SEVENTY-FOURTH REPORT
OF THE
NORTH CAROLINA
UTILITIES COMMISSION

ORDERS AND DECISIONS

ISSUED FROM
JANUARY 1, 1984 THROUGH DECEMBER 31, 1984



SEVENTY-FOURTH REPORT
OF THE
NORTH CAROLINA
UTILITIES COMMISSION

ORDERS AND DECISIONS

Issued from
January 1, 1984, through December 31, 1984
Dr. Robert K. Koger, Chairman
Dr. Leigh H. Hammond,* Commissioner
Sarah Lindsay Tate, Commissioner
Edward B. Hipp, Commissioner
A. Hartwell Campbell, Commissioner
Douglas P. Leary,** Commissioner
Ruth E. Cook, Commissioner
Charles E. Branford,*** Commissioner
Hugh A. Crigler,**** Commissioner
NORTH CAROLINA UTILITIES COMMISSION
Office of the Chief Clerk
Mrs. Sandra J. Webster

Post Office Box 991
Raleigh, North Carolina 27602

The Statistical and Analytical Report of the North Carolina Utilities
Commission is printed separately from the volume of Orders and Decisions and
will be available from the Office of the Chief Clerk of the North Carolina
Utilities Commission upon order.

* Dr. Leigh H. Hammond, resigned January 15, 1984

*%  Douglas P. Leary, resigned June 30, 1984

#%% Charles E. Branford, appointed February 6, 1984, to fill the
expired term of Dr. Leigh H. Hammond

#¥%%% Hugh A. Crigler, appointed July 1, 1984, to fill the unexpired term
of Douglas P. Leary



LETTER OF TRANSMITTAL
December 31, 1984
The Governor of North Carolina
Raleigh, North Carolina
Sir:

Pursuant to the provisions of Section 62-17(b) of the General Statutes of
North Carolina, providing for the annual publication of the final decisions of
the Utilities Commission on and after January 1, 1984, we hereby present for
your consideration the report of the Commission's decisions for the 12-month
period beginning January 1, 1984, and ending December 31, 1984.

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

Respectfully submitted,

NORTH CAROLINA UTILITIES COMMISSION
Dr. Robert K. Koger, Chairman
Sarah Lindsay Tate, Commissioner
Edward B. Hipp, Commissioner

A. Hartwell Campbell, Commissioner
Ruth E. Cook, Commissioner

Charles E. Branford, Commissioner

Hugh A. Crigler, Commissioner
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GENERAL ORDERS - GENERAL 1

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

in the Matter of )
Revision of Commission's Safety )_ORDER ADOPTING
Rules R8-26 and R9-1 ) REVISED SAFETY RULES

BY THE COMMISSION: The Amerlcan National Standards Institute (ANSI) has
updated its 1981 Edition of the Natlonal Eleectrical ‘Safety Code, said update
being ANSI C2.1984. The Commission is of the opinion that, unless significant
cause is shown otherwise, the 1984 Edition of the National Electrical Safety
Code should be adopted as the safety rules of thils Commission for electric and
communications utilities under its jurisdietlon.

By order lssued March 8, 1984, in Docket No. M-100, Sub 89, thé Commission
published proposed revisions to its Rules R8-26 and R9-1, and specified that
unless protests or requests for hearing were received within 30 days after the
date of sald order, the Commission would determine the matter without public
hearing. No comments were received.

IT IS, THEREFORE, ORDERED as follows:

1. That propesed revised Rules R8-26 and R9-1 attached hereto as
Appendix A are hereby adopted effective the date of this Order.

2. That the Chief Clerk shall mail a copy of this Order to all regulated
electric and telephone companies coperating in North Carolina,

ISSUED BY ORDER OF THE COMMISSION.
This the 9th day of April 1984.
NORTH CAROLINA UTILITIES COMMISSION
(SEAL) Sandra J. Webster, Chief Clerk

APPENDIX A

RULE R8-26. SAFETY RULES AND REGULATIONS - The rules and regulations &f
the American Naticonal Stamdards Institute entitled "National Electrical Safety
Code", ANSI C2.1984, 1984 Edition, 1s hereby adopted by reference as the
electric safety rules of this Commission and shall apply to all electric
utilities which operate in North Carclina wunder- the jurlsdietion of the
Commission.

