

Mr. Daley testified that VYepco has taken aeasures, such as
putting a soot blower in the throat of the boiler, to
prevent this £from happening. After the clinker outage,
Vepco put in a vindovw so that the operator could look in to
see that =no clinker was forming. He stated that requiring
the operations personnel to go in and break up clinkers if
they formed, rather than maintenance people, had a good
effect.

Continuing, #dr. Daley read further concerning Portsmouth
L H

"of course, in Decenmber, Unit 4 began a long forced outage
for generator repairs. This outage was caused by
operational neglect.

"the scheduled acid wash lasted over 8§ days. This is much
too long. It should be no longer than 3 to 4 days.

HFor the second time in five years, operational neglect
destroyed the generator field on Unit &4.

"The two cases of generator field failure, one in 1973-74
and one in '77, were due t5 operational neglect.n

"Vepco has a number of units whose net available output
now falls significantly below their original rating. AL
present, the aggregate *lost' capacity is in the range of
350 Mw to 400 Mw. This loss adversely affects Vepco's
reserves and reduces the possibilities of removing
equipment from service for needed maintenance."

¥Yhen asked Aif he would not say that these passages would
indicate that operational neglect was present in these
outages, Mr. Daley replied, "No, I can't say that operations
did not contribute to the Portsmouth field failures.® Mr.
Daley agreed that the reports show a nubber of cases catsed
by operational neglect or negligence on the part of the
operators, but he stressed again that the documents were
prepared to bring the attention of people to problem areas.
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Under cross-examination by the Attorney Gemeral's office
Mr. Daley stated that of the 411 paintenance personnel in
1972, 42 were at nuclear stations and that of the 780
personnel in 1978, 268 were at nuclear stations. The
Commission notes that this reflects an increase of 40% in
maintenance personnel at fossil-fired plants during a period
when Vepco increased its fossil-fired generation by 45%, due
primarily to the addition of units at Mt. Storm, Possun
Point, and Yorktown.

Company witness Stanley Ragone offered djrect testimony in
general response to the Public Staff's charges that Vepco
has avoided negessary capital expenditures that would have
resuylted in iaproved heat rate and unit availability and
thereby reduced fuel costs. Hr. BRagone stated that the
Public Staff's charges are oot supported by facts, that
Vepco has made substantial expenditures for improvement of
operation and performance of generating units. He offered
Exhibit SR-4 to shov capital expeaditures beginning ia 1974
and projected for 1979. This exhibit shows $85 aillion
spent Aduring the 1974-1978 period and $73 million estimated
for 1979. HNr. Ragone described some of the expenditures:

$8.2 million spent in 1974-T75 for Mt. Storm umits 1 and 2
to reduce forced outages due to penthouse leaks. Hr. Ragone
stated that this expenditure bhad proved to be highly
successful.

$820,000 to purchase a new rotor for Mt. Storm 3 as a
result of turbine blading failure in 1976.

$130,000 for a spare induced draft fanwheel <for Nt.
Storm 3.

ocdered 11 replacepent high pressure feedvater heaters in
1977. Cost expected to be $3.3 million.

Ordered simulator facility for the nuclear units in 1975.
Facility completed in 1978 at a cost of about $5 million.

Ordered a System Operator Center in 1976 at a cost of over
$6 nillion. Conpletion expected in late 1979.

With regard to production maintenance expenses, Mr, BRagone
testified that these expenses have increased substantially,
from $13.7 amillion in 1973 to $61.2 million in 1978,

Under further direct Hr. Ragone responded to the Public
staff's charge of mnismanagement by referring to tvo
independent mnanagement audits of the Company, one perforaed
by Arthur D. Little Company in 1975 and the other by
Theodore Barry and Associates in early 1978. Both reports
had been retained by the Virginia State Corporation
Compission. Mr. Ragone read from the Little Beport:

NHe were favorably impressed with the managerial
capabilities of Vepco's panagement teanm. Vepco has



242 ELECTRICITY

developed a Danagement style which, while relatively
informal, has brought the participation of the many
technical specialties which are needed in the ruaning of a
utility to focus on and resolve long-range as well as
short-range probleas.”

"Wepco's managers are highly competent techinically. We
found few, if any, indications of other than high skill
and proficiency. Staffing levels are lean, therefore, in
the hody of the report we point out areas where additional
staff might be usefully employed.v

"In suzmary, we found no serious deficiencies ia the
company's past practices related to forecasting, systea
planning, engineering, construction, or fuel purchases
which led to poor management decisions in these areas.
Current and future conditions, however, call for some
procedural changes if management decisions are to continue
to be sound and in the best interest of the public. In
sunnary, we observed no significant shortcomings in
Vepco!s general opanagement; 1indeed we were favorably
impressed with the motivation, dedication and
effectiveness of its management team.®

Mr. Ragone stated that:

“"Arthur D. Little's rTeconnendations were implemented ‘as
soon as practical. Those recomaenda tions included
strengthening our forecasting activities; planning to
accommodate a range of future system lcad growth rates and
communicating the significance of such growth to
customers, employees, regulatory connissions and
investors; expanding in-house construction project
managenent; determining which plants should be converted
from o0il to coal and hov emission regulations would be
get; and increasing the staff of the Puel Resources
Department. Another recoamendation was that we obtain
additional supplies of uranium beyond those then covered
by contract.”

Concerning the Theodore Barcry Audit, Mr. Ragooe stated:

“rB & A primarily looked at construction activities and
did not specifically evaluate the restraints on management
of availability of capital and operating funds or
personnel required for the 95 TB & A reconnendations £or
inpproving Vepco's coastruction practices. All but 13 of
their recommendations had been started or investigated as
to feasibility prior to the TB & A Report. Ten had
already been completed. A number of the recommendations
had to be deferred bhecause of lack of manpower oF
capital."

"TB & A carefully conducted work force utilization and
productivity studies at Vepco's coastruction projects and
copcluded that '"Work Sampling . . . disclosed productivity
levels equal to or greater than those experienced on other
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projects. In addition this in-depth study pointed out
that onr salary levels and manning were below those of the
industry, which was true at the time because of the need
to keep expenditures down.. Since the TB & A investigation
at our construction projects, we have reviewed reports of
3 T & A investigations and one ot her management
consultant study at 4 other utilities and in all cases the
vwork force utilization levels for the Horth Amna and Bath
County projects far exceeded those levels at the other
utilities (Long Island .Lighting Co., Public Service
Electric 6 Gas, Washington Public Paver Service, and TVhA).
This was the second independent audit of Vepco managesent
in the past 4 years and, although both audits resulted in
some recommendations to improve operations, neither was
derogatory of Vepco management."

Mr. Ragone was asked if he had amny further general
comnents on the Public Staff's criticisas. He responded:

“In the testimony I have already given I have tried to
point out to the Conmission how the Public Staff's
criticisms are based on superficial review of statistics
and inconplete review of the relevant facts."

#The Public Staff charged that Vepco 'has badly abused the
fuel adjustment mechanism' by not imvesting capital to
lower fuel costs. The Public Staff made no mention of aur
connitment to nuclear energy and pumped storage hydro-
electric facilities, both requiring higher investment than
other base load and peaking altermatives. They could have
readily revieved our capital expenditures and improveneant
requisitions which are listed in our monthly financial
Leports. If they had dome so, they would have seen the
major capital expenditures made for the items I have
specifically gmentiocned and numercus other expenditures
made for improvement in the availability, reliability and
operation of our generating umits. The Public Staff has
also charged that we did not spend money to maintain our
facilities, but the testimony of Hr., Daley shovs
otherwise.”

"gith respect to operating statistics such as heat rate
vhich HMr. Bennett discusses, the Public Staff apparently
nade no inquiry into the causes for changes in heat rate
but simply looked at raw statistics and then published
charges of nismanagement and deliberate abuse of the fuel
cost adjustaent procedure.”

“The nembers of the Public Staff bave not had the
experience or the responsibility of operating a large,
complex electric utility system. ¥o one aspect of suoch a
system can be meaningfully evaluated ia isolation. As =ay
testimony has shown, there is an interrelationship among
the construction prograns, load forecasts, fuel
avajlability and price, availability of. capital,
environmental and other goverkment constraints, personnel
requiremerits, reliability of service considerations and
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innumerable other factors, large and small, that agust be
considered in the day-to-day and year-to-year operation of
a large utility system such as ours. There are also the
changes in the economy, interest rates, foreign political
and economic actioas, unusual equipment failures and other
events over which ve have no control and which we cannot
reasonably foresee. We must constantly make decisions in
light of all of these considerations, and those decisions
cannot properly be judged in hindsight on the basis of
their effect on a single or even a few aspects of our
operations.”

Under cross-examination Mr. Ragone was referred to his
statement that the Public Staff's criticism concerning heat
rate was unjustified and vas asked to read from the Vepco
Task Porce Report page II-3. Nr. BRagone responded:

"Heat rates on fossil units have increased substantially
over the past five years, Present staffing does not
perait sufficient attention to be focused on the
identification-and correction of heat rate problems at the
station."

Mr. Ragone agreed with the statement that a problen
existed but that that was December 1977 and since that time
there have been “"changes and modification.™

When asked what the changes were and vhether heat rate was
now inproved, the witness responded:

"Peedwater heaters weren't the only changes... On Ht.
Storm 1 and 2 in 1974 and 1975, we spent substantial
amount of money on water—air heaters which improved the
boiler effticiency. We spent the item, an ID fanwhezl,
induced draft fanvheel, reduces the outage time which
reduces the overall heat rate for the month because you
¥ill have less ‘start-ups and less shut-downs. We added
sone computer systems in 1978 and 1979 and bhavea't
finished them yet on Mt. . Storm. ¥e have added the
Chesterfield air pre-heater wash system on Units 4 and 5
in 1974 that clean the pre-heaters rtegularly which improve
the boiler efficiently. We went to low excess air firing
for both environmental reasons and improved efficiency on
Units Chesterfield 4, 5 and 6. ¥We had the new turbine
supervisory instrumentation on Chesterfield 1, 2 and 3
vhich helped in the start-ups and shut-dovwns. We had npew
computer replacements at Chesterfield 5. That is not
completed yet. We have got the Surry, a number of changes
that were ‘made at Surry.. In 1977 we bought a new rotor
for Portsmouth Ko. 3, that was bought in 1977 but I am not
so- sure it is in place yet., There are some other areas
that I know ve have done to improve the expenditures.
I can 1look them up, but these were all to improve the
efficiencies of the units, The new rotor for Mt. Stora is
obviously one. Without having one row of blades on the
rotor, you generally lose about 7 or 8 per cent of the
output, probably five per cent of the heat rate."
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When asked agajn whether heat rate had improved, Mr.
Bagone answvered:

"I would say they have increased but not necessarily
because of damage of thé units or maintenmance to the
units., I think they are due to a lesser use of the coal-
fired units, the fossil units which were obvious whea you
had the data like 50 per cent nuclear in the last three
mooths of 1978 which youn used as a base or the Staff used
as a base. That is one area. You,K will also have
different coal qualities, different operational gqualities
on both 1lov sulfur oil, high sulfur oil; you are adding
more and more station power when you add never
precipitators which wve are doing. When ve went to the
precipitator operations on Chesterfield 5 and 6, the
upgrading one om MH#t. Storm, those type things all
increased the pover output - excuse me - increased the
station powver. I admit it is only a small amount but it
still atfects heat rate. There are a nuaber of other
things that were done to meet air guality standards that
also increase power requirements and reduce the saleabla
electricity. Re had to meet the water quality, the
sewerage treatments and the drainage of outside of the
units. All of these things eat up power and are going to
reduce heat rate.”

Onder further cross-exanination Nr. Ragone was referred to
his comment under direct concerning the Public Staff's
charge that VYepco has avoided capital and maintemance
expenditures vhere such expenditures could lower fuel costs
so that the excess fuel costs will be recovered from the
ratepayers through proceedings pursuant to G.S5. Section 62-
134(e) rather than the company's seeking recovery in a
general rate case. The witness was asked to read from
page 2.1 of the study by System Developnent Corporation.
Mr. Ragone quoted:

"Sipnce Vepco vwill almost certainly lose some of the cost
recovery privileges it has enjoyed under the automatic
fuel adjustment clause, Vepco can no longer afford not to
imprave their reliability and efficiency of its power
plants. With a toned-down fuel adjustaent clause in
effect, the stockholders will begin to feel the impact of
low power plant productivity historically felt by the -
solely by the ratepayer. He stress this fact because we
are certain that the antomatic fuel adjustment clause will
soon become a thing of the past. With it will go the
luxury of deferring improvement projects at the expense of
decreased efficiency and increased fuel costs."

M. Ragone responded:

"and I will not accept that and I didn't accept it wvhen
the consultant's report was handed to me. The coasultant
was not «capable of making that decision. That's his
opinion., He was not hired for that. I don't believe bhis
expertise was along that line and he didn't - he made
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other comments in this report that I basically wash out of
oy mind because he didn't visit Surry. He nade couments
that we weren't pursuing certain things at our anuclear
plants that he didn't even investigate. So this report is
a wvery poor one. It was done, once you get it, it was a
poor one. I didn't accept it. When it came to nme, the
people that hired these, the people under my supervision
that hired them, I didn't know they hired them at the tine
but it was their choice, That's their prerogative but
when I read it, this man went - this group went wvell-
beyond their expertise.”

Under cross-examination Mr. Ragone was referred to his
direct testimony concerning the management audits perforamed
by Arthur D. Little and Theodore Barry. The witness agreed
that the Theodore Barry study dealt oply with engineering
and construction activities at the Coapany's Bath County and
Horth Anna pover stations. <Concerning the Arthur D. [Little
study, MNr. Ragone agreed that its purpose was to focus on
questions related to Vepco's planning, construction, and
fuel procurenment. He agreed that this had not been an audit
of the entire company's operations and that Vepco had never
had an audit of its entire operation. He stated that the
cost of such an audit could he better spent elsevhere. When
asked if he thought the Company could possibly learn froa
such an audit, Mr. Ragone gave an unresponsive reply.

BHr. Ragone was then directed to +the Vepco Task Porce
Report. Counsel for the Public Staff read statements £ron
the Report and asked the witness if he agreed.

1. "The present organization, vhich has had only minor
changes in the past five years to pmeet specific
needs, is not structured nor manned to respond as it
should to manage a system the size of Vepco.®

The witness said he agreed.

2. "The present supervisory training effort is not
adequate to provide the quality of supervision
needed."

The witness stated that he agreed.

- 3. "The overall maintepance cordition of our fossil
units is poor.*"

The witness stated that wvwas true in several of the
stations, that "Mt., Storm was in pretty good shape
maintenance-wise in '77-'78."

4. "The forced outage rates are higher than the industry
average and this factor coupled with low curtailment
as a result of equiprent problems has had an adverse
effect on the company's ability to naeet its load
requirements.®
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The witness responded that there was no question about
that.

5. “Heat rates on fossil units have increased
substantially over the past five years. The present
staffing does not permit sufficient attention to be
focused on the identification and correction of the
beat rate problems at the station.®

The witness ansvwered that he partially agreed because they
had not made a detailed study.

6. "Understaffed stations and continual long, overtinme
hours averaging 30 to 50 percent annually are driving
our maintenance supervision and work forces to the
point vhere they are unable to work effectively and
absenteeisn is beconing a problea.”®

The witness stated that he did not agree 100 percent
because employees are absent for tax reasons, not because
they are tired of working.

When asked if it is a good policy to plan maintenance so
that people have to work 30% - 50% annual overtime the
witness responded that it was not a good way to plan and
that it wvas never planned that way.

7. "VYVepca has a number of units whose met available
output now falls significantly below their original
rating. At present the aggregate loss of capacity is
in the range of 350 to 400 megawatts."

The witness stated that he agreed, but

"... you've got +to knov the reason. It dcesn't
necessarily have anything to do with maintemance. It
has a qgquestion of Chesterfield 5 and 6, the coal
availability, the coal quality that's obtainable now
compared to the others, all affected capacity. 0il,
some of the oil firing had an effect on the capacity
of the units and are in the process of modifications.
You can't just say this had anything to 3o with

maintenance. Some of it did. Some of it didn't.
The majority of 4it, I think, wvas due to other
things."

8. "New (and prospective) sapervisors are given little,

if any, supervisory development training.®
The witness stated that he did not necgessarily agree.

9. "There is no policy and procedures manual
delineating; (1) How the department is to operate,
(2) Desired 1lines of communication, amd (3) Specific
areas of responsibility.®
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witness responded that he did not think it was

‘necessarily desirable to have written instructioans om how to
operate a department.

10.

The

"Scheduled outages are not being planned in
sutficient detail to pernit an accurate assessment of
time, manpover and materials reguired to manage then
properly.n

vitness stated that he disagreed with respect to the

nuclear units and MNt. Storum.

11.

“Production O0&M does not have a comprehemsive formal
preventive maintenance program for the stations.”

The vitness stated that he agreed,

12.

"In some cases there have been shortages of critical
items once an outage has begun resulting in
excessively long outages or work not bheing done.”

The witness responded:

13.

The

"I think that that statement is correct but you've
got to know what they were talking about, fes, you
bad the boiler discussion. ¥e thought we had a
boiler problem that was only in the front wall of the
beiler. It turned out that after you got into it and
took the - and thoroughly investigated, the problen
was in more area than that. TYou try to keep your
maintenance costs to a minimum. ‘You also try to keep
your inventory costs to a minimum. The front wall of
these boilers, you bought in 10-foot wide panels, 60
to 80 feet long. You don't go around and just buy a
complete boiler wall. You buy what you think you're
needing. After you get in there it's possible that
you need something extra and it takes more than two
weeks to get it. I don't argue with that. 1In fact,
I can see, and I've been discussing with my people
recently, the cost of the inflation times and the
need to keep inventories down, you no longer can
depend on suppliers to even provide sinmple
maintenance items like valves nov. You might have to
go to a dozen places to get a dozen small four-inch,
five-inch valve."

"The current effort of patch and run on boiler-
related forced outages ruas counter to good
maintenance practice and in training that mechanics
and electricians receive during their apprenticeship
prograas.”

witness responded that this was not a policy, that it

vas a current effort, that it was a necessity,

"{that) otherwise we vould have had to buy power that this
company Would not lave been able to pay for, I don't
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believe. S0 you keep the uanits on the line to provide
reliable secvice, reliable service at the lowest practical
cost at that time. Sure, the decision to patch and run
vas a valid one. It was the only thing you had if 7you
didn't want, maybe, to put the 1lights out because of
outages on other units.n

14. "The tendency is to force units back into service
¥ith an absolute minizum level of repair wmaking it
very likely the coapany will suffer additional forced
outages because of repeat failures.”

The wvitness stated this was not true for the nuclsear
stations and Mt. Storm, but was true for the other stations.

15. "Unit performance and heat rate testing programs are
wveak at all stations and this situatjon is reflected
in our increasing system heat rate.m

The witness agreed that testing programs were weak but did
not accept that it was reflected in the increasing heat rate
because the Task Force had not done a detailed study.

16. "Power supply does not fully appreciate that another
few hours of down time can m@make the unit nmore
reliable and reduce the probability of a second
outage because of hurried and incomplete repairs the
first time.®

The witness ansvered that it was only partially true.
Counsel for the Public Staff then addressed Hr. Ragone's
attention to the Baerson Report, which had been comnissioned
by Vepco.

17. "... two operating philosophies orjginating at the
system level or higher, appear to degrade systenm
performance significantly: (1) Avoidirg the purchase
of power from other utilities seeningly takes
precedent over +the mpmaintenance of capital assets.
(2) #iniauer manning levels apparently are expected to
be aaintained even at the expense of unit
availability.n®

The witness responded that this vas done by necessity not
by policy.

18. ™"Several elements are syoptomatic of underlying
problems of organization, policy or procedure and one
is that the npaintenance costs are increasing as a
result of excessive overtine of maintenance
personnel. "

The witness stated that he disagreed, but accepted that
this same criticise had been made in thke Task Force Report.
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19, “Expensive repairs arising from incorrect operation
are resulting from the continued operation of
defective equipment.”

The. witness agreed that expensive repairs had arisen from
incorrect operation, but that he didn't know that defective
equipment was ever operated knowingly.

Z0. "Marginally repaired equipment returned to service
prematurely necessitating a repetition of maintenance
work."

The witness stated that he didn't disagree.

2l. "A sense of frustration and low morale at all levels
of the org-anization."

The witness agreed that this was partially true but not
necessarily due to maintenance.

22. M"Most of the problems identified with generating
stations are associated with the maintenance
function. The function 1is neither well-managed,
productive nor effective.™

The witness responded that problems were due to operations
and maintenance, that the function was as well-managed as it
could be under the circumstances, that his people were
productive and ",,. I think there was some effective -~
whether they were completely effective, ..."

23. "There 1is little or no delegation of authority and
most major decisions are made in the system office.
Virtually all station managers and superintendents
reported that they do not have the degree of
authority consistent with assigned responsibility."

The witness responded, "That's a good sign." When asked
about delegation of authority with respect to promotion and
transfers, Mr. Ragone responded:

"Prometions and transfers are discussed with the, with the
superintendents of the station, They're asked to put
those people on the list they'd like to see done. We
review, The personnel department adds people's names that
are top-level people that they believe ought to be
considered for the promotions and transfers and then it is
reviewed. They then are told, yes, we went along with
your recommendation or ne¢, we didn't, and there's no
question that if you went with their ability of only
promoting from within, within a given station, vyou're
going to find out that you're going to have nepotism to
the effect that the people will not listen to the
supervisors that work up through those same ranks and
that's the only man that the station superintendent might
want to promete. So this is always going to be a problem
and you can't have the station managers having final say
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so on who they particularly want. They can recommend.
They can give their arguments to the top people and
hopefully they can sell it and hopefully get the man that
they want but you can't live with that. 1I've been through
that too many times.®

When asked why station managers or superintendents cannot
make purchases over $100, Mr. Ragone responded:

"That's not true. That statement is wrong. They can make
purchases under & local purchase order, each item on the
sheet can be $50. I think we may have upgraded that
because of inflation. Those local purchase orders are
very carefully contrelled and the/ reason that you've got
to have some control, we've got a purchasing policy manual
that's Jjust been reviewed. That ‘purchasing policy manual
was very carefully thought out originally. It was
reviewed by Price Waterhouse as to the proper procurement
policies and you've got to abide by those procurement
policies if vyou're going to control expenditures and
contrel the question of purchases, You can't have every
person. in the system buying without competitive bids,
without keeping the process and the dollar values correct
or you're going to go down the drain.”

"purchases, they have -~ 1if they want to make purchases
over a hundred dollars, sure, they have to call somebody."

"I can't visualize where they need very many purchases for
over a hundred dollars., They've got supplies. They're
supposed to recommend the supplies that ought to be in the
storeroom., They're the ones that recommend those. They
also, on major items, it has to be cleared through the
front. This is a control point.” -

“"They may want to buy $5,000 worth of valves that we've
got at Portsmouth that they could bring to Chesterfielid
before they cut the old cnes out and the system would know
that., There may be $50,000 worth of bearings that they
want te buy that may be available.”

"You still have procedures that they have to follow. If
you start letting them deviate from preocedures, you'll get
in trouble. The procedures we have established have been
thoroughly investigated. We went out and paid Price
Waterhouse to revise the purchasing orders. Those
purchase and procurement manuals have been issued. We
have a group, a task force within the company to review
such things as should that number be raised to $500. If
so, the task force can make the recommendation. It comes
to me and I can change the procedures manual. You can
blame the procedures manual on me but you've got to abide
by it if you're going to keep the auditing and the price
controls and the operation of this company in a valid
condition. We've had a plant manager that we had to fire
because of improper following of procedures. You're going
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to find a bad apple occasionally and if you don't have the
procedures, you'll never find him.,"

When asked about delegating disciplinary responsibility,
Mr. Ragone responded:

"They have the right to suspend any employee without
contacting anybody. The firing of people or the
termination of their employment or the laying off of
people that affect their salaries, I don't think ought to
be the decision of one man. You could have that man that
doesn't like this individual and penalize him three weeks
off when somebody else at another station who's less
demanding may only give the guy one day off and that will
create morale problems that you can't see. Discipline, he
has every right to suspend that man, contact the system,
find out what the policies have been. He can argue with
it or he can present his story that I think the man ought
to be fired or that man ought to be laid off for three
weeks and here's the reason. The system can say, but we
just had a similar case in Tidewater and we thought that a
week was satisfactory. If the fella can argue and say his
case 1is a little different and he thinks that three weeks
is necessary because thls gquy is a real bad apple, we'll
go along with it. We also have a union contract that
requires that certain specific procedures be followed .and
if that fella follows that under the discipline
procedures, he will then suspend him and discuss with the
management of the company, the system management.”

24, "A universal problem in the maintenance area is a
lack of parts and material for all types of
maintenance work. Not only are parts not available
when you need it, but the requ1sitlon1ng process is
slow and cumbersome.

The witness responded that it was not slow and cumbersome
because authority wasn't delegated, but because of the way
it was originally set up. He stated that lack of parts and
materials for maintenance work was a universal problem in
every power station in the United States.

25. "Not only is the material situation a serious ocne
from the present day viewpoint but it iIs understood
that a certain amount of cannibalization of equipment
is taking place which can cause all sorts of unseen
problems in the future."

The witness responded,

"I don't know that cannibalization of equipment has taken
place which could cause all sorts of unforeseen problems.
Yes, there has been - I don't call it cannibalization."

26. "One wvery serious problem in the maintenance area is
lack of a preventive maintenance program.”
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The witpess responded that the Company had a "preventive
naintenance program philosophy® hut wasn't able to utilize
it.

Hhen asked if the lack of a preventive maintenance progranm
vas one of the reasons for low unit availability and high
heat rate, Mr. Ragone responded,

T dJdon't agree that +that's the reason the heat rate's
high. It may be that the availability is 1low, That's
partially true of heat rate.n

When asked if a good preventive nmaintenance program
wounldn't increase unit efficiency, Mt. Ragone responded that
that wouldn't necessarily be true.

Fhen asked if sound nmanagement wouldn't dictate a
preventive maintenance prograa, Er. Ragone responded,

“To set up a preventive maintenance program and not have
the aoney to run it and not have the people to rum it and
not have the reserves to do it is sort of like putting the
windov dressing on nothing. Yes, we've got a preventive
maintenance prograsa. We've always had the idea of
preventive maintenance but because of the chanpges that
occurred in the 72-77 period of tipe with the nuclear
units taking more and more time, the inability to get the
proper maintenance forces, the ipability to get thea, the
inability to get construction workers to do the |
maintenance or outside contractors to do it, all affected
the preventive maintenance prograa.”®

When asked if he were saying that in 1976 and 1977 the
Coapany couldn't afford a preventive maintenance progras,
Mr. Ragone replied,

"Il Jdidn't say that. I said we couldn't get the manpover
and the people and we couldn't do the preventive
maintenance that we had bhecause of other things, the
outages of equipment and other things that were really
beyond our control at that instant in time on the nuclear
units and the aine—mouth units.®

27. YA problea which exists throughout the station, as it
does throughout +the department, -is the lack of
sufficient management and supervisory training for
all levels of supervision. Some supervisors have
been to charm school but almost everyone who has
experienced it has very little good to say for its
effectiveness, For those who have been given this
training, in all too many cases, it was givem soze
years after they were moved into supervision.”

The wvitness responded that this didn't mean the Company
vas without a good management training program. He went on
to say,



254 ELECTRICITY

"I tell you what this is. This is a disgruntléd couple of
Supervisors that vere probably jiavolved .in the
chastisement we gave to thea for improper policies and
improper handling and it's coming back because of comments
they made."”

Fhen asked if the Task Force Report and the Emerson Report
wvere not highly critical of Vepco in several significant
aceas of operation, Mr. Ragone answered,

"I think Eperson was critical. I think our task force was

. making recommeandations. I didn't think they vere
critical. I think they wvere given the task of making
reconmendations, That's why they were sent out to do it..
They were supposed to make recomnendations. If they'd
come back and said everything vas all right, I kaev they
would be lying., Cause.I was familiar with a lot of these
problees. It vas the purpose of it. These probleas
originated in 74, 75, 76.v

Under cross-examination by the Attorney General's office,
Mr. Ragone was asked if heat rate has been a matter of
concern to Vepco. The witness responded affirmatively, that
it had been a personal concern of his since 1948.. HNr.
Ragone was referred to bhis repeated statement that a
detailed study is necessary to deternine the reasons for a
decline in heat rate, and then asked if, in fact, any such
study has been made by the Company prior to the dinitiation
of these proceedings. The vitness responded,

"T think it would be.a lot of wasted dollars spent when
you can gather the same information -from monthly tests and
try to review the test values on the unit. I think you
will get a better condition under those circunstances,
better monitoring procedure, it is what vas recommended by
the task force, it is what we used to have and it sort of
got out of use of not keeping up the test programs by the
efficiency engineers at the stations, that has all been
corrected."

Oonder further guestioning about heat rate . improvement, Nr.
Ragone replied that efforts toward improvement were all
favorable from a procedural standpoint. When asked about
the standpoint of results, -Mr. Ragone testified that it
would be 4 to 5 years to see results.

Opon review of the evidence presented, the Coamission
fipds that Vepco's fossil-fired: gemerating efficiency as
neasured by heat rate is poor. It is poor when cozpared to
that of other electric utilities and poor when conpared to
that of the company in prior years.

The Commission further finds that the generating
efficiency of Vepco's Nt. Storm units and Chesterfield Onits
5 and 6 as measured by availability, equivalent availability
and capacity factor is poor. It is poor when compared to
other industry units of couparable size and vintage, and
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poor when compared to prior years.

These £findings alone, however, do not establish that the
Conpany's fuel expenses are unreasonable and should
therefore be partially disallowed.

The Company does not dispute that its fossil-fired heat
rate is coanparatively poor or that heat rate is a measure of
generating efficiency. The Coapany's position, essentially,
is that a statement about heat rate, be it a coamparison
hetwveen wunits, between companies, or between years, is
superficial. The Conpany contends strongly that it is
necessary to search out the underlying causes for heat rate
differences, since such causes may be, and im their case
are, totally Justifiable. The Company's position is
essentially the same regarding other wseasures of - plant
operation such as availability, equivalent availability, or
capacity factor. The Coapany again contends strongly that
one aust look at vhy the units have been unavailable for
service or have operated at a lov level.

The Commnission agrees with Vepco. Although we would like
to see favorable heat rates and capacity factors, we accept
that poor levels should £irst invoke scrutiny, not
criticism. Only after review of the underlying causes can
criticism be justified. In fact, we have adopted precisely
this approach in ocur Order in Dockets No. E-2, Sub 316; E-7;
Sub 231; E-22, Sub 216, Power Plant Performance Revizw,
wvherein this Commission rejected the concept of an automatic
penalty based solely and onpathematically on low capacity
factors for nuclear power plants. Instead, this Conpission
adopted a ™rigger—level®" at which point the utility assumed
the burden to explain and justify why their nuclear units
vere operating at lov levels.

Thus, the question facing this Comaission is clear cut.
bBo circumstances and underlying causes justify the Company's
poor heat rate and availability?

The Public Staff's case is basically in two parts. First
is the evidence as to what Vepco's heat rate and
availability are and have been, as presented through
vitnesses Williams and Tucker who sponsored this portion of
the Public Staff's Report., This evidence is factual, as we
have already stated, and need not be reviewed. Second is
the evidence put forward to shov that said performance is a
result of ipproperly coordinated, planned, staffed, and
funded maintenance activities. This consists of internal
Vepco reports, authored by Company personnel and outside
consultants, and the testinmony of John Rossie, an outside
expert, who reviewed the Public Staff's case and
investigated filed data for Vepco's Nt. Stornm station.

We find that Mr. Rossie's testimony streagthens the Public
Staff's case. His many years as an expert in the field lend
credibility to the approach takem by the Public Staff;
namely that they have investigated the pertinent factors
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necessary to gauge pover plant performance. Additionally,
Mr. Rossiet's investigation of Mt. Storm, while not in great
depth, - nonetheless adds weight to the Public Staff's
contention that Baintenance activities rather than
justifiable factors, such as unit loading due to demand, are
the cause of Vepco's poor heat rate and availability.

The Company's case rests in the testimony of vitnesses
Bennett, Daley, and Bagone. Br. Bennett criticized the
Public Staff's conclusions concerning heat rate and
availability, and offered his own studies. Mr. Daley
reviewed circumstances at the plants, the activities of his
Task Force, and the actions Vepco is novw taking. #4r. Ragone
gave direct testimony in general-respomnse to the charge that
the Conmpany has avoided expenditures that would have
inproved heat rate and availability and thereby reduce fuel
costs, ' plus considerable testimony under cross-examibation
in defense of his actions and those of the Company against
the evidemce provided in the internal Company reports.

In his analysis of factors affecting the Company's fossil-
tired heat rate, Mr. Bennett places great emphasis on the
change in unit 1loadings with the explanation that this
effect arises fronm the additions of nuclear units to the
systen. Mr. Ragone also takes this position. Yet, evidence
vas presented that showed other utilities which added
cosparable amounts of nuclear capacity were not necessarily
afflicted with vorsened heat rate. The evidence also shovws
that during the period Mr. Bennett investigated, the average
heat rate for the Company's fossil-fired steam units changed
less than thke heat rates for the large, low generating cost
units which one would expect to have been loaded nore
bheavily if possible (2.7% for the fossil-fired average fronm
1973 to 19773 17.5% and 10.7% for Chesterfield CPrits 5 and
6, respectively; and 2.7% 3.6% and 11.6% for Ht. Storm
Units 1, 2, and 3, respectively). Mr. Bennett's argument,
concurred in by Hr. Ragone, is also in conflict with the
company's position, as stated by Mr. Daley, that the nuclear
units were consistently experiencing outages during this
period which required reliance on the coal-fired units more
than @g@ight otherwise have been the case. Additionally, ve
find Br. Bennett's availability study £flawed. His sole
comparison of Vepco's 10-year average availabilities against
EEI 10-year averages can be of little.value because a 10-
year average canouflages precisely what is of
interest: namely, the trend over time in the performance of
the Compaay's generating units,

The testimony of Mr. Daley provides the perspective of an
enployee for over twenty years on the operations and
naintenance side, of the person now responsible for this
department, and of the individual who served as chairman of
the Task Force that candidly spelled out to top managezent
vhat +the departmoent's problems were. Mr. Daley says,
basically, that for several years problems at the nuclear
units put a drain or maintenance resources at the fossil-
fired wunits and, £fucther, that the unavailability of the
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nuclear units reguired the coal-fired plants to be pushed
beyond their maintenance linitations; as a result,

performance has suffered. Management set up a Task Force
and called in consultants; as a result, changes are now
being made. We can understand the circumstance of a
transient drain on. maintenance personmnel, but not why the
situation vas alloved to persist for several years. We can
also accept that scheduled maintenance could be Jjustifiably
deferced on occasion and for a brief period, but we cannot
accept the prudence of naintenance deferral as a policy..
MCc. Daley's Task Force recommended orgamizational changes in

December 1977, concurred in by Emerson in February 1978.,
Yet, reorganization at the power stations did ot conaence
until January 1979. We cannot help but ponder whether these

changes were not influenced by the initiation of these
proceedings in September 1978. Concerning efforts to
improve plant performance, Mr. Daley cites Chesterfield S5,

stating that its availability was adversely affected by its
conversion back to coal in 1975 and that the replacenent of
a portion of the boiler tubing im 1977 and 1978 has
eliminated one of the major problems impacting avajlability.

We note the aemorandun to Mr. Daley from his superior im
1977 which states that the retubing job "... will eand all

viable excuses for poor performance...®™ (and that even with)

"a 100-day outage for retubing, 1 sSee no reason vhy
Chesterfield Unit 5 cannot have an availability in 1978 of

67 petrcent.” Yet, the evidence reveals that for 1978

Chesterfield 5 had an availability of 239%, only one
percentage point above its 1977 level. Evidence was offered

by Vepco that for March and April 1979 Chesterfield 5 had

availability factors of 97% and 99X, respectively. Yet, in
reports being filed with this Comaission by Vepco as a
result of these proceedings, vwe £ind that Chesterfield 5 had

capacity factors belov 29% in ©both months. April is of
particular interest because the Company bad no nuclear.
generation inm this nmonth hence there can be no way that
Chesterfield 5 should not have been operating at Rmaxioum

loading. Mr. Daley, as well as Hr. Ragone, point to
exanples where Yepco has expended time and money to improve
plant performance. The Public Staff does not contend, nor
do we believe, that Vepco has done nothing, but rather that
the Company has failed to come even close to doing snough.

In support of his position that the Company has made
substantial expenditures for improvement of operation and
performance of its plants, MNr. Ragone referred to ‘his
exhibit which shows $85 milliorn spent during the 1974-1978
period and $73 nmillion estimated for 1979. However, in out
review of this exhkibit wve find that 1less than half, $33
million, was spent on the fossil units, vhich is the point
of contention herein, and less than half, $31 aillion,
estimated for 1979. Hore specifically, of the $33 million,
less than half, $15 million, was spent at H#t., Storm and
Chesterfield; the Company's base-load fossil units during
this period. We do not accept that $15 million over a five-
year period 1is a substantial asount of money for a company
vhose fuel costs, recovered from ratepayers through fuel
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adjustment surcharges, are in the range of $500 million
annually. On average this is approximately one-half of one
percent per Yyear. Mr. Ragone trepeatedly criticized the
Fublic Staff's conclusion concerning heat rate because, as
he stated, they had performed no detailed study of the
causes. Yet, vhen asked by the Attorney General's 0ffice if
tike Company had ever performed such a study prior to the
initiation of these proceedings, Mr. Bagone said no, that it
was not necessary, that all one had to do was to review heat
rate test curves (i.e., graphs of heat rate versus loading
levels vwhich an electric utility periodically produces).
Thus, the question we ask ourselves: if such Company test
curves show that heat rate at a given loading is as good as
it was in prior years and therefore that current annual heat
rates differ fror prior years only due to operatioas at
lower loadings, why did the Company not offer such evidence
into the record? The ansver appears to be in Mr. Behnett's
testimony wherein he stated that the Company's heat rate
test curves contained so many discrepancies that he cogld
place no confidence in theam and hence did not use them. ' The
Connission is thus confronted with the inescapable
conclusion that Vvepco did no detailed studies nor has Vepco
been equipped with any form of monitor to gauge the’
performance of its generating units, despite the fact that
since 1968-1970 each and every one of its fossil-fired units
has experienced serious and systematic deterioration in heat
rate. #ith regard to the internal reports and Nr. Ragone's
response thereto under cross-examination, we are of the
opinion that these reports, authored by Company perscanel
and two outside consulting firms, speak for theaselves, as
do Mr. Ragone's responses, and need no specific comment by
us.

The Compmission finds the testimony of Company witnesses
Bennett, Daley, and Ragone unpersuasive. He conclude - that
the evidence is overvhelming: that for several years Vepco
has improperly coordinated, planned, staffed, and funded the
paintenance of. its fossil-fired stations and this thas
resulted in poor generating efficiency as measured by heat
rate at each fossil-fired steana station and as measured by
availability, equivaleat availability, and capacity factor
at Mt. Storm statiom and Chesterfield Units 5 and 6.

EVIDENCE AND CORCLUSIONS FOR PIKDINGS OF FACT NOS., 18 AND 19

The Public Staff proposed adjustaents to Vepco's allowed
fuel charges to remove cxcess costs related to poor plant
availability and heat rate. The Commission has reviered the
Public Staff's proposals and the Company's response thereto,
and concludes that adjustoents shonld be made as follows:

The adjustment for availability should shift generation
{Kwh) from higher cost sources to Nt. Storm Units 1, 2, aad
3 and to Chesterfield Units 5 and 6. These are Vepco'ls
lovwest operating cost fossil-fired units and should be in
operation second only to the nuclear units. Specifically,
in test periods where these coal-fired units have operated
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at capacities belov national averages, generation should be
assigned to them to the extent necessary to reflect
operatiorn at mnational average capacity factors., 1n such
test periods, generation should be assigned from
(1) generation via purchases, (2) generation above 250 hours
per tihree months froam conbustion turbine units, and
(3) generation above 30% capacity from oil-fired steam
nnits. The aminima used for the cowbustion terbines and the
oil-fired units <cTeflect levels necessary Efor systesa
operating stability. The capacity factors used for the
Chesterfield and Ht. Storm units should be the 1976 EEI
averages for units of comparable size and vintage. These
ares 60.94% for Chesterfield 5, 56.88% for Chesterfield 6,
and 59.50% for Mt. Storm 1, 2, and 3. These data should be
used until such time as @more curreat EBRI data become
available.

The adjustment £for heat rate should apply to all fossil-
fired steam units and should be made after adjusting Efor
availability. V¥e conclude from the evidence presented, that
the Company's 1970 annual systea fossil-fired steam heat
rate (10,172 BTU/Kvh) should be used as the reference point
to which the Company's system fossil-fired steam bheat rate
for test periods under consideration should be adjusted.
Specifically, the burned-fuel costs for total fossil-fired
steam generation should be reduced by the ratio of 10,172 to
test period heat rate. The Conpany contended that it would
be improper to adjust a three-ponth figurfe against an annual
figure; however, upon analysis of the evidence and the
Coapany's argument, we conclude that the Company's position
lacks merit.

For each period under consideration herein, the adjustment
to total company fuel costs for availability and heat rate
is: '

BE-22, Sub 239 February $ 9,846,741
E-22, Sub 240 #arch 11,414,098
E-22, Sub-281 . April 15,227,978
E-22, Sub 242 May 20,357,086
E-22, Sub 243 June 18, 874, 194
E-22, Sub 2u4 July 16,544,563
E-22, Sub 244 July-Deceaber 35,548,777

For each period under consideration herein, the amount
Yepco "bas over collected is: :

E-22, Sub 239 February 0.118¢/Kwh
E~22, Suad 240 March 0.218
E-22, Sub 241 April 0.147
E-22, Sub 242 HMay 0.248
E-22, Sub 243 June 0.259
E-22, Sub 244 July 0.224

These amounts have been computed as shown by schedules
wvhich follow.
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Based upon the investigations and hearings in this docket,
the Conmission has determined that Vepco's apadagement bhas
performed inadequately in the areas of planning and
maintenance of its generation facilities. As a result, the
Comnission is paking downvard adjustments to Vepco's rates
coasistent with the mazimum amount shown by the evidence and
permitted by law and consistent with the excess costs
estimated to have been imposed and being imposed on Vepco's
customners by the Conpany's inadequate planning and
maintenance of its generating facilities.

The imposed downward adjustments are threefold. First is
2 refund to Vepco's custoners to reflect overcollections in
fuel expenses from Februwary through July 1979. Second,
current base rates are reduced. Both of these ad-justments
reflect what +the rates should have been, absent those poor
planning and maintenance practices by Vepco identified in
detail heretofore. Third, rates after December 1980 vwill be
further adjusted to reflect the savings that would have
begqun to accrue aftéer that date had Vepco observed prudent
and timely planning in thé conversion of several of its oil-
fired dgenerating units to coal-fired use. on a total-
conpany basis, the refund would be approximately $31 million
and the reductionm in current rates would be in excess of $82
willion annually. The additional rfeduction in rates ordered
to begin after 17 months would be in excess of $10 million
annyally. Translated to Vepco's custoners in North Carolina
end upnder our jurlsdlct1on, the refund is approxxnately $1.6
pillion and the reduction in current rates is in excess of
$4.1 nillion on an anaual basis. The additional rednction
beginning after 1980 would be in exzcess of $500,000
apnually.