RULE R9-1. SAFETY RULES AND REGULATIONS - The rules and regulations cof
the Amerdcan National Standards Institute entitled "Naticnal Eleectrical Safety
Code", ANSI C2.1984, 1984 Edition, 1s hereby adopted by reference as the
communication safety rules of thls Commission and shall apply to all telephone
and telegraph utilities which operate in North Carolina under the Jjurisdietlon,
of the Commission.
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DOCKET NO. M-100, SUB 98

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of

Rulemaking for Changes in Commission ) FINAL ORDER REVISING
Rule R2-47 - Discontinnance of Service ) RULE R2-47
HEARD IN: The Commission Hearing Room, Dobbs Building, 430 North

Salisbury Street, Raleigh, North Carolina 27603, on Tuesday,
May 29, 1984, at 2:30 p.m.

BEFORE: Chairman Robert K. Koger, Presiding; and Commissioners Edward
B. Hipp, A. Hartwell Campbell, Douglas P. Leary, and Charles E.
Branford

APPEARANCES :

For the Respondent:

George W. Hanthorn, Attorney at Law, 1500 Jackson, Suite 415
Dallas, Texas 75701
Trailways Lines, Inc., and Trailways Southeastern Lines, Inc.

For the Public Staff:

Theodore C. Brown, Staff Attorney - Public Staff, North Carclina
Utilities Commission, P. 0. Box 991, Raleigh, North Carolina
27602

BY THE COMMISSION: In response to a Motion filed in this docket by the
Public Staff - North Carolina Utilities Commission, the Commission entered an
Order in this docket on March 16, 1984, instituting a rule-making proceeding
for the purpose of establishing minimum filing requirements under Commission
Rule R2-47 for motor passenger carriers proposing to reduce service over North
Carolina routes and to North Carolina points te less thao one trip per day
excluding Saturdays and Sundays.

This Order invited interested parties to file comments with the Commission
on or before May 1, 1984, on the adoption by the Commission of the proposed
Rule R2-47 which was attached to said Order and made the Public Staff a party
intervenor in this proceeding.

On April 26, 1984, the Commission received comments frem Carolina Coach
Company, and on May 1, 1984, comments were filed by Trailways Lines, Inc., and
Trailways Southeastern Lines, Inc. In these comments, it was noted that the
subject carriers requested that certain portions of the proposed Rule R2-47 he
revised or deleted.

By Order in this docket dated May 10, 1984, the Commission scheduled oral
argument on the comments on May 29, 1984.
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The matter came before the Commission on May 29, 1984, as scheduled, and
counsel for the aforesaid parties were present and made oral argument.

Based upon consideration of the proposed rule, the comments filed in this
matter, the oral argument of the parties on the comments and the record as a
whole, the Commission is of the opinion that the proposed Rule R2-47(c)(4)C
should be revised to require on a representative sample of the information
stated therein and that proposed (c)(7) should be eliminated in its entirety
and that said proposed Rule R2-47, including these revisions, should be adopted
by the Commission. .

IT IS, THEREFORE, ORDERED:

(1) That Rule R2-47 of the Commission's Rules and Regulations be, and is
hereby, revised in conformity with Appendix I attached hereto.

(2) That attached hereto as Appendix II are the forms and format to be
utilized in furnishing the information set forth in paragraph (¢)(5) of Rule
R2-47.