While these downwvard adjustments in rateés are significant
and are the maximum that can be imposed under the General
Statutes of North Carolina, they will not result in Vepco's
retail rates being comparable at this time to thoge of other
electric utilities serving WNorth cCarolina. Nor can this
- Coamission preclude Vepco (or other electric utilities for
that matter) from £iling for increased rates in the future
based on increased costs due to inflation in our econony..
However, in future rate proceedings, this Conpission iatends
to consider adjustments for excess costs as detailed in this
docket. As a result, it can be anticipated that Vepco's
rates during the next few years will be significantly less
than they othervise would be. During these heariugs the
Public Staff projected that Vepco's rates in the future will
attain closer parity with those of neighboring utiljities as
Vepco moves away froms its heavy dependence on expensive oil-
fired generation. Based on the Public Staff's projections
and the Comnission's downward adjustments as made herein, we
anticipate Vepco's retail rates beconing comparable in the
1983-84 time frame to those of Carolina Power & Light
Conmpany.

Furthecnore, the Coanission will carefully consider in
future rate proceedings, Vepco's rate of return on
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stockholders' equity during the future periods that Vepco
must continue to rely on a high percentage of expensive oil-
fired generation. While Vepco's management cannot
justifiably be criticized for making wvhat was not an
unreasonable business decision in the late 1960s and early
1970s to rely on a substantial amount of oil-fired
generation due to the projected economical advantage of oil
over coal at that time, neither does it appear to the
Commission that Vepco's stockholders should enjoy more than
a very minimum return while their ratepayers are bearing the
burden of the higher cost of these oil-fired plants.
However, as required by the General Statutes of HNorth
Carolina, the Commission must withhold judgment on the
determination of an appropriate future rate of return
pending the hearing of further evidence in any gemeral rate
case that may be filed in the future. The Comamission would
point out that the rate of return on stockholders'
investment alloved in Vepco's last general rate case was
approximately 10% less than that allowed to the other major
electric utilites serving the public in North Carolina.

These actions as a composite should provide sufficient
incentive to Vepco to improve its operations in the areas
outlined in this Order. Assuming the Public Staff's price
projections are accurate and we have no reason to doubt that
they are, Vepco's present and potential customers should see
"a light at the end of the tunnel®™ in terms of reaching
parity with rates being paid by other North Carolinians for
electric utility service.



Virginia Electric and Power Company

SUMMARY STATEMENT OF OVERCCLLECTION OF FUEL COST

Line Sub 239 Sub 240 Sub 241 Sub 242
fio, Item Febryar March April Ma
[€)] [12] <) - _fﬁf [ei

1. Actual fuel expenses#($) 98,619,168 106,902,934 126,883,396 162,556,157
2. Commisslon adjustment ($) 9,845,741 11,414,098 15,227,978 20,357,086
3. pifference (§) 88,772,421 95,483,836 111,655,418 142,199,271
4, Test period sales (mwh) 8,877,607 8,509,410 9,389,041 10,417,032
5. Fuel cost L3 2 L4 {¢/iuh) 1.000 1.122 1.189 1.365

6. base fuel component “**{¢/kwh] 1.327 1.327 1.327 1.327

7. Difference (¢/kvh) { .327) { .205) { .138) .038
8. FAC L7 x 1.06383 (¢/%wh) ( .348) { .218) { .7a1) .00
9. FAC Properly billed *##{¢/kvh) { .348) { .218) { .1a7) 0

10. FAC Actually billed #**+(¢/|wh) 230 0 0 .248
n. Overcollection (¢/kuh) .18 -218 47 .248

* Per Covipany applications.

** Per Commission Order in Docket No. E-22, Sub 238 for the billing months of February, March, April, May and June;

per this calculation for bi11ing months July - December.

A% L3 except when smaller than 0.700 ¢/kwh.

“*+* Entry for July reflects FAC.of .205 ¢/kuh plus .241 ¢/kwh increase {n base fuel component,

Sub 244
sub 243 Toas Tusi - sub 204
June Cnm%;nent _J\HI:‘__
167,531,008 299,716,040 172,432,684
_IB,818,198  35,54B,77  _16,504,563
143,659,814 263,767,263 155,888,08)
10,667,742 19,258,808 9,863,767
1.3 100 1.579
067 - 209
o7 - .222
o - 222
259 - .6
259 - 2z

c9g
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ADJUSTMENT TO VEPCO SYSTEN ENCRGY COST

Test Period-Actual

September, October, November

E-22, Sub 239

Test Period-Adjusted
noe in Tota apacity al

Burned ur pac ota nae in
Generation Fyel Fucl Facto fencration Generation Factor Burned Fuel Burned Fuel
(W) (8) ($/mwh) (%) M _(ten) T I I N
NUCLEAR
lsiorr.h Iln;u 1 1,537,190 7,533,244 1,537,190 7,531,244
urry 1, 2,978,784 14,121,103 2,978,784 14,121,103
TOTAL HUCLFAR STEAM TR TR T TSSO v ming
FOSS1L-C0AL
Dremo 3,4 133,614 2,457,981 133,614 2,457,981
Chesterfield 5 87,596 1,715,499 19.58621a 12,04 87,596 1,715,499
Lnesterfield 6 306,826 6,008,946 19584214  21.35 58,619 365,445 25.43 7,156,953 1,148,007
Ht. Storm | 460,814 6,515,384 14.182260  38.15 257,798 718,612 59.50 10,191,542 1,656,158
Ht. Storm 2 673,684 9,554,362  14.182260  55.78 44,928 718,612 59.50 10,191,542 637,180
At 3torm 3 667,965 9,473,252 14.1822%0 54,82 58, 744 27,709 59.50 10,320,557 847,195
TOTAL COAL 2,330,499 35,745,424 2,751,598 ﬁ:oat,nu
FOSSIL-CIL
Chesterfield 1 33,154 833,712 25.146641 27.11 33,156 831,712
Chesterfield 2 28,477 716,101 25.146641 17.86 28,477 716,101
Chosterfield 3 64,015 1,609,762 25,146641 29.31 64,015 1,609,762
Cnesterfield 4 82,274 2,068,915 25,1454} 22.69 82,274 2,068,915
cnesterfield 6 {ai1) 54,455 1,369,360 25.146641 ( 54,455) 0 0 0 (1,369,360)
Portsmouth 1 40,620 B43,304  20.760812 18.41 40,620 843,304
Ports=auth 2 100,427 2,084,946  20.760812  45.53 ( 3,252) 66,175 30.00 1,373,847 ( 711,099)
Portsroath 3 239,977 4,982,117 20.760812  67.82 (133,835) 106,142 30.00 2,203,594 (2,778,523)
Fortsmouth 4 ] 9 U] 1] 1]
Possum Point 1 17,629 398,792 22.621384 10.91 17,629 198,792
Possum Point 2 39,357 890,311 22.621184 26.12 39,357 890,311
Pessum Point 3 81,113 1,834,838  22.621384 36.77 i 14,938) 56,175 30.00 1,496,970  ( 337,918)
Possum Point 4 185,675 4,186,653  27.621184 36.37 ( 32,413) 152,662 30,90 3,453,326 (733,227
Possum Point § 580,549 13,132,822  22.621384 33.02 (53,119 527,436 30.00 11,931,332 (1,201,490)
Yorktown 1 163,016 3,291,470 20.191088  44.96 ( 54,253) 108,763 30.00 2,196,063 (1,095,427)
Yorktown 2 155,214 3,133,940 20.191088  41.81 ( 43,830y 111,384 30.00 2,248,965 { 884,975)
Yorktovr 3 501,503 10,125,891  20.191082 2%.07 501,503 10,125,891
THTAL DIL 2,396,855 51,302,983 1.343,766 41,390,355
TOTAL FOSSIL STEA4 4,697,354 87,248,408 4,697,354 84,425,039
HYDRU 80,560 80,560
CORUSTION TURSTHES 17,987 831,466 17,987 831,466
PURCHASE & [1TERCHANGE (143,233) _(1,462,077) (141,233) (1,462,077)
TOTAL CHERGY SuPPLY 9|!i!!66} ws.znlus 0 o,lulu: 10!.“01"5
Fossil-Fired Steam Fossil-Fired Steam Test Period
Heat Rate Generation lleat Rate Total Availability Adjustment T BI3.3657
Monti Stu/kain) (Mwih) {Btu/Xwh) Heat Rate Adjustwent to Total Fossi] Steam
10,1721 .095 - 1y x 83,423,009 (1,053,372
Suptomber 11.174 1.752,113 R
detuber 11,066 1,481,231 i1,095
Norevmber 11,031 1,462,010 TOTAL ADJUSTHENT

€92
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HUCLEAR
Rorth Anna 1

Surry 1,2
TOTAL NUCLEAR STEAN

FOSSIL-COAL
Bremp 3,4
“Chesterfield 5
Chesterfleld &
Mt, Stem 1
‘Ht. Storm 2
Mt. Storm 3

TOTAL COAL

FOSSIL-0IL
Chesterfield 1
Chesterfield 2
Chesterfield 3
Chestarfield 4
Chesterfield 6 {(oi1)
Portsmouth 1
Portsmouth 2
Partsmauth 3
Partsmouth 4
Possum Paint 1
Possum Point 2
Possum Point ]
Fossun Point 4
Possum Pofnt 5
Yorktown 1
Yorktown 2
Yorktown 3

TOTAL OIL

TOTAL FOSSIL STEAM
HYORD

COMBUSTION TUREINES
PURCHASE & INTERCHANGE

TOTAL ENERGY SUPPLY

Fassi1-Fired Steam

Generation
Hah

1,875,483
2,709,207
T,70%, 550

237,237
32,163
389,71
213,741
703,198
707,380
2,281,430

33,979
35,652
101,165
43,815
75,747
17,275
137,323
267,826

a

32,357
55,591
99,016
235,402
671,530
152,292
160,417
691,876
2,811,251

5,094,713
111,117

40,304
(232,257)

9,398,527

ADJUSTHENT TO VEPCD SYSTEM ENERGY COST

Test Period-Actual

urned
Fuel,

9,084,188
- 11,854,314

F0.530, 567

4,016,138

591,756
7,170,312
3,013,407
9,920,349

9,979,347
34,693,913

873,940
916,970
2,601,963
1,126,922
1,948,213
347,055
2,758,618
5,380,624
[

714,265
1,228,008
2,187,261
5,200,030

14,834,098
3,061,069
3,225 382

1],99:.721
50,310,823

95,004,750
1,735,682
{5,289 188)

113,389,146

Fossi1-Fired Steam

Heat Ra Generation
Month (Btu/Kwh) {twh)
October 11,066 1,483,271
Hovember ’ 1,462,010
Ducesber 10,822 2,149,472

18.398669
18.398669
14.107760
14.107760
14.107760

25.719991
25.719991
25.729%91
25.719991
25.719%91
20.085993
20.0835393
20.085%9%

22.089599
22,089999
11.089999
22.009999
22.089999
20.099999
20.093999
20.099399

Getober, Movember, December

4.3
24,83
17.31
37.39
7.2

27.48
12,11
45.82
11.95

.15
61.58
T4.08

[1]
19.80
36,49
44,40
43.76
37.78
41.35
42.75
8|0

vest Parfed
Heat Rate

{Btn/Kwh)

10,953

£-22, Sub 260

ange 1n
Generation
{¥ah)

278,740
512,788
23,711
28,327

( 24,923)
{ 75,747)

{ 70,421)
{160,317)

( 9.883)
1| 32,114)
( 81,063)
(138,298)
( 42,304)
¢ 47,809)
(150,033)

Test Period-

]
Generation
{Iwh}

1,675,483
2,709,207
30,550

237,137
3z,183
668,471
118,309
724,309
713,707
3,126,396

13,979
13,652
66,240
43,815

0
17,215
66,902

107,308

0

32,357 -
45,706
66,902
154,339
333,232
109,958
112,608
34].8!3
)!?SﬂlllT
5,004,713
11,17
40,304
(232,297)

§,198,527

apacity
Factor
3

A6.0L
39.50
59.50
59.50

30.00

30.00
30.00

30.00
30.00
30,00
30,00
30.00
3o.c0
30.00

Total Availability Adjustment
Heat Rate Adjustrent to Total Fossil Steam
€10,172/10,953 - 1) x 90.008,692

TOTAL ADJUSTHENT

usted

ota
Burned Fuel
— 8

9,034,188

11,834,314
5,938,507

4,016,134

591,756
12,198,977
10,249,413
10,249,413
10,39, 178
7,784,875

73,940
916,970
1,703,692
1,126,912
0

347,035
1,384,060
2,155,818
.o
714,766
1,009,643
1,477,865
3,409,348
11,779,095
2,210,156
2,263,471
10,691,044
52,223,817

90,008,692

1,735,682
(4,289,188)

108,393,688

Change 1n
Burned Fuel
8

3,128,443
7,334,008
328,868
399,631

a
0
( 1898,271)
€1,948,213)
[:]

1,514,758}
(3,225,786)
0

0
( 218,360)
¢ 709,398)
€1,790,682)
{3,033,003)
( 850,913)
( 960,961)
(3.015,663)

]

{ 6.418,040)

(11,414,098)

I——==
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ADJUSTMENT TO YEPCO SYSTEW ENERGY COST
Hovember, December, January

E-22, Bub 241
Jest Perjod-fctual Test Perlod-Adjusted
Burned Burned Tapacity ange In Tota Capacity ots anne 1n
Genetation fuel Fuel Factor Generation  Generation Factor  Burned Frel Borned Fuel
{rawh) s {$/iwh) Wh {tah) (1) _{8)
RUCLEAR
!orth ?nm 1 1,660,127 9.008.3!: 1,660,127 9,008,339
urry 1,2 2,075,250 11,872,237 2,875,250 11,872,176
TOTAL RUCLEAR STEAH THETT WY TRy Wiy
FOSSIL-COAL
firemo 3,4 339,004 3,699,000 335, 084 3,699,000
Chesterfield 5 43,087 818,420  18.974398 3,08 256,938 310,023 42,17 5,808,800 3,070,380
Chesterfield 6 397,139 7,543,B76  18.9943980  27.34 429,230 826,389 56.88 13,896,927 8,133,031
Mt, Storm | 0 0 13.760698 [} 126,509 126,509 59.30 9,957,270 9,997,270
M. .;:lorm ? ;Ju.zsi 10,180,638  13.76D693  60.47 738,381 10,160,538
MEt. Storm 3 05,11 9,702,820 13.7606%3  51.03 30,595 735,708 59.30 10,123,829 421,009
TOTAL COAL 2,212,827 3,924,754 ' 3,676,094 57,566,465 *
FOSSIL-0IL
Chesterfield 1 3, 670 933,198  26.916588 28,08 34,670 931,198
Chesterfield 2 61,305 1,650,121  26.916%88 38,09 { 12,950} £8,35% 30,00 1,301,531 ( 2&8,570)
Chesterfield 3 118,658 3,191,369  26.916588  93.74 ( 52,418) 66,240 30,00 1,782,955  (1,A10,914)
Chesterfield 4 0 0 26.918338 a [ L]
Chesterfield & {o11) 96,608 2,600,277  26.9163B8 { 95,40%5) 0 o (2,600,277)
Portsmauth 1 43,473 850,369 19809102  19.48 £3,42) 860,169
Portsmouth 2 146,093 2,932,389 19,8090  66.41 { 81,191) 66,902 30.00 1,315,268  (1,608,321)
Portsmouth 3 273,148 5,410,617 19.809102  76.36 (143,029) 107,309 20,00 2,123,495  (3,205,122)
Partsmouth 4 809 16,025  19.809102 .16 BD9 16,025
Possum Point 1 52,366 2,157,437 22.018738  32.17 ( 3,548) 49,018 30,00 1,099,313 (  78,122)
Possum Point 2 72,535 1,597,129 22.012738 47,63 ( 26,029) 43,106 30. 00 1,008,388  { 590,741)
Possum Point 3 108,356  2,386,74) 22.018738 48,61 ( 41,498) 66,902 30.00 1,473,097  ( 913,646)
Possum Point & 327,83 7,220,693  22.018736  63.74 (173,595) 158,339 30.00 3,398,350 (3,822,343)
Possum Point § 728,530 16,041,311  21.p18738 50,99 (195, 298) 533,232 30.00 11,741,095  (%,300,218)
Yorktown 1 161,225 3,260,613  20,223989  47.99 ( 51,267) 109,958 30.00 2,223,790 (1,036,823)
Yorktown g 167,325 3,383,979  10.22398%  4A.59 ¢ 54,717) 112,608 30,00 2,277,383 (1,106,596)
Yorktown 965,068 19,517,525  20.22398%  53.43 (423,225) 341,843 30.00 10,958,727 (8,559,208)
TOTAL BIL 3,360,300 72,163,695 1,981,374 42,302,706
TOTAL FOSSIL STEAM 3,383,122 106, 038, §49 5,657,418 1po,069,170
HYIRO 204,693 204,695
COMBUSTION TURBIHES 59,637 2,113,005 59,657 2,713,003
PURCHASE & INTERCHANGE 75,196 2,166,727 { 74,296) 0 0 (2,166,272)
TOTAL ENERGY SUPPLY 10,437,145 131,848,796 D 10,457,145 123,662,750
Fossi1-Fired Steam Fogsil-Fired Steam Test Perlod -
Heat Rate Geperation Heat Rate Total Avaflability Adjustment (8,186,006)
Month [Btufkwh) (twh) (Btu/kwhi Heat Rate Adjustment to Total Fossil Stesm
- (10,172/10,942 - 1) x 100,069,170 (7,041,912)
Noveaber 11,051 1,462,010 ' *

Deeenber 10,822 2,149,472 10,942
Jonuacy 11,008 1,971,640 TOTAL ADJUSTHENT (15.227,978)

SILVH
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ABJUSTHENT TO VEPCO SYSTCH ENERGY COST

Test Period-Actual

December, Janusary, February
E-22, Sub 242

Test Perlod-Adjusted

urng Burne: Capacity Change In ota apacily ota
Generation Fuel Fual Factor Generatfon  Generatfon Factor  Burned Fuel
(Hoh) {51 {$/1h) b3 {Hwh} {thh}) {1} _{$)
RUCLEAR
Korth Anna 1 :.568.131 8,573,186 1,568,337 8,513,186
Surry 1,2 356,559 10,051,130 2,346,459 10,051,130
TOTAL MUCLEAR STEAM TOTITR Tisnmg THTEIvE b iy
FOSSIL-COAL
Bremo 3,4 409,731 6,853,684 409,731 6,833,684
Chesterfield 5 77,561 1,612,948 20,80123)  10.78 360,783 438,329 60.94 9,117,783
Chesterfield § 348,330 7,265,694 20801233 24,51 460,094 808,424 56.88 16,816,216
Ht. Storm 1 0 e 13,977617 0 710,716 710,716 39,50 9,934,116
=L. storm 2 ;1:.5:9 10,037,732 13.971617  60.12 718,129 10,037,732
t. Storm 3 1 10,513,898 13.977617° 61,59 745,061 10,413,098
TOTAL COAL 2,298,777 3,163,956 3,830,370 63,173,429
FOSSIL-0IL .
Chesterfield 1 18,339 971,977 25.352174 31,10 { 2,051 36,268 30.00 919,980
Chesterfield 2 99,762 2,529,184  25.352174 63.27 { 52,458) 47,304 30.00 1,199,260
Chesterfield 3 121,270 3,226,571  25.352174  5B.92 ( 62,870) 64,800 30.00 1,642,821
Chesteriield 4 59,826 1,516,719  25.352174 16.59 59,826 1,516,719
Chesterfield 6 {o11) 100,865 2,557,147 25.332174 (100,865) o, 0
Portsmouth 1 76,951 1,515,475 19,696628  35.27 76,951 1,515,673
Portsmouth 2 152,731 3,008,286 19.696628 70,01 152,731 2,008,286
Portsrouth 3 277,992 5,475,505 19.696628  79.44 277,992 5,473,503
Portsmouth 4 2,083 159,208  19.696628 1.61 8,083 159,208
Possum Point 1 82,721 1,833,153 22.160010  31.7% { 34,771) 47,952 30.00 1,062,617
Possum Point 2 94,781 2,100,348 22,160010  63.59 { 50,069) 05,712 30,00 990,818
Possum Point 3 145,366 3,221,312 22.160010  £5.6) { 79,918) 65,448 30,000 1,450,328
Possum Polnt & 381,877 8,462,198  22.16001G  75.88 {230,893) 150,985 30.00 3,345,807
Passum Point § 935,006 21,163,119 22,160010  54.92 (270.335) 684,679 39.38 15,172,493
Yorktown 1 209,331 4,303,551  20.558594 58,38 209,331 4,303,551
Yorktown 2 165,734 3.407,256  20.558594 45,13 165,734 3,407,258
Yorktown 3 1,060,458 21,801,527 20.558594  §0.02 1,060,458 1,800,517
TOTAL OFL 5,037,103 87,252,918 3,153,373 56,971,853
TOTAL FOSSIL STERM 6,335,875 123,416,384 6,983,643 130,145,282
HYDRO 289,262
COMEUSTION TURBINES 166,975 7,690,833  46,059187 { 43,215) 123,750 250 hra 5,699,899
PURCHASE & IHTERCHANGE 604,543 17,198,581 (604, 543) L] 0 0
TOTAL ENERGY SUPPLY 11,311,451 166,910,618 0 11,311,451 154,469,497
Fossi1-Fired Steam Foss11-Fired Stesm Test Perdlod
Heat Rate Generation Heat Rate Total Availability Adjustment
Month {3tu/¥wh) () (Bu/Knh) Heat Rate Adjustment to Total Fnssil Stean
(10,172/10,829 ~ 1) x 130,145,2
December 10,822 2,149,472
Japvary 11,008 1,971,640 10,82%
February 10,667 2,214,763

TOTAL AMUSTHENT

9982

anae 1n
Burred Fuel
8

7,504,835
9,570,522
9,934,115

{ 51,997}
( 1,329,924}
{ 1,583,750}
(

2,557,147}

ALIDIHLOATH

{ 1,990,9M4)
(17,198,581)

(12,461,117)
( 7,895,969)

(20,357,086)
=



ADJUSTIENT TO VEPCO SYSTEM ENERGY COST

Test Period-Actual

January, February, Horch
E-22, Sub 261

Test Pertod-Adjusted
Chame 1n Tota Capacity ota Change 1n

Burned Burned Capacity
Generation Fuel Fuel Factor Generation  Generation Factor  Burned Fuel Burned Fuel
{iwh) [ /1) (x) (Mwh)_ {Iwh} {7} $)
NUCLEAR
;lorth »:.n;! 1 1,353,280 7,710,647 1,553,200 7,710,657
urry 1. 1,879,288 9,353,436 1,874,785 9,353,436
TOTAL NUCLEAR STEAM TIIMT YT ER oo Py
FOSSIL-COAL .
Bremo 3,4 409,364 6,849,332 409,364 4,849,352
Chesterfield 5 136,895 3,140,935 23.00255%  19.03 301,434 438,319 60.94 10,081,688 6,933,753
Chesterfield 6 285,602 6,109,526  23.002559 18.67 542,812 0B, 474 36.08 18,393,821 12,486,29%
ME. Storm 1 0 0 13,721205 0 710,718 710,716 59.30 9,751,880 9,751,880
:t. glom 2 740,715 10,163,301 62.01 740,713 10,163,503
t. Storm 3 730,536 10,021,834 60,39 710,538 10,023,834
TOTAL COAL 2,783,112 36,295,150 3,838,058 63,867,078
FOSSIL-D1L
Chesterfield 1 46,361 1,210,015  26.099283  38.33 ¢ 10,074} 16,288 30.00 947,091  { 262,924)
Chesterfield 2 117,038 3,054,600  26.099283 76,23 { 69,734) 47,304 10.00 1,234,600 ( 1,820,007)
Chesterfield 3 12,1 3,465,280 26,0998 61.47 ( 67,973) 64,800 10.00 1,691,234  { 1,774,046)
Chesterfleld 4 138,766 3,621,693  26.099283  38.70  31,198) 107,568 10.00 2,807,448  ( B14.243)
Chesterfield 6 {oi1) 97,197 2,541,992 26.099283 ¢ 97,397 0 0 0 ( 2,561,992)
Portsmouth 1 83,900 1,831,800 20.605171  40.75 88,900 1,831,800
Partsmouth 2 152,312 3,138,415 20.60517) 69,82 152,312 3,139,413
Portsmouth 3 261,921 5,396,927  10,605173 74.85 261,921 5,396,927
Portsmouth 4 g,083 186,552  20.605173 1.61 8,083 166,352
Passum Point T 62,264 1,599,321 23.42B476 £2.711 { 20,311) 41,952 30.00 1,123,442 ( &475,879)
Possun Point 2 98,912 2,317,357 23.428476 66,37 { 34,200) 44,112 30.00 1,047,535 { 1,269,823)
Possum Point 3 157,691 3,694,460  23.428476 72,28 { 92,243) 65,448 10.00 1,533,347 ( 2,161,113)
Possum Point 4 364,139 8,531,222  23.L28476  72.35 (157,067 207,012 4114 4,851,382 ( 3,679,340)
Possum Pofnt 5 884,833 20,730,289 23.428476 50,89 384,803 20,730,289
Yorktawn 1 241,996 5,295,195 21.8813)2 67,49 241,996 5,295,19%
Yorktown 2 105,215 2,302,254  21.8B1132 28,85 105,215 2,302,284
Yorktown 3 959,477 20,994,613  21.801332 54.30 959,477 20,994,631
TOTAL QIL 3,026,079 T§%,892, 003 3,323 881 75,092,134
TOTAL FOSSIL STEAH 6,207,191 126,187,151 7,161,965 140,539,212
HYDRO 391,061 291,061
COMPUSTION TURBIRES 144,959 6,825,355  47.429530 { 21,209) 113,750 250 hre 3,869,811  { 1,005,934)
PURCHASE & {MTERCHANGE 931,565 _23,505,586 {933,569} 1] 0 (23,305,586}
TOTAL ERERGY SUPPLY 11,109,861 173,632,167 0 11,209,881 163,492,706
Fossi1-Fired Steam FossTi-Fired Steam Test Period
Heat Rate Ceneration Heat Rate Total Availability Adjustrent (10,135,461)
Honth {Btu/kwh) [Hwily) [Btu/Kvh) Heat Rate Adjustment to Total Fossil Steam s
Januar 0 640 {10,172/10,846 - 1)} x 140,559,212 (M)_
Februsty 15:9% 1301543 10,846
Mazch 10,874 2,020,788

TOTAL ADJUSTUENT

(18,874,194)

SALVH

L9E8



ABJUSTIENT TO VEPCO SYSTEN ENERGY COST

Test Period-Actual
urn
Generation Fuel
[twh) €3]

HUCLEAR
;brth .iknga 1 1,039,810 5,144,950
urey 1, 800,983 4,180,507
YOTAL HUCLEAR STEAR TE0eT Tt
FOSSIL-COAL
Bremo 3,4 350,857 5,124,156
Chesterffeld 5 173.80% 3,917,912
thesterfield 6 323,404 7,401,859
Mt. Storm 1 67,791 903,411
El‘.. Storm 2 775,493 10,334,571
t. Storm 3 788,470 10,507,481
TOTAL COAL 2,519,821 99,449,350
FOSSIL-0IL
Chesterfield 1 50,923 1,343,031
Chesterfield 2 109,868 2,898,160
Chesterfiefd 3 132,006 3,481,495
Chesterfield 4 206,005 5,433,892
Chesterfield 6 {ol1) 101,446 2,675,512
Portsmouth 1 60,903 1,322,09)
Portsmouth 2 147,109 3,193,204
Portsmouth 3 272,646 5,918,160
Portsmouth 4 1,274 157,8%2
Possum Point 1 64,191 1,615,352
Possum Point 2 96,382 2,425,432
Passum Polnt 149,852 3,770,993
Possum Point 4 350,571 £,822,042
Passum Point 5 862,785 21,711,794
Yorktown 1 251,016 5,842,747
Yorktown 2 50,244 1,169,499
Yarktown 3 £92,11) 20,765,112
TOTAL 0L 305,30 92,516,470
TOTAL FOSSIL STEAN 6,325,209 131,995,860
IIYQRO 409,617
COMBUSTION TURBIKES 115,191 6,476,190
PURCHASE & [WTERCHANKGE 1,328,653 31,541,569
TOTAL EWERGY SuppLY 10,039,527 179,335,076

February, March, April
E-22, Sub 244

Test Pertod-Adjusted

Fossi1-Fired Steam

Heat Rate
Hanth (Btu/Kwh]
February 10,667
HMarch 10,874
April 10,808

Foss{1-Fired Stean
Generation
Hwh

2,214,763
2,020,758
2,089,658

urne BpaT anne In ofa apacity
Fuel Factor Generation Gengratton Factor
{$7itah) 1 (Mwh) {Mwh} 3
1,039,870 5,144,950
880,583 4,180,507
130,857 6,324,136
22987343 24.44 259,655 433,459 60,94 9,920,726
22.887345  23.01 476,018 799,442 56.88 18,297,105
13.326418 5.74 635,028 702,819 59.50 9,366,060
65.65 775,495 10,334,57L
65.92 788,470 10,507,481
3,890,552 64,750,099
26.373762 42.57 50,923 1,343,031
26.373762  70.47 109,888 2,898,160
26.373762 61.80 132,006 3,481,495
26.373762  58.11 206,034 5,433,892
26.373762 (10L,458) a 0 1]
21.706386  28.23 60,908 1,322,093
21.706386 68,19 147,109 3,193,204
21. 306386 78,79 272,646 5,918,160
21.706306 1.46 7,274 157,892
23.1658380 40.61 64,191 1,615,352
25.164780 65,40 96,382 2,425,432
25.164780 69,46 149,852 3,110,993
25.164780  7D.84 350,571 8,922,042
25.164780 50.18 862,785 21,711,794
23.276392  70.79 251,016 5,842,747
23.276392 13.84 50,244 1,169,49%
23.276392 51.06 892,113 20,765,172
3,703,942 89,870,958
7,594,484 154,621,057
409,617
47.903294 € 11,443) 123,750 250 hre 3,928,033
23,739473 1,257,832 70,82) 1,681,300
0_ 10,019,527 171,555,847
Test Period
Heat Rate Total Avaiiabilfty Adjustoent
[Btu/Kwh) Heat Rate Adjustment to Total Fossil Steam
(10,172/10,783 - 1) x 154,621,057
10,7181

TOTAL ADJUSTMENT

[] anne in
Burned Fuel Burneg Fuel
%) )

5,942,014
10,895,246
8,462,649

( 2,675,512)

{ 543,157)
{29,860.269)

(T, 785, T0)
{ B,761,334)

(16,564,561)

892

ALIDIHILOATH



ADJUSTHENT TO YEPCO SYSTE!N ENERGY COST
Hovember, December, January, February, Harch, April

E-12, Sub 244
Jest Perlod-Actual Test Period-Adjusted
te o Bgrngd n:rn?l’ Capociiy Change :n GeTuta . capacity Total Change tn
neration ue ue Factor Ceneratlon neration Factor  Burned Fvel  Burned Fuel
{th} 3] ($/1mh} (%) (L)1) (Hwhj (1)
KUCLERR
Sorey 1z Loein  anbie T 1831383
very 1, 7
TOTAL HUCLEAR STERM i AT L7 2) vic T
FOSSIL=COAL
Oremo J,4 729,941 12,023,156 129,941 12,023,156
Chesterfield 5 216,891 5,567,559  21.05923 14,99 664,638 881,529 80.94 ‘18,364,329 13,996,170
Chesterfleld & 720,563 33,174,508 21.039238  25.21 908,268 1,623,831 36,88 34,238,762 19,084,254
Mt. Storm 1 67,791 917,230 13.330263 2.82 1,361,537 1,629,328 59.50 19,339,186 18,421,956
Ht. Starm 2 1,513,876 20,483,144  13,530265  63.02 1,513,876 20,483,144
Ht, Stom 3 1,493,581 10,208,547 13.530265  6L.06 1,493,481 20,208,547
TOTAL TOAL &, 742,683 73,378,144 7,614,086 128,857,123
FOSSIL-01L
Chesterfield 1 85,593 2,273,274 15.5%9104 35.1% ( 12,614) 12,919 an.00 1,938,178 ( 333,096)
Chesterfleld 2 171,193 4,546,7)  25.339106 53.99 { 76,059) 95,14 30.00 2,326,674 { 2,020,059)
Chesterfleld 3 250,664 6,857,412  26.539106  57.70 ( 120,384) 130,320 30.00 3,461,183 ( 3,196,229)
Chesterfield 4 208,035 3,472,019 25.559106 28.57 206,004 5,472,009
Chesterfield 6 {of]) 158,051 3,260,057  26,359106 { 198,051) a o 1] { 5,260,0%57)
Portsmouth 1 104,341 2,168,213  20.780085  123.78 104,361 2,168,215
Partsmouthn 2 155,202 6,134,323  20,780085 67.28 293,202 6,134,323
Portsmoutn 3 565,796 11,341,646  20,7680085 77,36 545,794 11,341,646
Portsmauth 4 8,083 167,965  20.7800RS .80 8,083 167,965
Possun Point 1 116,757 2,769,765 23.7II416 36,32 ( 20,310) 96,437 30.00 1,187,724 { 4B2,041)
Possum Point 2 168,917 4,007,129  23,722676  56.36 ( 78,996) 89,921 30.00 2,133,148 { 1,B73,981)
Possum Point 3 258,248 6,126,282 2).7)3476 58,86 { 126,625) 131,623 30.00 3,122,426 { 3,003,858)
Possum Point 4 678,505 16,095,818 23,727476 67.08 { 374,859) 303,646 30.00 7,203,234 { 9,892,584)
Possum Polnt § 1,591,315 37,749,932 23.722476  45.51 { 520,624) 1,070,691 30,06 25,399,442 (12,350,490)
Yorktown | 412,241 8,940,980 21,.680673 57,47 512,241 B, 940,950
Yorktown 2 217,569 4,718,703 21688671  29.46 217,569 4,718,783
Yorktown 3 1,857,181 _40,279,792 21.688673  52.17 1,857,101 40,279,792
T0TAL OIL 7,165,608 164,710,165 5,637,196 127,295,770
TOTAL FOSSIL STEAM 11,908,331 238,084,309 13,311,282 232,152,89% 16,068,585
HYDRO 614,310 614,310
CGBUSTI0H TURBINES 194,850 9,189,195 194,850 9,189,195
PURCHASE & THTERCIMNGE 1,402,951 _33,708,296  24.026709 1,402,951) [ 0 {33,708,296)
TOTAL ENERGY SUPPLY 20,496,672 311,187,872 0 20,436 672 191,548,161
Foss11-Fired Steam Foss11-Fired Stesm Test Perfod
Heat Rate Generatfon Heat Rate Total Avaflability Adjustoent 119,639,710
Honth (Btu/ Knh) {1h) [Rtu/¥wh) Heat Rate Adjustrent to !otal Foss!l Steam
Nov. = Jam. 10,942 5,583,122 L0857 (10,172/10,857 - 1) x 252,152,8% {15,905,066)
Feb, = Apr. 10,781 6,325,209 '

TOTAL ADNUSTHENT {35.548,777)
_—

SHLVH
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270 ELECTRICITY

IT 15, THEREFORE, OBDERED:

1. That Vepco shall refund to its North Carolina retail
customers an apount egqual to the sum of 0.118¢/Kwh for
consuaption during the month of Fektruary, 0.218¢/Kwh for
consumption during the wmonth of #Harch, 0.147¢/Kwvh for
consuaption during the month of April, 0.248#£/Kvh for
consuaption during the wnmonth of Aay, 0.259¢/Kvh for
consumption during the month of June, and 0.2242/Kwh for
consumption during the month of July.

2. That the refunds referred to hereinabove shall be
pade within 45 days of the date of this Order and shall be
in the form of a credit to custonmers! bills or a refund
check for custoper$ no longer receiving service. That total
amounts less than $1.00 as coumputed in Ordering Paragraph
Fo. 1 for customers no longer receiving -service shall be
placed in the North Carolina Escheat Fund.

3. That Vepco shall file revised tariffs to reflect a
reduced and adjusted base fuel component of 1.370£/Kwh in
Docket ©No. E-22, Sub 244, for the billing months of August
through December 1979.

4, That for billing periods after December 31, 1980,
vepco shall file fuel expenses showing an adjustnent to
reflect coal-fired generation from Chesterfield Units 2 and
4, Portsmouth Units 3 and 4, and Possup Point Unit 4,

5. That Vepco shall include im all bills containing the
credit referred to hereinabove, or with all refund checks,
the notice provided by Appendix A of this Order.

ISSUED BY ORDER OF THé COMMISSION.
This the 31st day of August, 1979.

NORTH CAROLINA UTILITIES CQMMISSION
(SBEAL) Sandra J. Webster, Chief Clerk

APPERDIX A
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of
Virginia Electric and Power Company -
Investigation of the Causes of tne High
Cost of Retail Electric Service in North ) NOTICE
Carolina and Applications by Virginia ) TO CUSTOMERS
Electric. and Power Company for Authority )
to Adjust Its Electric Rates and Charges )
Pursuant ta G.S. 62-134 ({e) )

By Oorder dated July 31, 1979, the North Carolina Utilities
Coomission ordered Vepco to make refunds to its custoaers to
reflect disallowed total-company fuel expenses of $31
million in the determination of Vepco's rates for the
billing months of Pebruary thraugh July 1979. Refunds to
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customers will be based on their consumption during that
period. For exanple, the refund is $12.14 for customers
using 1,000 Keh each month. The Coammission also ordered
Vepco to reduce its rates to North Carolina retail custonmers
to reflect a disallowance of $41 nillion in total-company
fuel expenses used to determine Vepco's rates for the second
half of 1979. The Commission also found that Vepco should
be able to have five of its oil-fired plants converted to
coal use by no later than the end of 1980. Beginning then,
if the plants have not already been converted, the
Coamission will adjust Vepco's rates to remove erxcess fuel
expenses assoclated with the oil-fired gemeration. It is
expected that this adjustment on a total-company basis would
be in excess of $10 million annually.

The Comkission's action comes as a rCesult of an
investigation initiated in September 1978 in response to a
request by Governor James B. Hunt, Jr., and concerns
expressed to the Commission by the Commission Panel which
heard Vepco's request for a rate increase im the summer of
1978. The investigation was conducted by the Coanission's
Public Staff who subsequently presented their results and
recommendations during two weeks of public hearings before
the Commission in May of this year.

Based upon the investigations and hearings in this docket,
the Commission determined " that VYepco's mwmanage@ent has
performed inadequately in the areas of planning and
maintenance of its generation facilities. As a result, the
Conmaission is making downvard adjustments to Vepco's rates
consistent with the paximum amount shown by the evidence and
permitted by law and consistent with the excess costs
estimated to have been imposed anpd being imposed on Vepco's
customers by the Company's inadequate planning and
maintenance of its generating facilities.

The imposed downward adjustments are threefold. PFPirst is
a refund to Vepco's customers to reflect overcollections ' in
fuel expenses from PFebruary through July 1979. Second,
current base rates are reduced. Both of these adjustments
reflect what the rates should have been, absent poor
planning and maintenance practices by Vepco. Third, rates
after December 1980 will be further adjusted to reflect the
savings that would have begun to accrue after that date had
Yepco observed prudent and timely planning in the conversion
of several of its oil-fired generating units to coal-fired
use. For Vepco's customers in North Carolina and under this
Commission's jurisdiction, the refurnd is approximately $1.6
million and the reduction in current rates is in excess of
$4.1 million on an annual basis. The additiomal reduction
beginning after 1980 will be in excess of $500,000 annually.

While these downvard adjustments in rates are significant
and are the paximum that can be imposed wunder the General
sStatutes of North Carolina, they will not result in Vepco's
retail rates being conparable at this time to those of other
electric utilities serving North Carolina. Hor can the
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Conmission preclude Vepco (or other electric utilities for
that matter) from filing for increased rates in the future
based or increased costs due to inflation in our econoay.
However, in future rate proceedings, the Comanission iaotends
to consider adjustments for excess costs as detailed in this
docket, As a result, it can be anticipated that Vepco's
rates during the next fev years vill be sigpnificantly less
than they otherwise would be. During these hearings the
Public Staff projected that Vepco's rates in the futare will
attain closer parity with those of neighboring utilities as
Vepco moves away from its heavy dependence on expensive oil-
fired generation. Based on the Public Staff's projections
and the Comnission's downward adJjustments, Vepco's retail
rates are expected to become comparable in the 1983-84 time
frame to those of Carolina Power & Light Company.

Furthermore, the Commission will carefully comrsider in
future rate proceedings Vepco's rate of returcn on
stockholders' equity during the future periods that Vepco
nust continue to rely on a high percentage of expensive oil-
fired generation. Hhile Vepco's management cannot
justifiably be criticized for making vhat was not an
unreasonable business decision in the late 1960s and early
1970s to rely on a substantial amount of oil-fired
generation due to the projected economical advantage of oil
over coal at that time, neither does it appear to the
Commission that Vepco's stockholders should enjoy more than
a very ninimum return while their ratepayers are bearing the
burden of the higher cost of these oil-fired plants.
However, as required by the General Statutes of HNorth
Carolina, the Copmission must withhold 3judgment on the
determination of an appropriate future rate of return
pending the hearing of further evidence in any general rate
case that may be filed in the future, The Commission would
point out that the rate of return on Stockholders!
investnent allowed in Vepco's last general rate case was
approximately 10X less than that allovwed to the other major
electric utilities serving the public in North Carolina.

These actions as a composite should provide sufficient
incentive to Vepco to improve its operations. in +the areas
outlined in this Order. Assuming the Public Staff's price
projections, Vepco's present and potential customers should
see "a light at the end of the tumnel" in terms of reaching
parity with rates being paid by other Rorth Carolinians for
electric utility service.

DOCKET ¥O. E-22, SUB 239
BEFORE THE NRORTH CAROLINA UTILITIES COHMISSION

In the Matter of
Application of Virginia Electric and
Power Company for Authority to Adjust ) NOTICE
its Electric Rates and Charges ) OF DECISION
Pursgant to G6.5. 62-134 {e) ]
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BY THE COMHISSION: The Commission bereby gives notice of
its January 31, 1979, decision approving a fuel charge
credit of $2.40 per 1,000 Kvh for Vepco for the February
billing month. A written Order will be issued in the near
futyure,

The Commnission gives notice that it has determined that
the issues of heat rate decline and conversion of plants
from oil-fired to coal-fired generation may be appropriately
considered in this docket, and that an eyidentiary hearing
on these issues will be held on February 13, 1979, at
9:30 a.n., in the Ceoamission Hearing Raon, Dobbs Building,
430 North sSalisbury Street, Baleigh, North Carolina. The
parties must prefile their testimony by Februwary 12, 1979,
at 12:00 noon.

ISSUED BY ORDER OF THE COMMISSIGH.
This the 1st day of Pebruary, 1979.

NOBRTH CAROLINA UTILITIES COMMISSION
{SEAL) Sandra J. Webster, Chief Clerk

DOCEET HO. E-22, SUB 239
BEFORE THE NWORTH CAROLINA OUTILITIES COMBISSION

In the Hatter of
Application of Virginia Elec- ) OBRDER APPROVING FUEL CLAUSE
tric and Power Compaay for } BEDUCTION AND ORDERING
Authority to Adjust Its Flec- ) FURTHER REDUCTICHR AMND
tric Rates and Charges Pur- ) SETTIEG FURTHER HEARING
suant to G. 5. 62-13U (e) )

HEABD IN: The Coanission Hearing Room, Dobbs Building,
430 H. Salisbury _Street, Baleigh, Horth
carolina, January 31, 1979, at 9:30 -a.n.