ISSUED BY ORDER.QF, THE COMMISSION.
This the 6th day of June 1984.
NORTH CAROLINA UTILITIES COMMISSION

(SEAL) Sandra J. Webster, Chief Clerk
APPENDIX I
Rule R2-47., Discontinuance of service. - (a) No common carrier or

contract carrier shall abandon or discontinue any service .authorized by its
certificate or permit without first obtaining written authority from the
Commission. The petition for such authority shall be filed with the Commission
at least thirty (30) days prior to any discontinuance, unless otherwise
authorized by the Commission, and if petitioner is a ,motor carrier of
passengers, shall show in support thereof the information set forth in
paragraph (c) herein. The discontinuance or nonuse of a service authorized by
a certificate or permit for a peried of thirty (30) days or longer without the
written consent of the Commission shall be considered good cause for
cancellation, seasonal service excepted. Upon receipt of a petition for
authority to discontinue or abandon service, the Commission may designate a
time and place for hearing on the petition. If petitioner is a motor passenger
carrier, it shall give notice to the public of the proposed discontinuance or
abandonment of any passenger service by posting notice of the petition and of
the time and place of hearing in buses serving such routes and in bus stations
or other prominent places along said routes. If no protest is received prior
te ten (10) days before the hearing, the Commission may grant the petition
without formal hearing.

(b) All interruptions of service, where likely to continue for more than
twenty-four hours, shall be reported promptly to the Cérmmission and to the
public along the route, with full statement of the cause and its possible
duration.

(c) In support of amy petition (schedule) proposifg to reduce motor
passenger carrier service over any North Carolina route or to any North
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Carolina peint, to a level which is less than one trip per day five days per
week excluding Saturdays and Sundays, the proponent carrier shall furnish the
data set forth herein below for the latest twelve months available.

NOTE:

(1)
(2)

(3}

(4)

(5)

(6)

A listing of the origin, termination and all intermediate points
which will lose the proponent carrier's service.

State whether or not the proponent carrier is the last or only
intercity motor carrier of passengers to and from the issue points or
over the issue route.

If there exists a reasonable alternative to the proponent carrier's
passenger and express services on the issue route and to the issue
points, please identify such alternative service and indicate its
location relative to the issue route and points.

Calculate and furnish: A. passenger revenues (actual and present
level) attributable to that portion of your operations proposed to be
abandoned, B. express revenues (actual and present level)
attributable to that portion of your operations proposed to be
abandoned, C. a representative sample of copies of ticket samples,
driver reports, station reports, bus bills, schedule information

.reports, trend sheets or any source documents which show revenues (by

schedule, points or route) determined in items A and B herein in such

a manner and in such detail that the Commission can verify the

equitableness of the revenue apportioanment methodologies as well as

independently determine how:

(a) revenues originating outside the carrier's system going to the
issue peoints were accounted for and attributed to the issue
route and points,

(b) revenues originating at issue points and going beyond points on
the carrier's system were attributed to the issue route and
points,

(¢) revenues originating outside the issue points but within the
carrier's system going to the issue points were accounted for
and attributed to said route and points,

(d) revenues originating at the issue points geing to points within
the carrier's system but outside the issue route were accounted
for and attributed to said routes and points, and

(e) revenues originating and terminating along the issue route and
among the issue points were accounted for.

Furnish fully allocated and variable expenses (accompanied by full

explanations of how variable expenses are calculated) attributable to

the issue route and points pursuant to forms and in the format as
from time to time shall be approved by the Commission.

Furnish:

A. tetal system bus miles operated,

B. total N.C. bus miles operated

C. scheduled system bus miles operated,

D. scheduled N.C. bus miles operated,

E. scheduled N.C. bus miles operated over that portion of the route
to be abandoned, and

F. the number of interstate and intrastate passengers transported

over that portion of the N.C. route to be abandoned.