BEFORE: Robert K. Koger, Presiding; Commissioners Ben
E. Roney, Leigh H. Hamnond, Sarah Lindsay Tate,
Robert Fischbach, John ¥. Hinters, and EBdward
B. Hipp

APPEARANCES:
For the Applicant:

Robert C. Howison, Jr., dJoyner & Howisoa,
Attorneys at Law, Wachovia Bank Building, P. O.
Box 109, Raleigh, Horth cCarolina 27602

For: Virginia Electric and Power Coapany

6uy T. Tripp ITII, Hunton & Williams, Attornays
at Law, P. 0. Box 1535, Richmond, Virginia
23212

For: Virginia Electric and Pover Company
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For the Intervenors:

Hugh A. Wells, Jerry B. Pruitt, and Paul
Lassiter, Public staff, North Carolina
Otilities Commission, P. 0. Box 991, Raleigh,
North Carolina 27602

For: The Using and Consuning Public

pavid Gordon, Associate Attorney General,
Attorney General's oOffice, P. 0. Box 629,
Raleigh, North Carolina 27602

For: The Using and Consuaing Public

BY THE COMMISSION: On December 29, 1978, Vvirginia
Electric and Pover Company (Vepco) filed an application Eor
authority to adjust 3its retail electric rates and charges
pursw'@ant to RNCUC Rule R1-36, as amended by Order of
Angust 4, 1978, based solely upon the decreased cost of fuel
in the generation of electric powver pursuwant to G. S.. 62~
134(e) decreasing by mnore than 1.00 nil/Kwh the Fuel
Adjustment Charge (FAC} set for Jammary =~ Jumne 1979, in
Docket No, E-22, Sub 238, Vepco sought approval to adjust
the fuel charge by a new Fuel Charge BRider ER which would
reduce Vepco's hasic Fuel Charge Rider by a credit of 0.230¢
per kilovwatt—hour, which. would be a decrease of 0.086¢ £fron
the 0.144# per kilowatt-hour credit contained in the then
existing Fuel Charge Rider QQ.

On January 22, 1979, the Public Staff of the Utilities
Comrission, intervening on behalf of the using and consuning
public, filed a MHotion for additional decrease in Vepco's
propased fuel charge adjustment for an additional reduction
of 0.133# per kilowatt-hour.

The Public Staff Motion contended that Vepco's proposed
Fuel Charge Rider RR contained excessive or improper
expenses charged to the fuel account for the test period as
follows:

1. Mt. Storm (Island Creek

and Laarel Run) excess prices '$ 844 ,543
2. Heat Rate Improvement to 1970 level 7,200,172
3. Coal to 0il Conversion &

availability isprovement _. 3,100,064
Total 11,144,779

on January 26, 1979, the Comnission 4issued an Order
setting the Public Staff Hotion for oral arguaent on
January 29, 1979,

Following the bhearing on oral argument from all partiss,
the Commission issued its Order on January 30, 19793, setting
an evidentiary hearing on the Vepco application and the
Public Staff Motion as to excessive prices for coal under
Vepco's Island Creek and Laurel Run contracts, and setting
additional oral argument on the other two Public Staff



RATES 275

issues of heat rate decline and conversion from oil to coal
generation, both for January 31,1979.

On January 30, 1979, the Honorable Rufus L. Edmisten,
Attorney General, intervened on behalf of the using eand
consuming public.

on January 31, 1979, the Commission heard all parties in
oral argument on the Public Staff Motion as to the heat rate
decline and the conversion from oil to coal generation, and
then proceeded with the full evidentiary hearing on the
issue as to the cost of coal under Vepco's Island Creek and
Laurel Run coal contracts. Vepco cffered the testimony of
¢c. L. Dozier, Jr., Manager of General Accounting Services of
Vepco, and W. N. Thomas, Vice President for Fuel Resources.
The Public Staff offered the testimony of J. Reed Bumgarner,
Utilities Engineer, and Dell Coleman, Director of Accounting
Division.

After careful consideration and scrutiny of the evidence
offered by both Vepco and the Public Staff and all matters
of record herein, the Commission makes the following

FINDINGS OF FACT

1. That Vepco has included in its total expenses in its
Fuel Charge Rider RR an amount of $669,910 for the cost of
coal from the Island Creek mine, based upon a contract with
the mine to pay the mine's overhead costs during outages
caused by work stoppages, and said $669,910 is the excess in
the coal cost booked at $43.21 per ton due to a strike,
whereas the normal price before and after the strike was no
greater than $31.28 per ton, and said excess cost
constitutes an aberration in the coal cost which is not a
proper charge under G.S. 62-134(e) and should be normalized
to $31.28 per ton to constitute the cost of fuel under
G.5. 62-134(e).

2, That the Vepco Fuel Charge Rider RR contains in its
base charges an amount of $174,633 arising from the pricing
of coal from Vepco's company-owned Laurel Run mine during
its developmental operation, at a time when the coal
produced was to be priced at a cost based, in part, on the
cost of coal from the Island Creek mine; that inasmuch as
the Commission has found that the cost of coal from the
Island Creek mine during said period included charges that
were not proper charges for the fuel charge, as found in
Finding of Fact 1 above, the Commission finds that said
$174,633 of charges for Laurel Run coal, based upon Island
Creek costs for overhead coperation, was not a proper charge
for the fuel charge under G.S. 62-134(e), but would be
accounted for as a cost of development, and capitalized for
future handling when :the mine is assigned commercial
operating status, as in the case of the costs of Duke's
Peter White mine, in Docket No. E-7, Sub 243, 1978 (post}.
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3. That said combined noaproper charges for coal of
$174,633 at Laorel Run and $669,910 at Island Creek, for a
conbined disallowed fuel charge totalling $844,543, requires
a further reduction of 0.01#¢ per kilowatt-hour which should
be added to Vepco's proposed credit in its Fuel Charge .Rider
BR of 0.230¢ per kilowatt-hour for a nev Fuel Charge BRider
giving a credit of 0.240¢ per kilowatt-hour effective on all
bills rendered on and after February 1, 1979.

4. That the heat rate at which Vepco operates its stean
generating plants could have a bearing upon proper fael
char ges under G.5. 62-134(e) wunder the Public Staff
contentions that Vepco operated its steam boilers in a
negligent fashion and improper mananer out of intention to
collect for any excessive costs of fuel therefrom through
the fuel clause rather than operating at a reasonable heat
rate and reflecting expenses therefrom im a general rate
case, if proved, and said Motion and allegation and Vepco's
Response thereto should be set for evidentiary hearing.

5. That the cost of fuel for oil generation exceeds the
cost of fuel for coal generation, and under the Ccontentions
of the Public Staff MNotion an improper or negligent or
vrongful failure to convert Vepco's oil-fired gemerators to
coal=fired generators could have an effect upon the cost of
fuel to be charged as a reasonable expense under: G.S. 62—
134(e), and said allegation should be set for evideatiary
hearing.

CONCLUSIONS

The Legislature has adopted G. S. 62-134 {e) as a special
procedure to increase or decrease rates and charges of
electric companies based solely upon the increased or
decreased cost of fuel used in the generation or production
of electricity in electric power. The statute provides for
expedited hearing in order to reflect changes in the cost of
fuel ip the rates for electric powvwer without the regulatory
lag associated with general rate cases under G.S5. 62-133.
The history of fuel charges in the United States and in
Borth Carolina has established.a prisary feature of said
fuel clauses vhich the Comnission adopts, requiring utmost
care and caution that no fuel expenses be charged to fuel
charges except those reasonably incurred, and that the fuel
charge should be related solely to the reasomable fuel cost,
whether they be for increases or decreases in said fuel
costs.

The Commission has heretofore reduced the fuel charge of
an electric company based upon excessive cost of coal in a
company-owned nine during developmental stage and ordered
reduction in the fuel charge as a result thereof with the
developnent costs subject to amortization in future
"accounting treatment. Docket No. E-7, Sub 243, Duke Power
" Company - Adjastment of Electric Rates under G.S. 62-134(e),
darch 29, 1978.
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The Island Creek coal was charged into the £uel charge.
under a contract requiring Vepco to pay 1Island Creekis
overhead charges during the strike, resulting in charges of
$43.21 per ton as compared to charges iamediately after the
strike of $31.28 per ton, and said difference in the strike
cost should be removed as an unreasonable and nonfuel charge
which is not a proper charge under G.S. 62-134 (e).

The evidence in this case clearly showed that VYepco's
comnpany-owned Laorel Run mine was in the developmental stage
and that the price that Vepco charged to the fuel charge for
Laurel Run coal included developnmental costs, and that the
price per ton should be normalized to a normal base price of
$31.28 per ton crather than the $43.21 per ton charged in the
fuel charge.

The two issues set for further oral argument on
January 31, 1979, as to whether they were appropriate issues
for a fuel charge, i.e., the heat rate and the coal to oil
conversion, should be set for evidentiary hearing before any
determipation can be made on the final issue as to whether
thke fuel charge should be further reduced.

IT IS, THEREFORE, ORDERED as follows:

1. That a further credit of 0.01¢ per kilowatt-hour is
hereby added to the Vepco filing of its Fuel Charge Eider RR
so0 that said Puel Charge Rider RB, as approved herein, shall
become effective on February 1, 1979, as a credit of 0.240¢
per kilowatt-hour effective on all bills rendered om and
after Pebruary 1, 1979.

2. That the issues in the Public Staff Motion filed
January 22, 1979, relating to (1) the heat rate iaprovement
to the 1970 level, and (2) coal to oil conversion and
availability improvement, are hereby separated £rom the
action taken herein on said Motion, and are set for
evidentiary hearing on April 24, 1979, on the merits of said
issues of the Public Staff HMotion and the Response thereto
filed by Vepco onr January 25, 1979, in accordance with the
Order of the Comaission entered in consolidated Docket
Bo. E-22, Subs 236 and 239, on February 13, 1979.

3. That if any portion of =zaid two issues from the
Public Staff Motion should be allowed after full evidentiary
hearing and opportunity for Vepco to offer evidence thereon,
the rates approved thereunder shall be effective and refunds
shall be ordered as a result thereof, pursuvant to the
Undertaking for Refund filed imn Docket No. E-22, Sub 236, on
February 9, 1979.

4. That Vepco shall f£ile its prefiled testimony of
expert witnesses for said public hearing on March 15, 1979,
and serve -a copy thereof on other parties of record on or
before March 15, 1979. ®

ISSUED BY ORDER OF THE COMNISSION.
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This the 14th day of Pebruary, 1979.

HORTH CAROLINA UTILITIES COMMISSION
{S EAL) Sandra J. ¥ebster, Chief Clerk

TATE, COMMISSIONER, DISSENTING: The =majority of the
Copmission has concluded that the amount of $669,910 in coal
costs paid to Island Creek Coal Company is excessive because
those costs reflect increases in the price of coal due to
the coal mine strike. Vepco's long-tern coal purchase con-
tract with 1Island Creek is virtually a cost plus
arrangement, presumably entered into in good faith with
bargaining at arn's length, a fact that is uncontroverted in
the record. As acknovledged by the Public Staff, since its
inception in 1974 and up until the early mnonths of 1978,
Vepco's contract with Island Creek has operated in a manner
which has been favorable to the Company and its customers.
The 1978 rise in cost of Island Creek coal or that portion
of cost which the Public Staff and the majority comsider to
be excessive, results £froam the strike or work stoppage of
the United Mine Workers (UMW) during early 1978.

Clearly, in establishing the level of consideration to be
exchanged in any contractual arrangement including the
buying or selling of coal, the parties msust carefully
consider and wveigh the inmpact of all factors entering into
the decision-making process. In determining the buying or
selling price of coal no factor is weighed more heavily than
the impact on prices and profits of work stoppages hy the
UNMW. Therefore, it is reasopable to conclude that the cost
of such work stoppages will be reflected irn the exchange
price of the coal. If under the provisions of the contract
the cost of coal is fixed at some average price per unit,
i.e., at the level of $30 per ton or $1.06 per MBTO, it is
clear that total cost, including cost arising from UMW work
stoppayes, are expected to be recovered om an average unit
of sales basis over the life of the contract.

However, on tne other hand, if the Contract is on a cost-
Plus basis, such as Vepco's contract vith 1Island Creek,
Costs are mnot recoverable until such time as they are
incurred. Therefore, the unit cost of coal will fluctuate
and undoubtedly will be adversely affected by events such as
the UMW strike of 1978.

It is patently unfair, inequitable, and unreasonable to
determine the propriety of prices paid for coal by comparing
coal prices determined .omn an average unit of cost hasis
vhereby total costs are expected to be recovered
proportionately (per unit) over the 1life of the contract to
the unit price as determined on a cost-plus basis during a
period (moath) when such prices have been adversely and
dramatically affected by an event such as the UMW strike.
This is precisely the comparison that the Public Staff and
the majority have used in determining that Vepco's Island
Creek contract was imprudent and its prices unreasonable.



BATES 279

Obviously, a far better criteria for determining the
reasonableness of the 1Island Creek Contract would be to
conpare the average unit cost of coal to date or the
expected average cost of coal over the life of the Contract
to the average unit cost of coal acquired or to be acquired
by vepco under other long-term contracts or to that acquired
or to be acquired by Duke or CPEL.

It is interesting to note that the Public Staff did not
provide any direct cost comparisomn of the price paid wunder
Vepco'!s Contract with TIsland Creek to the prices paid by
CP&L and Duke. ~The price coamparisons that the Public Staff
did offer vere coaparisons of the cost of coal, excluding
freight cost, delivered to Vepco's At. Storm generating
plant, which receives 100% of the coal purchased from Island
Creek, as compared to the Company’s other coal f£fired
production facilities and cost comparisons of Vepco's total
coal costs from all sources to that of CPEL and Duke.

During the period March 1975 through August 1978, with
very, very fev exceptions the monthly uanit cost of coal
received by Vepco at Mt. Storm, excluding freight costs, was
less than that of Duke Power Company and in all =material
respects was the same as or less than that of CPEL. When
freight cost is iacluded, Mt. Storm's conbined total coal
and freight cost is significantly lower than that of both
Duke and CPEL. The following excerpts £rom several cost
comparisons presented by the Public Staff clearly show that
prices paid for coal by Vepco for use at Mt. Storm and on a
systenvide basis are more favorable than prices paid for
coal by Duke and on the average for the comparative periods
are as favorable as prices paid by CPEL.
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TABLE L

COAL RECEIVED FROM ALL SQURCES
WEIGHTED AYERAGE COST

Period

11 months eanded
12/31/75

12 months ended
12/31/76

12 months ended
12/31/77

8 months ended
8/31/78

11 months ended
12/31/75

12 months ended
12/731/76

12 months ended
12731717

8 months ended
8/31/78

Period

11 months ended
12/31/75

12 months ended
12731776

12 months ended
1273177

8 months ended
8/31,78

11 noaths ended
12/31/15

12 months ended
12/31/76

12 months ended
12/31/77

8 nmonths ended

Amount Per Ton

Duke Yepco CPEL
$22.24 $18.81 $19.98
22,58 18.62 19.30
25.25 21.21 21.95
29.00 © 25.10 24.64
Anount _Per MNBTU
Duke Yepco GREL
$ .9u62 $ .8160 $ .8262
9447 -7919 -7900
1.0590 -9152 -9169
1.2130 1.0707 0211
TABLE II
COAL RECEIVED UNDER LONG-TERM CONTRACT
HEIGHTED AVERAGE COST
Aaount Per Ton
Duke Yepco CPEL
$22.86 $17.58 $21.46
25.28 19.46 20.71
26.08 22.32 21.24
30.13 27.47 23.58
Anount Per _HBTU
Rnke Yepco GREL
$§ 9732 $ .7674 § .8712
1.0655 -8213 -B407
1.0964 -9507 «B754
1.2545 1.1679 .9680

8/31/78
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TABLE III
BET. STORM COST COMPARISONS
COAL RECEIVED UNDER LONG-TERM CONTRACT

COST_DPER_MATU

MT. STORN
NOH- ALL SOURCES
PERIOD AFEILIATED APFILIATED DUKE Yepco  CPGL
{a} (b} {c} {3) {e) (£)
1975 Harch $ .7T117 $§ .6089 $ .9812 § .7037 $§ .7655
April - 7416 -6988 1.0453 . 7495 « 7757
May .7280 7017 1.0437 . 7349 . 8834
June <7349 .6954 1.0005 .8212 - 8426
July .6955 .6931 1.0781 . 7616 .8278
August 6760 -.T684 .9893 . 8196 .9718
Septenber .6713 - T164 .9415 7707 -9103
October 6748 -7291 <9463 .7695 -9041
November «6702 7021 . 8648 .7533 .8624
Decenber 6742 .7080 - 9150 -7773 - 9419
1976 January -9942 -5721 .9015 .9279 =9121
February -7343 -.7126 - 9026 - 8407 8949
March -7261 7017 - 9365 -8053 .8256
April .7270 . 7458 .96319 .B8129 .8063
May . 7047 - 7506 «9374 .B8176 - 8605
June .7128 . 7568 - 9428 .8235 . 8548
July .6861 .7810 1.0472 .7890 .8929
August . 7760 -7810 1.0229 -8197 . 7648
Septenber « 7949 7766 1. 0090 .8213 « 8334
October « 7965 .8228 - 9724 -.8388 -8124
November -B0BY .8342 1. 0069 .8107 -.8087
Decenber . 7783 .B381 1. 0451 . 8486 .8398
1977 Januacy « 7194 . 84114 -9929 . 8246 .B8587
February .9315 .8218 1.0912 -.9258 - 8795
Macch .9761 .8105 1.0353 .9518 -9052
April -8369 .8356 1.1925 .B89%80 .8610
May . 8694 .8312 1.15M . 8897 - 8566
June .8547 .8521 1. 0757 .9023 . 8589
July .98000 .8800 1.1199 -9613 . 8231
August - 8600 .8500 1.0173 .9700 - 8423
September - 9400 .B700 1. 1752 .9900 . 8597
October . 9400 .9100 1.0823 1.0100 -9116
Noverber .9700 .9100 1.1349 11,0100 . 8589
Decenber 1.0925 -9110 - 1.0034 .9786
1978 January - - 1.4363 1.2955 =9502
February - - 1.2912 1.1858 - 92158
Narch . 8019 1.0213 1.2714  1.0995 1.1680
April 1.0115 .9953 1. 1941 1.0833 <2434
May 1.0892 1.0420 1.1851 1.1663 - 9486
June 1.0687 1.0449 1.2178 1.1387 - 9855
July 1.0473 1.1275 7.44846 1.1828 . 8788

August 1.3323 1.1037 1.3095 1.2757 .9532
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As previously stated, it is understood that when a coal
strike occurs, there will be ain increase in the price of
cbal and in both the case o6f Duke Power and Carolina Power &
Light Company, these increased costs of coal were passed oh
to the consumer through the fuel clause. It i=s at the very
least inconsistent to now find that in Vepco's case, the
high costs of coal attributable to the coal strike are "an
aberration." Uanlike a general rate case where there is a
test year which may include some very high costs that are
not expected to recur in the future and somwe low charges
that may reasonably be expected to be higher in other years
which must be normalized, the fuel clause by its very being
acknowledges that fuel costs are so erratic that they cannot
be effectively normalized within the traditiomal test year
context. Therefore, the fuel clause procedure was
implenented and operates to collect the changing cost of
fuel both when it is high and when it is low. Simply
stated, fuel costs are expected to fluctuate and there is
absolutely nothing unigue about the increased cost of coal
to Vepco attributable to the [H.¢] strike of 1978. .
Unfortunately, such strikes are common place within the coal
mining industry and have come to be expected. Therefore, to
contend that reasonable costs associated with such strikes
should not be refected in the prices paid for coal is
absurd. .

In addition, the Conmnission has failed to deal with the
fact that Vepco has a firm contract with the Island Creek
Coal Company and has operated under that contract since
Februacy 1974. Like all contracts, this contract must be
vieved as a whole and not construed by sinply looking at one
article for one period of time. The witness of the Public
Staff, Mr. Coleman, agreed that the contract had been in
effect since 1974 and that there had beea no unreasonahle
charges resulting from this contract over thase years.

The Public Staff did not specifically contend, nor has the
Coamission specifically ruled, but both by their actions
imply that it was imprudent for Vepco to enter into the
Island Creek contract.

Freight <cost is a cooponent of total fuel cost that is
tracked through the fuel charge crider. Freight cost
associated with contract coal received at Mt. Storm as
compared to Vepco's other coal fired production facilities
compare most favorably as illustrated by Table IV below:
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TABLE IV
FREIGHT COST
COAL RECEIVED UNDER LONG-TERM CONRTRACT
HIGH-LOW COST PER MBTUO-Vepco SYSTEM

Year Bt. Stormt Other

1975 $.0237 ~ $.0091 $.3486 - $.2941
1976 .0156 - .0069 .3752 - .3262
1977 .0315 - .0077 4118 -  .3454

1978 «0273 - .004% .5687 - .3620
1Excludes freight on coal from Laurel Ruh.

Freight costs of Duke and CP&L were not offered into
evidence. However, such.cost can reasonably be expected +to
be in the high-low range or exceed the fieight cost
applicable to Vepco's production facilities other than
Kt. Storn.

Apparently, the Public Staff and the pajority gave vary
little if any consideration to the absglutely minimal cost
of transporting coal £rom the Island Creek coal mines to
Mt. Storm and the effect that such reduced cost has in
lowering total fuel COStS. Such considerations are
unquestionably an integral factor to be weighed very heavily
before entering into a contractual agreement for the buyiag
of coal and most assuredly are worthy of =more than Jjust
casual indifference when evaluating the prudence of Vepcols
nanagement decision in this regard.

Considering freight costs, Vepco bhas paid lower than
noreal c¢oal prices under this contract, and according to Mr.
Coleman, even when freight cost is excluded, there have been
no excessively high prices paid under the contract. Yovw,
due to the coal strike, considered as an aberration by the
majority, Vepco is told that it cannot pay, or at least it
cannot collect through the fuel charge, the costs for the
coal procured through this contract.

¥ow to the question of the Laurel Run coal. Laurel Hunm is
a subsidiary of Vepco and, therefore, the prices £for its
coal mnust be locked at even more carefully because the
contract cannot be considered an arm's-length transaction.
The Virginia Commission set up a method for fairly pricing
the coal from Vepco's subsidiary, Laurel Run. The techaique
devised by the Virginia Commission was to set the price Eor
Laurel Run coal at the weighted average of the price of coal
under Vepco!s two other suppliers (one of whoa was Island
creek) for the Mt. Storm plant. This was similar to the
approach taken by the ¥orth Carolina Public Otilities
Commission in the case of the Peter White Aine, a subsidiary
of Duke Pover Conmpany. Having first decided that Island
Creek wvas paid too much due to a so-called aberration, the
Coanission then applied: the same adjusted price of that coal
to VYepco's subsidiary, Laurel Run.
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I, therefore, disagree with the pajority on two basic
principles. Coal strikes and the resultant costs arising
from them shonld be treated in the same way for all the
electric utilities that we regulate and the Conaission has
alloved the costs of the strike to be passed through to tke
consumers of Duke and CPEL but refuses to allov Vepco to
collect these charges, Apparently what was reasonable for
Duke and CPEL miraculously becomes "an aberration," when
dealing with Vepco. And secondly, when exanined claosely,
VYepco's average cast of coal acquired from Island Creek is
shown to be lower than the average of Duke and CPE&EL and,
therefore, is not an unreasonable expense.

The Connission has Docket No., E-22, Subk 236 already in
existence for the purpose of investigating the high electric
charges of Vepco in its service area. When that hearing is
held, the Commission should consider every facet of Vepco's
operation in order to ascertain if their charges are
reasonable and to consider whether or not their management
has operated prudently. In its eagerness to protect the
orth Carolina consumer, however, the Comnission should
never depart from the basic rule of fairmess that requirces
us to treat all utilities equally and consistently.

In sumpary, I can find no evidence that the price of
1sland Creek coal wvas excessive or unreasonable. Therefore,
1 find no evidence that the price of coal received froam
Laurel Run was either excessive or unceasonable. Costs
associated with work stoppages of the UM¥ are and have long
been considered by this Commission to be reasonable costs
properly includable in Duke Pover Conpany's, Carolina Pover
& Light Company's and, heretofore, Virginia Electric and
Pover Company's overall cost of service or more specifically
fuel costs subject to recovery through the fuel charge
rider.

For the majority to now single out this itee of cost and
contend that it is an "aberration" solely with respect ¢to
Vepco 1is unvarranted, unreasonable and unfair. It is this
vast inequity that brings forth my dissent.

Sarah Lindsay Tate, Conzissioner

DOCKET NO. E-7, SUB 237
BEFORE THE NORTH CABOLINA OTILITIES COMHISSION

In the Hatter of
application of Duke Power Company )
tor an Adjustment of Its Rates and ) ORDER APPROVING
Charges in Its Service Area Within ) TARIFF AND
korth Carolina } CLOSING DOCRET

PLACE: Connission Hearing Room, Raleigh, Morth
Carolina
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DATE: February 6, 1979

BEFORE: Conmissioner Edward B. Hipp, Presiding; and
Conmissioners Ben E..Roaney, John ¥§¥. Winters,
Sarah Lindsay Tate, Raobert Pischbach, and
Leigh H. Hammond

APPEARANCES:
For the Applicant:

George W. Ferguson, dJr., and ¥W. Bdward Poe,
Attorneys at Law, Duke Pover <Company, P.0.
Box 33198, Charlotte, North Carolina 28242

Por the Intervenors:

pavid H.. Permar, Hatch, Little, Bunn, Jones,
Few & Berry, Box 527, Raleigh, Horth Carolina
27602

For: The ¥North Carolina @il Jobbers Association

For the Public Staff:

Dwight ¥. Allen and Theodore C. Brown, Jr.,
Staff Attorneys, HCUC - Public sStaff, PB.0.,
Box 991, Raleigh, HNHorth Carolina 27602

For: The Using and Consusing Public

For the Department of Justice:

Dennis P. Hyers and M., David Gordon, Qfficer of
the Attorney General, P.0. Box 629, Raleigh,
forth Carolina 27602

BY THE COMNISSION: The Coamission established a new rate
for Duke Pover Company, Schedule BC, Residential Service
Energy and Conservation rate, im its August 31, 1978, oOrder
in this docket, Schedule RC includes standards for
insulation of residences which g@ust be met before the
residence can be served on the new tariff. A recorded
conference was held on September 27, 1978, to discuss
controversies which had arisen concerning the levels of
insulation required. As a result, the Conmission on
Dctobher 11, 1978, issued a notice of further hearing for the
purpose of determining the appropriate thermal standards for
Duke Power Company's Schedule RC. The hearing was originally
set for October 19 and vas continued several tises at the
request of the Public Staff and others until February 6,
1979. .

On January 24, 1979, Duke filed a letter anendment to the
BEC Schedule to allow an approved vapor barrier imstallation
to be accepted as neeting the schedule requirement for
ventilation. Presently the attic space must be adegquately
ventilated by either free air wmovesent or mechanical
ventilation. This requirezsent precludes service on the rate.
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to homes with cathedral ceilings and to mobile homes. The
purpose of the ventilation requirement is to prevent
moisture which migrates fron the moist residence interior
toward the dry, cold ocutside air from condensing on the
caooler  portioans of the imnsulation and reducing its
effectiveness. Duke indicated that a vapor barrier _would
essentially elicinate the niqration of vapor from the
residence interior to the insulation, would meet the purpose
of the requirement, and would allov mobile homes and
residences with cathedral ceilings to qualify for the rate.
The amendment +as approved on an interim basis by the
CoBmission in the Public Conference of February 5, pending
the Order to be issued as a result of the scheduled
February 6, 1979 hearing.

Testipony was received fros Richard ¥. Seekamp, Utilities
Engineer of the Public Staff, comparing Duke's suggested
insulation requirements with those of the Horth Carolina
Building Code. Dan Galloway and V.¥. Vercoe of Dow Chemical
illustrated the usefulness of insulated sheathing in a wvall
section. Ray Sparrovw and Johm Crosland, each President of a
large firm engaged in home construction ard each a forser
President of the HNorth carolina Homebuilders Association
(NCHA), and G.W. Prancis, a consulting engineer for the
NCHA, presented the results of studies of the econonic
attractiveness of various insulation alterpmatives. Donald
H. Denton, Vice President of Duke Power Company, illustrated
Duke Power Company's proposals. Messrs. Crosland and Deumton
testified in earlier proceedings in this docket and that
testimony has been considered.

Based on the testimony in this Docket, the Compission
pakes the following

FINDINGS OF FACT

1. That the installation of high levels of insulation
results in decreased use of energy and decreased coincident
demrand vpon the electric utility supply systen.

2. That the present level of the RC rate schedule
charges will pass along to the ratepayer the reductions in
cost to the electric utility systea which result from the
installation of high levels of insulation in a residence.

EVIDENCE AND CONCLUSIONS

The matters at issne are essentially threefold. Should
the RC Schedule require B-30 insulation levels in ceilings?
Should R-16 insulation be regquired in walls? Should R~19
insulation he required in floors?

Testimony by Mr. Crosland for the homebujilders indicated
that there was an excessively long payback from these three
investnents and that these requirements should be B-19 for
ceilings and R-11 for walls and floors. fr. Crosland's
analysis appears to have improperly treated the tax effects
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of these investments and thus has overstated the payback
periods. Testimony by Mr. Galloway for makers of imsulated
sheathing indicated that R-17 wall insulation was the proper
requirement. Br. Galloway agreed with Duke that R-17 would
require the use of an insulated sheathking if standard house
construction pethods are used, whereas BE—-16 could be
accomplished by several means. Testinony by Mr. Denton for
DPuke indicated that the redoced rates in the RC schedule
vere matched with the savings to the electric systea of the
higher insulation levels. Testiaony by MHr. Seekamp
indicated that the Public Staff supported requirements for
levels of insulation which econonically censerved energy and
desand requiremeats.

The primary problem addressed by the RC rate is one of
developing a program to reduce both the total use of enerqgy
and the .coincident use of energy (peak load). Since high
insulation levels cause enerdgy conservation, cause increased
diversity, and result in decreases in the coincident demand
on the electric system, and since the reduced RC rate is
designed to pass the resultant savings along to the
consuners, the Commission concludes that this rate concept
is reasonable.

The program which the Coopission has appreved of an
interim basis requires B-30 ceiling insulation, B-19 £floor
insnlation, and BR-12 wall insulation to meet the RC Rate
fequirements. While E-16 wall insulation would increase the
savings to the electric systen, it is a practical
impossibility for many existing residences to be upgraded to
the higher R-16 wall regquirements. However, the Comaission
concludes that the upgrading of nev homes to these high
levels can be induced at the time of construction by
allowing Duke to continue promoting dits Energy EBfficient
Structure prograne.

The General Asseably has charged the Comaission with the
responsibility of planning ahead to assure that the citizens
of Morth Carolina are provided with adequate, efficient, and
economical utility services. The Commission concludes that
the two-part program of (1) implementing the RC Rate ard
(2) allowing the EES program to coexist is am aid in meeting
these responsibilities. The Conmission also concludes that
the rate levels previously set are just and reasonable and
that the RC rate schedule, as amended on February 5 should
be approved on a pernanent basis. The Comnission concludes
that the results of this program should be closely
zonitored. .

IT 15, THEREFORE, ORDERED:

1. That the interim insulation standards of the RC rate
tariff, as amended in public conference on Februwary 5, 1979,
to allow the use of an approved ceiling vapor barrier
installation in liew of the attic ventilation regquirenment,
and as Shown in Appendix A attached, are hereby approved on
a permanent basis.
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2. That

ELECTRICITY

Dnke Power Company shall, as a part of its

required annual filing on costs of service, preseant the

Commission

with a report on the effectiveness of this RC

rate as presently structured.

3. That this docket is hereby closed.

ISSUED BY QRDER OF THE CONMISSION.
This the 27th day of February, 1979.

(S EAL)

HORTH CAROLINA UTILITIES COMMISSION
Sandra J. Webster, Chief Clerk

ATTACHMENT A

"Thermal Requirenents for Energy Conservation:

"sufficient application of thermal control products

nast

be installed to meet standards outlined below:

"Ceilings shall have insulation installed
having a thermal resistance value of 30 (R-30).

"Ralls exposed to full teaperature differential
(TD) or unconditioned area shall have a total
resistance of R-12.

"Floors over crawl space shall have insulation
installed having a resistance of R-19.

"Findowvs shall be insulated glass or storm
windows.

Doors exposed te full TD shall be
weatherstripped aund equipped with storz doors
or of the insulated type. Other doors exposed
to unconditioned areas nust be weatherstripped.

HAir ducts located outside of conditioned space
nust have: (1) all joints mechanically
fastened and sealed, and (2) a minimum of 2-
inches of BR-6.5 duct wrap insulation, or its
equivalent.

mAttic ventilation nmust be a minimum of one
.square foot of free area for each 150 square
feet of attic area. Mechanical ventilation or
a ceiling vapor barrier, in lieu of free area,
nay be used where necessary, subject to special
approval.

“Chinney flues and fireplaces aust have tight
fitting dampers.

#Al ternate Equivalent Performance Standard:
Yariations may be made im the Imsulation Standards as

long

as total bheat loss doas 1ot exceed that
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calculated using the specific Standards above. Duct
or pipe losses shall be included in the computation
of total heat losses. Duke Power's procedure £for
calculating heat loss or the current edition of
ASHRAE Guide shall be the source for heat loss
calculations.

"Framing corrections are not to be considered in
computing resistance values.

"all Thermal control products described ip the
Standards above should be installed in accordance
with manufacturer's recommendation.™
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DOCKET HO. A-23
BEFOBE TAE NORTH CAROLINA UTILITIES COMMISSION

In the Natter of .
Carteret Boat Tours, Inc., Route 1,
Pox 467, Highway 101, Beaufort, Northa
Carolina 28516 - Application for Authority

RECOMMENDED
ORDER GRANTING
COMMON CARRIER

et gt e et

To Transport Passengers And Their Baggage AUTHORITY
as a Comnmon Cacrier by Boat
HEARD IN: Municipal Building Auditorium, 202 South 8th

Street, Hotehead City, North Carolina, on
January 25, 1979, at 9:30 a.m.

BEFORE: Cormissioner Robert FPischbach
APPEARANCES:
For the Applicant:

Richard L. Stanley, Taylor & Stanley, Attorneys
at lLaw, 315 Cedar Street, P.0. Box 688,
Beaufort, Nerth Ccarclina 28516

For the Protestant:

R.D. Darden, Jr., Attorney at Law, 710 Arend=11

Street, Morehead City, North Carolina 28557

For: Oouter Banks Transportation Company and
Josiah W. Bailey

Sanuel Pretlow Winborme, Attorney at Law,

Appearing in behalf of Vvaughan S. Winborne,

Attorney at Law, 1108 capital Club Building,

Baleigh, North Carolina 27601

For: Outer Banks Transportation Company ahnd
Josiah W. Bailey

For the Public Staff:

Theodore Cc. Brown, Jr., Staff Attorney, Public
StafEf - North Carolina Utilities Conmission,
P.0. Box 991, Raleigh, North Carolina 27602
Por: The Using and Conusuming Public

FISCHBACH, HEARING COMHISSIONER: 0n October V1, 1978,
. Carteret Boat Tours, Inc., Beaufort, North <Carolina, filed
an Application with the Commission for authority to engage
in the transportation of passengers and their baggage, in
the same boat with passengers, as a common carrier by boat,
over the following routes:

FIRST ROUTE - Leaving a dock on the wvaterfront near Front
Street, Beaufort, North Carolina and traveling Westerly
and Southerly to a dock on the West side of Bird Shoal
opposite Radio Island in Carteret <County; thence in a
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southerly direction along Beaufort 1Inlet to Fort Macon
State Park on Bogue Banks; thence in an easterly directiomn
tnrough Beaufort 1Inlet to a dock on the South side of
Shackleford Banks; thence in a HNortherly direction up
North River to Taylor Creek; thence in a Resterly
direction along Taylor Creek to the dock om the Beaufort
wa terfront.

SECOND ROUTE - Leaving a dock on the Front Street of
Beaufort, North Carolina, and traveling in a northerly
direction up Gallant Channel and Beaufort Town Creek to
the Newport River; thence in a southerly direction along
tne MNewport River and past Phillips Island and tne North
Carolina State Ports to the Morehead City Channel; thence
in a westerly direction along the North Carolina State
Ports and the Morehead City wvaterfront to the Intracoastal
Haterway; thence in an easterly direction along the
Intracoastal Haterway to Morehead City Channel located on
the West sile of Radio Island; thence in a southeasterly
direction along Eadio Island to a dock on the West end of
Bird Shoal; thence in a northeasterly direction along the
West side of Bird Shoal to the dock on Front Street in the
Town of Beaufort.

TUIRD RQUTE - From Harkers Island to an area near the Cape
Lookout Lighthouse in the Cape Lookout Natiomal Seashore
Park in Carteret County, North Carolina, and a retura trip

over the same route.

FOURTH ROUTE - Leaving a dock on the Beaufort wvaterfront
and running in an easterly direction along Taylor Crzek
and along the South side of Harkers Island to a point near
Cape Lookout Seashore Park, and to return to the Beaufsrt

¥a terfront over the sane route.

Oon November 9, 1978, the Commission issued an Order giving
notice of the application and setting the matter for hearing
in Hdorehead City on January 11, 1979. Thereafter, on
becember 29, 1978, Josiah W. Bailey, Jr., trading under the
name of Outer Banks Transportation Company, filed Protest
and Motion to Intervene in this Docket. By oOrder issued
January 4, 1979, Josiah W. Bailey, Jr., was allowed to
intervene as a party pretestant in the docket. {(The Order
also continued the hearing to January 25, 1979.)

on January 10, 1979, the Public sStaff of the Horth
Carolina Utilities Coumission filed Wotice of Intervention
on behalf of the using and consuming public. The
intervention was recognized by the Hearing Comnissioner at
the beginning of the hearing.

The mnatter came on for hearing in Morehead City as
scheduled. The Applicant, the Protestant, and the Public
Staff were present and represented by counsel. At the
beginning of the hearing the Applicant mnmoved tnat the
request for routes three and four in the Application be
dismissed. Counsel for Protestant Bailey stated that he



292 FERRY BOATS

would a0t contest the Application with respact to the
sightseeing routes but that he did contest the Application
with respect to point-to-point transportation of passengers,
particularly from Beaufort, North Carolina, to Shackleford
Banks.

The Applicant presented the testimony of the following
witnesses: Donnie Russell, the President and stockholder of
tne corporate Applicant, vho testified as to the proposed
service on routes one and two, the need for the service, the
krats that will be used on these routes, the fares to be
charged, and the £financial resources of the Applicant;
Deborah FWesley Russell, a stockholder and officer of the
Applicant, who testified generally on the need for the
proposed service, the estimated costs for providing the
service, and the financial resources of the Applicant;
Barbara Wesley, a stockholder, who testified on the
financial wortn of herself apd her husbhand, another
stockholder; Michael Bradley, Manager of the Duke University
Marine Laboratory at Beaufort; Charles R. HcdNeil, Director
9f the Hampton Mariners Museum in Beaufort; Catherine Page
Cloud, President of the Beaufort Historical Association; and
Mrs. Copeland Kell, a businessvoman, author, and member of
the Beaufort Historical Association and Carteret Research
Association - all four of whom testified on the need and
demand for the service proposed by the Applicant.

The Protestant Bailey did not present any witnesses but
asked the cCommission to take Jjudicial notice of the
certiticate of convenience and ©necessity granted hia in
Commission Docket No. A-20 and to take judicial notice of
the Comrission's Order of May 24, 1978, in Docket No. A-20,
Sub 3. The Protestant stipulated that he was not now
providing service from Beaufort to Shackleford Banks.

Based wupon the Application, the evidence presented at the
hearing, and the entire record in this proceeding, the
Hearihg Commissioner makes the folloving

FINDINGS OF PACT

1. The Applicant Carteret Boat Tours, Inc., is a North
Carolina corporation vith its principal office at Route 1,
Bax 467, Highway 101, Beaufort, ©North Carolina. Donnie
kussell, Deborah Russell, Donald Wesley, and Barbara Sesley
ere tne principal stockholders of the corporatiomn.

2. The Applicant proposes to furnish passenger service
by boat over the following tvo routes:

FIRST REROUTE - Leaving a dock on the wvaterfront mear Front
Street, Beaufort, North Carolina and traveling Westerly
and  Southerly to a dock on the West side of Bird Shoal
opposite Radio Island in Carteret County; themce in a
southerly direction along Beaufort Inlet to Fort Macon
State Park on Bogue Banks; thence in an easterly direction
through Beaufort 1Inlet to a dock on the South side of
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shackleford Banks; thence in a HNortherly direction up
North River to Taylor Creek; theace in a Westerly

, direction along Taylor Creek to the dock om the Beaufort
-waterfront.

SECOND ROUTE - Leaving a dock on the Front Street of
Beaufort, North Carolina, and traveling in a northerly
direction up Gallant Channel and Beaufort Town Creek to
the Newport River; thence in a southerly direction along
the MNewport River and past Phillips Island and the North
Carolina State Ports to the Morehead City Channel; thence
in a westerly direction along the North Carolina State

. Ports and the Horehead City waterfroant to the Intracoastal
Waterway; thence in an easterly direction along the
Intracoastal Waterway to Morehead City Channel located on
the HKest side of Radio Island; thence im a southeasterly
direction along Radio Island to a dock on the West end of
Bird Shoal; thence in a northeasterly direction along the
West side of Bird Shoal to the dock on Front Street in the
Town of Beaufort.

3. on route number one the Applicant proposes to make a
stop on Bird Shoal and a stop on the south side of
Shackleford Banmnks. The Applicant has requested the ovoers
of Shackleford Banks for permission to locate a dock there
and has also contacted the appropriate state agency for a
dock permit. On route nusber tvo the only proposed stop
wvould be on Bird Shoal, and the Applicant has requested the
owner for permission to locate a dock there.

4. Thé Applicant owns the oil screw “Kacer Ann," which
is documented by the United States Coast Guard and is
certified to carry 35 passeangers. The corporation also
leases the oil screv "Margie." The "Margie" is a #4-foot
headboat licensed and approved by the Coast Guard for 30
passengers. Both of these vessels would be used by the
Applicant in carrying the passengers over routes one and
tWo. Both vessels require a captain and a aate.

5. Donnie Russell, who is a United States Coast Guard
certified ocean operator captain, will be operating one of
the vessels. peborah Russell is in +the process nov of
obtaining her captain's license so that she cam serve as
either captain or mate on either or both of the vessels.

6. The Applicant will be able to sSeciure liability
insurance once the marine survey has been completed omn the
"Karen Anp." Currently, the "#argie" is covered by a policy
of liability insurance.

7. The Applicant's vessels will be docked on the
wyaterfront in Beaufort, aad it has arranged with the
dockovner to pick up and discharge passengers on the
Beaufort waterfront.

8. The Applicant proposes to make three or four trips
each day over routes one and two. The proposed service,
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whick would be seasomal, would begin about the middle of
march and would cease at Thanksgiving. The daily schedules
would be set after the Applicant had conferred with the
Hampton Mariners Hduseum and the Beaufort Historical
Association.

9. The Applicant proposes to furnish the passenger
service from the Beaufort vaterfront over routes ohe and two
in order to provide shelling, swinmaing, and sight-seeing
activities. The Applicant is willing to furnish this
service on a continuing basis, and the stockholders are
willing to provide the corporation the financial support to
carcy out the proposed service. It has been approximately
tvo oC three years since the service the Applicant proposes
to conduct £roa the Beaufort waterfront has been offered,
and when the service was offered approximately two or three
years ago, it was on a limited basis by charter only. There
is no day-to-day continuing operation to take care of the
public's need at this tinme.

10. The Applicaat currently has net assets of
approximately $11,000., The net worth of Donnie and Deborah
Russell, two of the principal stockholders, is $51,140. The
net worth of stockholders Donald and Barbara Hesley is
$350,049. 30. All four stockholders are prepared to
finanocially support the corporation in carrying out the
proposed plans and the construction of docks.

11. The Applicant has bhad bpuoercus requests for its
proposed service f£from both in-county and out-of-county
residents and organizations. The Applicant conducted its
own survey in 1978: out »o°f approximately five or six
hundred people gquestioned, only one person indicated that he
vould not be interested in taking one or both of the
proposed tour routes. Both the Beaufort Historical
Association and the Hampton Mariners Museum have also had
numerous requests concerning the availability of passenger
ferry service oo the wvaters surrounding the Town of
Beaufort, Shackleford Banks, Port Macon, and Morehead City.