Check with Chief Clerk for master copy of Appendix II.
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DOCKET NO. M~100, SUB 100

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

Canmereial and Apartment Conservation Service (CACS}
Program - Energy Audits for Eligible Cammercial and
Apartment Buildings

HEARD IN:

BEFORE:

APPEARANCES:

In the Matter of

ORDER ADCPTING
ACCOUNTING PRACTICES
. AND PROCEIURES UNDER
THE NORTH CAROLINA
CACS PROGRAM

R P

The Ccmmission Hearing Room, Dobbs Building, 430 North Salisbury
Street, Raleigh, North Carolina, April 10, 1984 at 10:00 a,.m.

Commisslioner Douglas P. Leary, Presiding, and Commissioners
Sarah Lindsay Tate and Charles E. Branford

For The Respondents:

Jerry W. Amos, Brooks, Plerce, Mclendon, Humphrey, and Leonard,
Attorneys at Llaw, P.0. Drawer U, Greensboro, North Carolina
27402

For: Pledmont Natural Gas Campany, Inc.

F. Kent Burns, Boyce, Mitchell, Burns, and Smith, P.A.,
P.0. Box 2479, Ralelgh, North Carolina 27602
For: Public Service Canpany of North Carclina, Inc.

Hill Carrow, Attormey, Carolima Power and Light Company,
P.0. Box 1551, Raleigh, North Carclina 27602
For: Carolina Power and Light Company

William Larry Porter, Attorney, Duke Power Cempany, 422 South
Cimurch Street, Charlotte, North Carolina 28242
For: Duke Power Canmpany

Edgar M. Roach, Hwnton and Williams, P,0. Box 109, Raleigh,
North Carclina 27602
For: Virginia Electric and Power Cocmpany

For the Public Staff:

Antoinette R. Wike, Chief Counsel, Public Staff - North
Carolina Utllities Commission, P.0, Box 991, BRaleigh, North
Carolina 27602

For: The Using and Consuming Public

For the Attorney General:

Angeline M. Maletto, Associate Attorney General, P.0. Box 629,
Raleigh, North Carolina 27602
For: The Using and Consuning Public
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BY THE COMMISSION: On October 26, 1983, the Department of Energy (DCE)
published a Final Rule (Federal Register, Vol. 18, No. 208) for implementing
the Commereial and Apartment Ccnservatlon Service (CACS) Program, as required
by Title VII of the National Energy Conservation Policy Act (NECPA), as
amended by the Energy Security fct (ESA), Title VII of NECPA requies large
natural gas and electric utllities to offer energy audits of eligible small
commercial buildings and of larger (five or more apartments) centrally heated
or cooled apartment bulldings. The DOE Final Rule implementing the CACS
Program became effective on December 5, 1983. Section U58.310 of the DOE Rule
requires this Commlssion to make certain determinations with respect to how
the costs assocelated with the CACS Program will be treated for accounting
purposes, Therefore, the basie isgue before the Commission is whether the
above-reférenced costs should be breated as a current utility operating
expense or whether such costs should be charged to the eligible customer who
requests an energy audit. If it 1s determined that some percentage of costs
should be charged to the eligible customer requesting an audit, the Commission
must further determine a cost schedule for commercial and apartment building
audits separately. In mling that determination, the DOE Rule requires the
Commission to consider, to the extent practicable, the eligible customer's
ability to pay and the likely levels of participation in the program which
will result from such charge.

On March 8, 1984, the North Carolima Utilities Commission set this matter
for hearing. The Order of March 8, 1984, established Carolina Power and Light
Company (CP&L), Duke Power Campany {(Duke}, Virginiz Electric and Power Company
(VEPCO), North Carolinz Natural Gas Corporation (NCNG), Public Service Company
of North Carolina, Ine. (Public Service) and Pledmont Natural Gas Company
(Piedmont) as parties to this proceeding. The above denoted parties pre-filed
testimony In this matter. Additionally, the Publie Staff pre-filed the
testimony of Danny P, Evans, Publie Utility Financlal Analyst.