The Applicant bhas discussed the demand for the proposed
service with the Beaufort Historical Association, the
Hampton Mariners Huseum, Duke University, and with other
organizations and persons, and the Applicant has found that
there is sufficient demand for this service to dustify
Applicant's proposed operations. School groups have
contacted the Applicant concerning the proposed passenger
tferry service also. Duke University Marire Laboratory at
Beaufort has also received calls inguiring about ways to get
to Shackleford Banks by water. Most of +these persons
contacting Duke Marine Lab do not have the financial
resources to charter a bhoat to mnake this trip and the
Applicant would be able to meet the needs of some or all of
these persons requesting service.

12. Based on the operations of Donnie and Debbie Russell
in the fall of 1978, the Applicant projects that its daily
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operating cost will be approximately $75.00 per day to
include a captain and mate, gas, maiatenance, and insurance.
In order to meet the daily costs, the Applicant would have
to carry approximately 37 adult fare-passengers per day.
The Applicant proposes to advertise the passenger ferry
service in several newspapers in the State of North Carolina
and by brochures.

13. PFor sight-seeing tours over routes one and two
wvithout a stop at Shackleford Banks, the ipplicant proposes
to charge $5.00 per round trip for adults {(age 12 years and
older), $1.50 for children between the ages of six to 12,
and for children under the age of six years, there would be
no charge. For route one yith a proposed stop at
Shackleford Banks, the Applicant proposes to charge $5.00
per round trip for adults {(age 12 years and older), $2.50
for children betveen the ages of six and 12 years, and
children six years and under would be free.

14. The Applicant estimates that |, it wvould cost
approximately $800.00 to construct a dock on Shackleford
Bahks. The cost for a dock on Bird Shoal would be about the
same as that proposed for Shackleford Banks. The Applicant
should not wmake landings at these points until safe and
adequate docks have been constructed thereon.

15. The Protestant Josiah W. Bailey, Jr., and Onter Banks
Transportation Company, which holds a certificate from this
Conmission granted din Docket Ho. A-20, did not present any
vitnesses at the hearing. The Protestant stipulated that it
does not contest the Application with respect to the sight-
seeing activity and that it is not now providing service
from Beaufort to Shackleford Banks.

CONCLUSIONS OF LAW

The Application under consideration in this proceeding
must ameet the requirements set out by the applicable
statutes and the Rules of the Commission. G.5. 62-262(e).,
the controlling statute, provides:

If the application is for a certificate, the burden of
proof shall be upon the applicant to show to the
satisfaction of the Commission:

{(1) That public convenience amnd bDecessity require the
proposed service in addition to existing authorized
transportation service, and

(2) That the applicant is f£it, willing and able to
properly perfora the proposed service, and

{(3) That the applicant is solvent and financially able to
furnisn adeguate service on a continuing basis.
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Comnmission Rule B2-15(a) provides:

If the application is for a certificate to operate as a
common carrier, the applicant shall establish by proof
{i) that a public demand and need exists for the proposed
service in addition to existing authorized service,
(ii) that the applicant is fit, willing and able to
properly perform the proposed service, and (iii) that the
applicant is solvent and financially able to furnish
adequate service on a continuing basis. Uncorroborated
testimony of the applicant is generally insufficient to
establish public demand and need.

The Hearing Conaissioner is of the opinion and so
concludes, that the Applicant in this proceeding has aet the
burden of proof required by G.S5. 62-262(e) and by the rules
of the Commission.

First, the Hearing Commissioner concludes that the public
convenience and necessity require the preoposed service in
addition to the existing authorized service. The evidence
vas overwvhelming to the effect that there is a strong demand
for the proposed services bheing offered by the Applicant
over routes one and two as set forth in the Applicant's
application for a certificate of convenience and necessity.
The Applicant's survey of five to six hundred people in 1978
disclosed that only one person questioned would pot be
interested in the proposed service. Beaufort, Horth
Carolina 1is an o0ld historical towsn that has undergone
extensive restoration. The +tovn has become a popular
tourist attraction. For example, in 1978 approximately
75,000 people visited Hampton Mariners Museum vhich is
located approximately one-half block from the Applicant's
dock. Applicant's witness Charles R. #cNeil, Director of
the Museum, testified +that a large number of the museum's
visitors desire some type of trip on the water. Other
witnesses testified ¢to similar requests by visitors to
Beau fort. Jean Kell had approximately 10,000 visitors to
her antique shop on Front Street in Beaufort and
approximately one-third of them regquested information on
local boat trips. The Beaufort Bistorical Association had
20,000 to 25,000 wvisitors at their welcome center in 1978,
and many of these inquired about boat trips around the
Beaufort area. Mike Bradley, Manager of the Duke University
Marine Laboratory at Beaufort, also testified as to the
demand for the proposed service by visitors to the area;
many people are interested in transportation to Shackleford
Banks and Bird Shoal and for sight-seeing. 411 of the
vitnesses testified that there is not presently being
offered the type of service demanded by the public which
visits the Beaufort area every year. The Protestant Josiah
W. Bailey, Jr., the holder of certificate A-20 from this
Commission, stipulated that he is not now providing service
from Beaufort to Shackleford Banks.

The Hearing Commissioner finds and concludes that the
Applicant Carteret Boat Tours, Inc., is f£fit, willing, and
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able to properly perforzn the proposed service. The
Applicant owns one Coast Guard approved vessel vwith the
necessary safety equipment and conveniences on board for tha
public. The Applicant also has a lease boat at its disposal
for use on the proposed routes. Donnie Russell is a Coast
Guard certified captain and Deborah BRussell is currently
taking the course to gain her captain's 1license. The
evidence also showed several other certified captains who
would be available to the Applicant if their services were
reguired. The Applicant has denonstrated its ability to
obtain the proper insurance for these vessels.

The Applicant has arrangements with the dock operator on
the Beaufort wvaterfront for docking space £for the two
proposed routes. The Applicant has also contacted the
landowner on Bird Shoals and the State Permit Agency so that
a dock can be constructed on Bird Shoals in the very near
future. The Applicant is in the process of making
arrangempents for the construction of a dock on Shackleford
Banks to serve the public.

The Hearing Comnissioner concludes that- the Applicant
Carteret Boat Tours, Inc., is solvent and £inancially able
to furnish adequate service on a continuing basis. The
Applicant's evidence showed that the net worth of the
corporation is approrximately $11,000 and that the wesse)
"Earen Ann" is unencumbered. The net worth of stockholders
beborah and Donoie Russell is $51,000, and they indicated
that they vere willing to financiallly support the
corporation and assist the corporation in carrying out the
Proposed services set Eorth in the Applicant's petition €for
a certificate of convenience and necessity. The other two
principal stockholders, Donald and Barbara Wesley, have a
net worth of approximately $350,000, and Barbara ¥esley
testified that she and her husband wvwere committed to
financially support the corporation in carrying out the
proposed services.

Attention is called to G.5. 62-262(f). The Applicant
contends in its brief that, under the Application and the
eyidence in this proceeding, the provisions of paragraph
(f) are inapplicable, since the Applicant is not proposing
to serve a route already served by a previous motor carrier
and since the current certificate holder is not rendering
service over the routes proposed by the Applicant. The
Hearing Commissioner agrees.

Clearly, the Applicant has shown that the service over the
proposed routes is inadequate and that the proposed routes
are Dot being served by any other authorized carrier. The
Protestant Bailey bas stipulated that it does not contest
the application with respect to the sight-seeing routes
{except to the stop at Shackleford Banks). The Protestant
bhas also stipulated that bhe is not now providing service
from Beaufort to Shackleford  Banks. The Hearing
Comrissioner takes Jjudicial notice ‘of the certificate
granted by this Compission to Protestant Bailey on
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Septeaber 3, 1964, in Docket No. A~20, and also the Order of
May 24, 1978, suspending the operating of the Protestant
(pursuant to Protestant's request) until Januarcy 1, 1979.

In conclusion, the Applicant Carteret Boat Tours has met
the requirements of the statute and the Rules of the
Commission, and the Application for roites one and two
should be approved. This Order shall provide that, whersas
nenstop round trip service may commence with the effective
date of this order, Applicant shall notify the Commission,
prior to providing transportation to Shackleford Banks and
Bird Shoal, that docking facilities have been constructed at
these points.

IT IS, THEREFORE, ORDERED as follows:

1. That a Certificate of Public Convenience and
Necessity for coazmon carrier operating authority be issued
to Applicant, mnore fully described in Exhibit A, which is
attached hereto and incorporated as a part herein.

2. That Applicant shall maintain its books and records
in such manner that all the applicable itens of information
required in the Applicant's prescribed annnal report to the
Compission can be readily identified £rom the books agpd
records, and can be utilized by the Applicant in the
preparation of said annnal report. A copy of the ahnual
report form shall be furnished to the Applicant upon request
to the Accounting Division.

3.+ That to the extent Applicant has not already done so,
Applicant shall £ile with the Commission  evideoce of
insurance, 1list of equipaent, tariff of rates and charges,
designation of process agent and otherwise comply with the
Rules and Regulations of the Commission prior to commencing
operations under the authority acquired herein. Whereas the
Applicant may commence nonstop round trip service with the
effective date of this Order, the Applicant shall notify the
Copmission, prior to providing point-to-point transportation
to Shackleford Banks and Bird Shoal, that docking facilities
have been constructed at these points.

4. That Applicant  shall begin service under the
atthority granted herein within 60 days fron the effective
date of +this Order, and upon filing evidence of coapliance
vith paragraph 3 above, unless the Applicant shall have
applied to and been granted ad extebDsion of time from this
Comaission in which to begin service.

ISSUED BY ORDER OF THE CONMISSION.
This the 14th day of March, 1979.

. NORTHE CAROLINA UTIILITIES COMMISSION
{SBAL) Sandra J. Webster, Chief Clerk
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EXHIBIT a
COMBON CARRIER AUTHORITY

Transportation of passengers, their baggage, and freight
by boat over the following routes:

FIRST ROUTE - Leaving a dock on the waterfrant near Front
Street, Beaufort, North Carolina amnd traveling Westerly
and Southerly to a dock on the West side of Bird Shoal
opposite Badio Island in Carteret County; thence in a
southerly direction along Beaufort Inlet to Fort Macon
State Park on Bogue Banks; thence in an easterly direction
through Beaufort 1Inlet to a dock on the South side of
Shackleford Banks; thence in a Northerly direction up
North River to Taylor Creek; thence in a Westerly
direction along Taylor Creek to the dock on the Beaufort
wa terfront.

SECOND ROUTE -~ Leaving a dock on the Pront Street of
Beaufort, North Carolira, and traveling in a northerly
direction up Gallant Ccharnel and Beaufort Town Creek to
the Newport River; thence in a scutherly direction along
the Newport River and past Phillips Island and the North
Carolina State Ports to the Morehead City Channel; thence
in a westerly direction along the North Carolina State
Ports and the Morehead City waterfront to the Intracoastal
Waterway; thence in an easterly direction along the
Intracoastal Waterway to Morehead City Chanpnel located on
the West side of Radio Island; thence in a southeasterly
direction along Radio Island to a dock on the West end of
Bird Shoal; thence in a northeasterly direction along the
West side of Bird sShoal to the dock om Pront Street in-the
Tovn of Beaunfort.

DOCKET HO. A-23
BEFDORE THE WORTH CAROLINA UTILITIES COMMNISSIOHN

In the Matter of

Carteret Boat Tours, Inc., doute 1, } FINAL ORDER

Box 467, Highway 101, Beaufort, Horth ) OVERROULING
Carolina 28516 — Application for Author- ) EXCEPTIONS ABD
ity to Transport Passengers and Their ) AFPIENING RECON-
Baggage as a Common Carrier by Boat ) EENDED ORDER
HEARD IN: The Commission Hearing Rooa, Dobbs Building,

430 North Salisbury Street,  Raleigh, BEHorth
carolina, on April 20, 1979, at 11:00 a.m.

BEFORE: Chairman Hobert K. Koger, Presiding; and
Comnissioners Ben E. Boney, Sarah Lindsay Tate,
and Leigh H. Hammond
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APPEARANCES:
For the Applicant:

Richard L. Stanley, Attorney at Law, 133 Turner
Street, P.0. Box 150, Beaufort, North Carolina
28516

For: Carteret Boat Tours, Inc.

For the Protestant:

Sanuel Pretlov Winborne, Attorney at Law,

(appearing for R.D. Darden, Jr., Attorney at

La¥), 710 Arendell Street, Morehead City, North

Carolina 28557

For: Josiah W. Bailey, dJr., and outer Banks
Transportation Coampany

For the Public Staff:

Theodore C. Brown, Jr., Staff Attorney, Public
Staff - North cCarolina Utilities Coamissioa,
P.0. Box 991, Raleigh, Worth Carolina 27602
Por: The Using and Consuming Public

BY THE COMMISSION: On March 14, 1979, a Becoamended Order
¥as issued in this docket by Hearing Comnmissioner BRobert
Fischbach wherein the Applicant, Carteret Boat Tours, Inc.,
was granted authority to engage in the transportation of
passengers, their baggage, and freight as a common carrier
by boat over the following routes:

Street, Beaufort, North Carolina and traveling Westerly
and Southerly to a dock on the West side of Bird Shoal
opposite Radio Island in Carteret County; thence in a
southerly direction along Beaufort Inlet to Fort Sacon
State Park on Bogue Banks; thence in an easterly direction
through Beaufort Inlet to a dock on the South side of
Shackleford Banks; thence inm a Northerly direction up
North River to Taylor cCreek; thence in a westerly
direction along Taylor Creek to the dock on the Beaufort
vater front.

. SECOND ROUTE =~ Leaving a dock on the Front Street of
Beaufort, Horth Carolina, and traveling in a northerly
direction up Gallant Channel and Beaufort Town Creek to
the Newport River; thence in a southerly direction along
the HNevport River and past Phillips Island and the North
Carolina State Ports to the Morehead City Channel; thence
in a westerly direction along the Horth Carolina State
Ports and the Morehead City waterfront to the Intracoastal
Watervay: thence im an easterly direction along the
Intracoastal Waterway to Morehead City Channel located on
the West side of Radio Island; thence in a southeasterly
direction along Radio Xsland to a dock on the Rest end of
Bird Shoal; thence in a northeasterly direction along the
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West side of Bird Shoal to the dock on FPront Street in the
Town of Beaufort.

The ‘above-refersnced Recommended oOrder vas entered by
Hearing Commissioner PFischbach subsequent to the holding of
a public hearing on Jaavary 25, 1979, ino Morehead City,
North Carclina. The Applicant, vho was present and
represented by counsel at said hearing, offered the
testimony of seven witnesses in support of its application.
The Protestant, Josiah W. Bailey, Jr. (vho operates underx
the trade name of Outer Banks Transportation Coapany), and
the Public Staff were also- present and represented by
counsel at said proceeding.

Ca March 29, 1979, counsel for the Protestant filed
certain Exceptions to the Recommended Order and a request
for oral arqument thereon, setting forth Exceptions 1
through 4 and the reasons and arquments in support thereof.
Counsel for the Applicant, the Protestant, and the Public
staff subsequently presented oral argument on the Exceptions
to the Comnission on April 20, 1979.

Based upon a careful comsideration of the entire record in
this proceeding and the Exceptions to the Recommended Order
filed herein by the Protestant and the oral argument heard
thereon, the Commission concludes that the findings,
conclusions, and ordering paragraphs contained in the
Recommended Order of the Hearing Comnissiomer are all £ully
supported by the record. Accordingly, it is the further
conclusion of the Commission that each of the Exceptions 1
through 4 should be overruled and denied aand that the
feconnended Order dated March 14, 1979, should be affirmed.

IT IS, THEREFORE, ORDERED as follows:

1. That each of the Exceptions 1 through 4 herein filed
by the Protestant be, and the sanme are hereby, overruled and
denied.

2. That the Recommended ©Order in this docket dated
March 1%, 1979, be, and the same is hereby, affirmed.

ISSUED BY ORDER OF THE CONMISSIOR.
This the 2nd day of H#ay, 1979.

NORTH CAROLINA UTILITIES CONMHMISSION
(SEAL) Joan H., Pearson, Deputy Clerk

Commissioners Winters and Hipp did not participate.
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DOCKET ¥0. A-23, SUB 1
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of

Cacteret Boat Tours, Inc., Route 1, Box 467,) RECOMAENDED
Bighway 101, Beaufort, North Carolina 28516 ) ORDER GRANTING

~ Application for Authority to Transport ) OPERATING
Passengers from Beaufort and Harkers Island ) AUTHORITY
)

to Cape Lookout

HEARD IN: Municipal Building Auditoriuam, 202 South B8th
Street, Horehead City, North Carolina, HMay 25,

1979, at 9:30 a.nm.
BEFORE: Commissioner Robert Fischbach
APPEARANCES:
For the Applicant:

Richard L. Stanley, Attormey at Lav,
Box 150, Beaufort, North Carclina 28516

For the Protestants:

P.0.

R.D. Darden, Jr., Attorney at Law, 710 Arendell
Street, Morehead City, North Carolina 28557

For: Josiah V. Bailey, d/bsa oOuter
Transportation Company

For the Intervenor:

Banks

Thomas C. Manning, Assistant United States
Attorney, Easteram District of V¥Yorth Carolina,

P.0. Box 26897, Raleigh, North Carolina 27608
For: Natiobal Park Service and U.S. Departmant
of Interior
For the Public Staff:

Theodore C. Brown, Jr., Staff Attormey, Public

Staff - Horth Carolina Utilities Commission,
P.0. Box 991, Raleigh, Horth Carolina 27602

For: The Using and Consuming Public

PISCHBACH, HEARING COMMISSIONER: On April 25,
Carteret Boat Tours, Inc., £iled an application

1979,
Eor

authority to transport passengers and their baggage as a

comnon carrier by boat, over the following routes:

First Eoute: From Harkers Island to the landing area near
Cape Lookout Lighthouse in the Cape Lookout Hational
Seashore Park in Carteret County, North carolina, and a

return trip over the same route.
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Second Ronte; Froa the water front in the Tovwn of
Beaufort to the landing area near Cape Lookout Lighthouse
in the Cape Lookout HNational Seashore Park in Carteret
County, North Carolinma, and a return trip over the same
route.

Third Route: FroR the Beaufort vaterfront via the
Intracoastal Waterway and the Heuse Eiver to Oriental
Marina and Restaurant in Oriental, Pamlico County, North
Carolina, and a return trip over the same route.

Josiah ", Bailey, d/b/a Outer Banks .Transportation
Company, on April 27, 1979, by and through his attorneys,
filed a Protest apd Motion to Intervene in this docket. By
Oorder dated May 3, 1979, the Commission alloved Josiah W.
Bailey, dJr., to intervene as a Protestant party ian this
proceeding.

On May 11, 1979, the Public Staff of the North Carolina
Utilities Commission £filed Notice of Intervention to
Iepresent the using and consuming public pursuant to
G.S. 62-14 (d).

The United States of America and United States Departument
of Interior on May 11, 1979, £iled Notice of Appearance and
on May 14, 1979, filed a Motion to Intervene, which was
allowed by Commission Order dated May 17, 1979.

on May 11, 1979, Applicant filed a Motion for temporary
operating authority to tramsport school childremn and other
nembers of the public to Cape Lookout over the First and
Second Routes pending final disposition of the matter. The
Motion was set for consideration at the hearing scheduled on
May 25, 1979.

The hearing was convened as scheduled in Morehead City on
May 25, 1979. All of the parties were present and
represented by counsel. The Applicant presented the
testimony of the following witnesses: Deborak BRussell,
Secretary and stockholder of the corporate Applicant, who
testified as to the proposed service over Routes One, Twvo,
and Three, the need for the service, the boats that will be
used on these routes, the fares to be charged, the estimated
cost for providing service, and the finascial resources of
the Applicant. Charles HcNeil, Director of the Hampton
Kariners MHuseunr in Beaufort; W.H. Anthony and Cabelle C.
Eansey, former and present mnanagers of Grayson's Hotel,
Harkers 1Island, North Carolinaj; and John E. Rossey, retired
Arny Officer and certified ocean operator, testified on the
need and demand for the service proposed by the Applicant.

Josiah Bailey and Robert W. Griffith, Jr., testified on
behalf of the Protestant. Mr. Bailey described the
authority which he holds froam this Commission and stated
that it was now suspended. He further testified as to his
present status with respect to the landing of passengers at
Cape Lookout,



304 FERRY BOATS

During the hearing the United States c¢hrough counsel
requested several rulings on its status as an InterCvenor.
Thereafter, the United States made a wmotion that it be
allowed to withdrav from this proceeding, which was allowed.-

At the close of the hearing the Hearing Commissioner
granted the Applicant's Motion for temporary auathority to
transport the public over the FPirst Route and school
children over the Second Route. The Comnission affirmed the
granting of temporary authority by Order of June 4, 1979.

Based upon the application, the evidence presented at the
heacring, and the entire record in this proceeding, the
Hearing Commissioner makes the following

FINDINGS OF FACT

1. The Applicant is a North Carolina corporation with
its principal office at Route 1, Box 467, Highway 101,
Beanfort, North Carolina.

2. The Applicant proposes to furnish passenger service
by boat over three routes, as follows: on the First Route
the Applicant proposes to leave froam Grayson's Harina on
Harkers Island, North Carolina, to stop and discharge
passengers at the landing area near Cape Lookout Lighthouse
located within the Cape Lookout Hational Seashore Park, and
to pake a return trip over the same route. This passenger
ferry service would begin around Easter weekead and wvonld
continue until about Thanksgiving; the Applicant would make
three or four trips each day. The Applicant has docking
arrangepents at Grayson's Motel and Marina, and also has a
concession permit from the Cape Lookout HNational Seashors
Park for the pickup and discharge of passengers at the
landing area near Cape Lookout Lighthouse.

On the Second Route the Applicant proposes to leave the
Beaufort waterfront and travel via Middle Marsh and Back
Sound to Barden's Inlet and the landing area near Cape
Lookout Lighthouse. Tha Applicant has docking arrangements
on the Beaufort waterfront and has a concession perait for
the pickup and discharge of passengers within the 1landing
area of the Cape Lookont National Seashore Park. This
service. would be offered from Easter weekend through
Thanksgiving; one trip would be made daily.

On the Third Route the Applicant proposes to leave the
Beautort waterfront amd travel via the Intracoastal Waterway
and the Neuse River to Oriental and return over the same
route. This service would be offered froam Easter weekend
through Thanksgiving on a seasonal basis; tvo trips are
proposed weekly.

3. The Applicant currently holds a concession perait
from the Cape Lookout National Seashore Park which has been
issued through 1980; this permit authorizes the Applicant to
pick up apd discharge passengers vwithin the Park at a
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landing area furnished by the Park. There is presently
located near Cape Lookout Lighthouse a dock approximately
30 feet in length and 4 feet in width with a portable moving
tamp f£or the pickup and discharge of passengers. This dock
was constructed by the Cape Lookout National Seashore Park
and is adequate for the pickup and discharge of passengers.

4. The proposed rates for the First Route are $5 for
adults, $2.50 for childrén ages seven to 12, and no charge
for children six years and under. Over the Second Boute,
the proposed rates would be $8 for adults, $4 for children
ages seven through 12, and ro charge for children six years
and under. The proposed rates over the Third Route would be
$10 for adults, $5 for children betwveen the ages of seven
through 12, and no charge for children six years and under.

5. The Applicant owns the oil screw YKaren Ann," which
is documented by the United States cCoast Guard and is
certified to carcy 35 passeagers. The corporation also owns
the oil screv "Nev World," which is documented by the United
States Coast Guard and is certified to carry 49 passengers.
The corporation also leases the oil screv "Margie," which is
a &44-foot headboat licensed and approved by the Coast Guard
for 30 passengers. The vessel "8argie" would be used by the
Applicant imn carrying the passengers over Route One. The
0il screw "Nev World" would be used by the Applicant ian
carrying passengers over Route Two. Both vessels require a
captain and a mate.

6. Deborah Russell is the Umited States Coast Guard
certified ocean operator captain vwho will be operating the
vessel '"Margie.” Harrison Guthrie is a United States Coast
Guard certified ocean operator captain who will be operating
the vessel '""New World.™"

7. The Applicant currently has in effect liability
insurance coverage on the vessels "Hew World"” and. "Margie.™

8. The current assets of the corporation are valued at
$43,311.71. The corporation currently has liabilities of
§528.58. The net assets of the corporation are $42,783.13.

9. The Applicant proposes to furnish the passenger
service over BRoutes One and Two in order to provide
shelling, swimming, fishing, and sight-seeing activities.
The Applicant proposes to furnish the passenger service over
Route Three in order +to provide dining and sight-seeing
activities. The Applicant is willing to furnish these
services on a continuing basis.

10. The Applicant provided passenger service between
Harkers Island and Cape Lookouat pursuant to its concession
permit from Cape Lookout National Seashore Park during 1978
and 1979. In May 1979, the Applicant vas informed by Cape
Lookout. National . Seashore Park +that it should submit an
application to the North Carolina Utilities Commission for
operating authority.
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11, There is sufficient demand for service over all three
routes as described imn Applicant's application. The
Applicant currently has a contract «ith Cape Lookout
Kational Park Service for transporting Carteret County
school children on 23 trips from Beaufort to Cape Lookout;
nore than 600 childrern were transported prior to May' 25,
1979, and 400 remain to be carried upnder the contract. The
Applicant has received nurerous inguiries regarding
shelling, svimping, and sight-seeing trips froa Harkers
Island to Cape Lookout, Through its concession permit with
Cape Lookout National Seashore Park, the Applicant has
already ‘carried 306 people in 20 +trips made £from Harkers
Island to Cape Lookout during 1979 and prior to May 25,
1979. The Applicant has also had numerous requests fronm
individuals, church groups, recreational groups, and other
rarties for passenger ferry service over Routes One and Two
as described in the Applicant's application. Fairfield
Harbor has indicated to Applicant that they would send the
passengers to Applicant for the visit to Oriental.

12. Hitness W.H. Anthony during the 1976 season carried
approximately 542 Fishermen to Cape Lookout. He testified
that there was a big dermand from persons wanting to go to
Cape Lookout for sight-seeing, fishing, and other
activities. It was his opinion that the public demand would
suppott at least two separately operated boats from Harkers
Island to Cape Lookout.

13. <Charles HcMeil, Director of the Hawpton Mariners
Museum in Beaufort, has had numerous requests and inquiries
daily from people visiting the museum as to the availability
of boat trips for sight-seeing and shelling on Cape Loukout,
Shackleford Banks, and on the waters near Beaufort and
Harkers Island. cCabell (. Ramsey, B®anager of Grayson's
Motel, Harkers Island, HNorth Carolina, has received phone
calls and other inquiries daily inquiring abouot passenger
ferry service betveen Harkers Island and Cape Lookout; 50%
of his business is during the months of September, October,
and November, and mpost of this business is for fishing at
Cape Lookout. John Rossey, who had carried passergers
between Harkers Island and Cape Lookout hetween 1972 and
1978, also testified that there wvas considerable depand in
the f£fall for passenger service to Cape Lookout for fishing.

t4. There is sufficient demand to ensure continued
service as proposed by the Applicant.

15. The Protestant Outer Banks Transportation Company has
heretofore been issued a Certificate of Coavenience and
Necessity from this Commission over Routes contained within
Applicant's proposed Routes One and Two (Docket No. A-20).
Hovever, Protestant has requested of the Commission that his
certificate be indefinitely suspended; the request has been
granted. Protestant has alloved Coast Guard certification
of his vessel to lapse and is not in a position to begin
active operations. Likewise, Protestant does not hold a
pernit from Cape Lookout National Seashore Park to land
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within the Cape Lookout National Seashore Park. For these
Ieasons the Protestant is not able to offer service to Cape
Lookout over Routes One and Tvo as proposed by the
Applicant. Furthernore, Nr. Bailey's vessel "Diamond cCity®
is for sale.

16. The Protestant last offered passenger service over
the Applicant's proposed Route One in 1977. In 1977 the
Protestant held a one-year concession permit from the Cape
Lookout National Seashore Park for the pickup and discharge
of passengers on Cape Lookout, The Protestant offered
passenger service betwveen Beaufort and Cape Lookout for two
or three summers in the early 1970s. Protestant has never
offered service over Route Three as proposed by Applicant.

17. Josiah Bailey, the Controlling stockholder of the
Protestant, was offered a concessiorn perait from Cape
Lookout HNational Seashore Park for 1978 but refused to
accept the permit under the terms of the Park Service. He
has no permission from the Department of Interior to land
anyvhere on Federal lands at Cape Lookout, and he has no
capability to offer service to the Pederal lands at Cape
Lookout because of his lack of a permit. His service from
Beaufort to Cape Lookout has been inactive or dormant since
1972.

CONCLUSIONS OF LAW

The application under consideration in this proceeding
must meet the requirements set out by the applicable
statutes anrd the rules of the Coomission. G.S5. 62-262(e},
the controlling statute, provides:

If the application is for a certificate, the burden of
proof shall be upon the applicant to show to the
satisfaction of the Compission:

(1) That public convenience and necessity require the
proposed service ian addition to existing authorized
transportation service, and

(2) That the applicant is f£it, willing and able to
properly perfora the proposed service, and

(3) That the applicant is solvent and financially able to
furnish adeguate service on a continuing basis.

Comaission Rule 2-15(a) provides:

If the application is for a certificate to operate as a
common carrier, the applicant shall establish by proof
{i) that a public demand and need exists for the proposed
service in addition to existing authorized service,
(ii) that the applicant is fit, willing, and able to
properly petform the proposed service, and (iii) that the
Applicant is solvent and financially able to furnish
adequate service on a continuing basis. Uncorraborated
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testimony of the applicant is generally insufficient to
establish public demand and need.

The Applicant in this proceeding has amet the burden of
proof required by G.S5. 62-262 (e} and by the BRules of the
Conaission.

First, public convenience and necessity require the
proposed service in addition to the existing authorized
service. The evidence was overwhelning to the effect that
there is a strong demand for the Applicant's proposed
services over Routes One, Two, and Three as set forth in the
Applicant's application for a certificate of convenience and
necessity. The Applicant testified that it had already
carried 306 people in 20 trips from Harkers Island to Cape
Lookout 'prior to Hday 25, 1979. As of May 25, 1979, the
Applicant had booked an additional 250 people to carcy to
Cape Lookout over the First Route. The Applicant had 609
school children from Beaufort to Cape Lookout over the
Second Route as of May 25, 1979, and there still remains
approximately 400 pmore children to be transported froe
Beaufort to Cape Lookout. The Applicant has also had 500 to
600 people inquire about passenger ferry sercvice by boat
fron Harkers Island to Cape Lookout and from Beaufort to
Cape Lookout. Beaufort, MNorth carolina, is an old
historical town that has undergone exteansive restoration.
The Town has become a popular tourist attraction. Hanpton
Maripers Museum is one of the tourist attractions in the
Town of Beaufort and is located approximately 1/2 block fronm
the Applicant's dock. In 1978 approximately 75,000 people
visited this mnseum. Applicant's witness Charles R. McHeil,
Director of the Hampton Hariners Museun, testified that a
large nuober of the museum's visitors desired some type of
trip on the water either from Beaufort to Cape Lookout,
Harkers Island to Cape Lookout, or Beaufort or Hatkers
Island to Shackelford Banks. W.H. Anthony, Cabell C.
Ramsey, and John Rossey all testified as to similar requests
made by visitors and tourists desiring transportation froa
Harkers Island to Cape Lookout. John Rossey and W.H.
Anthony testified that they had operated boats betweea
Harkers Island and Cape Lookout in the past, and during some
of their operating periods it was necessary for them to
operate three boats at one time. All three of these
wvitnesses testifijed that the demand in the fall months for
passenger service between Harkers Island and Cape Lookout
vas extremely heavy.

It was also their testinmony that Cape Lookout has become a
tourist attraction for shelling, swimming, fishing, and
site-seeing activities there. Many people desire to go to
Cape Lookout to view the lighthouse and to observe and enjoy
its natural state. All of the witnesses for the Applicant
testified that there is not presently being offered the type
of service denanded by the public between Harkers Island and
Cape Loockout and betweaen Beaufort and Cape Lookout.
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The Applicant further - offered evidence that it has been
contacted by Fairfield Harbor concerning trips via the
Intracoastal Waterwvay to Oriental froa Beaufort, and that
Fairfield Harbor has offered to provide the passengers if
the Applicant would furnish the service.

The Protestant Josiah W. Bailey, Jr., the holdec of
Certificate A-20 from the North Carolina Otilities
Commission, adaitted that the one vessel his company now
owns is not currently certified by the United States Coast
Guard. Further, the Protestant stipulated that he does not
cirrently hold a concession permit from the Cape Lookout
Kational Seashore Park or the Department of Interior, and
that the Protestant does not have the capability or approval
to pick up or discharge passengers within the Cape Lookout
Bational Seashore Park. In sunmary, the Protestant Bailey
admitted that Dbecause of the problems he is experiencing
with Cape Lookout National Seashore Park, he is not in a
position at this time to provide service between Harkers
Island and Cape Lookout and doés not know wvhen he can
provide the needed services. Likewise, the Protestant
stipulated that he has not provided service from Beaufort to
Cape Lookout since 1972,

Second, the Applicant is £it, willing, and able. to
properly perform the proposed service. The Applicant owns
the "New Horld,”™ a Coast Guard approved vessel with the
necessary safety equipment and conveniences on board for the
public. The Applicant also bhas at its disposal the.
"Margie," a leased boat for use on the proposed First Route.,
Deboran Russell is a Coast Guard certified captain and will
be operating the "Margie.® The captain on the ™Hewvw Worla®
is Harrison Guthrie, a licemsed ocean operator captain, The
Applicant also bas in effect proper insurance for both
vessels, and the Applicant also has a third boat, the "Earen
Ann," available for service if needed.

The Applicant has arrangements with the dock operator on
the Beaufort waterfront and with Grayson's Marina and Motel
for the three proposed routes. Host importantly, the
- Applicant currently holds a permit from the Cape Lookout
National Seashore Park vhich grants to the Applicant
permission to pick wup and discharge passengers with the
Federal Park area near Cape Lookout.

Finally, the Applicant is solvent and financially able to
furnish adequate service on a continuing basis., The

Applicant's evidence shows that the net worth of the
corperation is approximately $42,783.13.

The provisions of paragraph (£) of G.S..,62-262 are
ipapplicable since the Applicapt is not proposing to serve a
rotte already served by a previous motor carrier aad since
the current certificate holder is not remndering service over
the routes proposed by the Applicant. Likewise, the
Protestant does not have the capability at this time to
render service over the routes proposed by the Applicant -
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since the Protestant does not have a concession persit f£ron
the Department of Interior and the Cape Lookont National
Seashore Park vhich grants the Protestant peraission to pick
up and discharge passengers on Cape Lookout. The Applicant
has shown that the service over the proposed routes is
inadequate since the Protestant bas not serviced the FPirst
Route since 1977 and does not have the capability of serving
this Route at this time. Likewise, the Applicant has shown
that the service over Route Two is inadegquate and that the
proposed Route Two is not being served by any other
authorized carrier since the Protestant stipulated that he
has not provided service from Beaufort to Cape Lookout since
1972. The Hearing Commissioner takes judicial notice of the
certificate granted by this Comuission to Protestant Bailey
on Septenber 3, 1964, in Docket BHo. A-20, and also the
recent Order vhich indefinitely suspended the operations of
the Protestant pursuant to Protestant's request.

In conclusion, the Applicant Carteret Boat Tours has met
the requirements of the statute and the Rules of the
Cosmission, and the application of BRoutes One, Two, and
Three are approved.

IT IS, THEREFORE, ORDERED as follovs:

1. That a Certificate of Public cConvenience and
Hecessity for compmon carrier operating authority be issuned
to Applicant, more fully described in Exhibit A, which is
attached hereto and incorporated as a part herein.

2. That Applicant shall majntain its books and records
in such a wmanner that all the applicable items of
information required im' the Applicant's prescribed annual
report to the Conmission can be readily ideatified from the
bocks and records, and can be utilized by the Applicaat in
the preparation of said annuval report. A copy of the aonual
report form shall be furnished to the Applicant upon request
to the Accounting Division.

3. That to the extent Applicant has not already done so,
-Applicant shall £file with the Copmmission evidence of
insurance, 1lists of equipment, tariff of rates and charges,
designation of process-agent and otherwise comply with the
Rules and Regulations of the Conaission prior to commencing
operations under the authority acquired herein.

4. That Applicant  shall begin service uander the
authority granted herein within 30 days from the eftective
date of this oOrder and upon filing evidence of compliance
with paragraph 3 above, unless the Applicant shall have
applied to and been granted an extension of tims froa this
Comaission in which to begin secrvice.

ISSUED BY ORDER OF THE COMMISSION.
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This the 28th day of August, 1979.

BORTH CAROLINA UTILITIES COMMISSION
{SEAL}) Sandra J. Webster, Chief Clerk

EXHIBIT A
COMMON CARRIER AUTHORITY

Transportation of passengecrs, their baggage, and freight
by boat over the following routes:

FIBST ROUTE - Fron Harkers Island to thke landing area near
Cape Lookout Lighthonse in the Cape Lookout PMational
Seashore Park in Carteret County, Horth Carolina, and a
return trip over the same route.

SECONP RQUTE ~ Fron the waterfront in the Town of Beaufort
to the landing area near Cape Lookout * Lighthouse in the
Cape Lookout UNational Seashore Park in Carteret County,
North Carolina, and a return trip over the same route.

THIRD ROOTE- - From the Beaufort wvaterfront via the
Intracoastal Waterwvay in the HReuse Riwver to Oriental
Marina and Restaurant in Oriental, Pamlico County, North
Carolina, and a return trip over the same route.

DOCKET ®¥O0. A—-23, SOUB 1
BEFORE THE NORTH CAROLINA UTILITIES COMNISSICN

In the datter of
carteret Boat Tours, Inc., Route 1,
Box 467, Highway 101, Beaufort, North
Carolina 28516 - Applicatiocn for a
Certificate of Authority to Operate a
Passenger Ferry Service Betveen Harkers
Island and Cape Lookout

FINAL ORDER OVER-
RULING EXICEPTIONS
AND AFFIBMING

RECOMMENDED ORDER

S g T

BY THE COMMISSION: On August 28, 1979, Commissioner
Robert Pischbach issued a "Reconnended Order Granting
operating Authority® in this docket. On September 11, 1979,
counsel for and on behalf of the Protestants Josiah W..
Bailey, Jr., and Outer Banks Transportation Company filed
certain Exceptions to the Recommended Order and requested
oral argument thereon before the full Coammission.

On September 12, 1979, the Coapission issued its Order
setting oral arguzent on the Exceptions on October 12, 1979.
on October 10, 1979, upon consideration of a motion by
Protestant's attorney requesting that the scheduled oral
arqunent be waived and the matter decided om the record, the
Commission issued an Order cancelling the oral argument.

Upon a careful consideration of the entire record in this
proceeding, imcluding the Exceptions to the Recorrended
order filed by the Protestant, the Conmission is of the
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opinion, finds, and concludes that all of the £findings,
conclusions, and ordering paragraphs contained in the
Reconmended Order are fully supported by the record.
Accordingly, the Commission further finds and concludes that
the Recomnended order of Conmissioner Fischbach, dated
August 28, 1979, should be affirmed and that each of the
Exceptions thereto should be overruled and denied.

IT IS, THEREFYORE, ORDERED as follows:

1. That all of the Exceptions, filed herein by the
Protestant, to the Eecomaended Order of Augqust 28, 1979, be,
and the same are hereby, overruled and denied.

2. That the Recommended oOrder im this docket dated
August 28, 1979, be, and the same is hereby, affirmed.

ISSUED BY ORDER OF THE COMMISSION.
This the 8th day of November, 1979.

NORTH CARGLINA UTILITIES COHMISSION
{SEAL) Sandra J. Hebster, Chief Clerk
DOCKET NO. A~-24
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION
In the Matter of
Alenzo 0. Burrus, Jr., P.0. Box 127, ) RECOBMENDED* ORDER

Ocracoke, North Carolipa 27960 - Appli- ) GRANTING CONHON
cation for Authority to Transport Pas-— ) CARRIER AUTHORITY

sengers as a Common Carxrier by Boat )
Between Ocracoke and Portsmouth, North )
Carolina )

*Corrected by Errata Order dated Septeaber 19, 1979.
HEARD IN: Superior Courtroom, Carteret County Courthouse,
Beaufort, North Carolina, on August 30, 1979,
at 10:00 a.m.
BEFORE: Conmissioner Robert Pischbach
APPEARANCES: )
For the Applicant:

Alonzo 0. Burrus, Jr.
For: Hinself

For the Using and Consumiag Public: None

FISCHBACH, HEARING COMMISSIONER: On June 21, 1979, Alonzo
0. Burrus, Jr., P.0. Box 127, Ocracoke, North cCarolina,
filed an application wvith the Comamission for authority to
engage in the transportation of passengers, their baggage,
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and light express, as a coamon carctier by boat between
Ocracoke and Portsmouth, North Carolina. The Applicant also
requested tenporary authority to engage in such
transportation pending final disposition of the application
for permanent authority.

On June 29, 1979, the Comdission issued its order granting
the application for temporary authority. This Order also
reguired mr. Burrus to file evidence of appropriate
insurance with the Compission as well as a list of equipment
and tariffs and charges. 1 subsequent Order scheduled the
permanent application for hearing in Beaufort on August 30,
1979, The oOrder further provided that protest +to the
application should be filed at least 10 days prior to the
hearing. No protests or interventions have.been filed in
this proceediag.

The application came for hearing as scheduled op August 30
in Beaufort. The Applicant Alonzo 0. Burrus, Jr., ¥as
present and appeared £for himself. Mr. Burrus offered
testinony and presented the testimony of Danny Garrish ip
support of his application. The Applicant also offered
statecents of persons who supported the proposed service.

Based upon the application and the testisony and exhibits
presented at the hearing, the Hearing Coaaissioner makes the
following

FINDINGS OF FACT

1. The Applicant Alonzo O. Burrus, Jr., is an individual
with his address at P.0. Box 127, Ocracoke, Horth <Carolina.

2. The Applicant proposes to provide coamon carrier
rassenger service by boat bhetween Ocracoke and Portsmouth,
North carolina. The trip will begin in Ocracoke and proceed
over a six-mile route through the Ocracoke Inlet to
Portsmouth, and return.

3. The proposed rate for one person, round trip, is $30,
and for each additional person is $5.00 per person. Onder
Coast Guard regulations the Applicant c¢an carry no more than
six persons per trip.

4. The Applicant ovons two vessels, one vhich is 19 feet
in length and the other 20 feet in length. These vessels
have been inspected by the Coast Guard.

S. The Applicant has a United States Coast Guard license
to operate or navigate passenger carrying vessels,
notorboats, or other vessels of 15 gross tomns or less, while
carrying six or less passengers for hire upon waters other
than ocean. .

6. The Applicant currently has in effect liability
insurance coverage on his vesseals.
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7. The Applicant has total assets of $51,200, including
$42,000 in real estate and $9,000 in equipment. The
Applicant bas total liabilities of $3,600.

8. There is sufficient demand for the service proposed
by the Applicant. In 1976 the Applicant +transported 319
people over the route, 520 people in 1977, 444 people in
1978, and through August 29, 1979, 373 people. The area in
question is generally imaccessible except by the Applicant's
proposed service.

9. There is no existing carrier which provides the
service proposed by the Applicant.

10. The Applicant advertises his service in local
businesses in and-around Ocracoke.

11. The Applicant has a concession permit from the Cape
Lookout Hational Seashore Park to land people at Portsamouth
Island, which is a part of the National Park.

CONCLUSIONS OF LAN

The Application under consideration in this proceeding
nuist meet the requirements set out by the applicable
statutes and the Rules of the Commission. G.5. 62-262(2) ,
the controlling statute, provides:

If the application is for a certificate, the burden of
proof shall be upon the Applicant to show to the
satisfaction of the Conmission:

(1