The matter came on for hearing as scheduled in the Order of March 8, 1984,
At the public hearing, the parties stipulated inkte the record all prefiled
testimony. Representatives of the Public Staff and Duke commented on thelr
respective positlons concerning cost recovery of any unreimbursed energy audit
expenses arising from the implementation of the CACS Program. Publie witness
Read testified on the proposed program and on his recommendations concerning
the appropriate cost recovery of the energy audit expenses related to the CACS
Program.

Based upon a careful consideration of the record in this proceeding, the
Commission now makes the followlng:

FINDINGS OF FACT
1. All amounts expended or received by a regulated electric or mtural gas
utility operating in this State, which amounts are atiributable to the

Commercial and Apartment Conservation Service Program should be accounted for

by the utility on its books and records separately from amounts attributable
to all other activities of such ubtility.

2. Each electric or mtural gas customer in this State who receives a
Cemmercial and Apartment Conservation Serviee Program energy audit from a
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regulated utility covered by the North Carclinma CACS Program Plan should be
required te pay a nominal charge. This nominal charge shall be as follows:

1. Apartments - $50.00 per apartment bullding.
2. Commerclal - $50.00 per commercial building.

3. FEach utility customer iIn this State who 1is eligible to receive a CACS
energy audit under the North Carclina CACS Program should receive only one
subsidized audit, for each structure studied. Any customer who requests a
second or duplicate CACS energy audit under the State CACS Plan should be
required to pay in full all of the direct costs associated with providing said
duplicate audit, provided, however, that the customer 1s notified in advance
as to the amount of the charge.

4. All amounts expended by each regulated electric and nmatural gas utility
in complying with the requirements of the North Carolina CACS Program, except
to the extent recovered through the nominal customer charge referred to in
Finding of Fact No. 2 above, should be treated as a ocurrent expense of
providing utility service and should be charged to all ratepayers of the
regutated utility in the same manner as other current operating expenses of
providing such utility service. Such operating expenditures, if determined by
the Commission to be reasonable in amount,  should be recovered by each
regulated utility pursuant to G.S. 62-133, rather than by impositlon of an
annual customer surcharge.

5. If a new owner or tenant of a previously CACS-audited bullding requests
an audit, the covered utility must offer to the new customer the complete
results report from the original audit, where applicable and permitted by law.
However, the potential for legal problems assoeiated with customer
confidentiality and the lack of relevance of old audit information Justify
allowing covered utilities to perform new audifs of bulldings previously
audited wmder CACS. Therefore, a covered utility shall perform a new audit,
instead of providing the report mentioned above, if the custcmer requests a
new audii after being informed of the oosts and avallability of both the
previous audit report and the new audit, There shall be no direct charge to
the customer for a topy of the results report of a previous audit. The direct
cost to the customer for an audit of a previously CACS-audited buillding shall
be based on the same schedule as any other building audit under thls Plan.

CONCLUSIQNS

Pursuant to the statutorily mandated obligations imposed by the Natioml
Energy Conservation Poliey Act, as amended by the ESA, this Ccmmission has
undertaken an active coonsideration of those accounting and related issues
which it 1s required to consider pursuant to NECPA amd the DOE regulations
premulgated thereunder. The Ccemmission strongly believes 1n the purposes
which underlie NECPA, they being to reduce the growth in demand for energy in
the United States and to conserve nonrenewable energy resources produced in
this Natlon and elsewhere, without inhibitng beneficlal ecconemic growth. The
Commission has reviewed the CACS Program developed for implementation in this
State and believea such Plan to be both flexible and entirely responsive to
the mandates of NECPA., Therefore, based upon a careful consideration of the
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entire record of this docket, the Commission wmakes the following
determinations which shall become a part of the North Carolina State CACS
Plan:

1. Each electric or mtural gas customer in this State who receives a CACS
energy audit from a regulated utility covered by the North Carclina CACS
Program Plan will be required to pay a charge in accordance with the following
schedule:

1. Apartments - $50.00 per apartment building
2. Commercial - $50.00 per commerclal building.

The Ccmmission belleves that such a charge will serve to discourage
frivolous requests for energy audits which might perhaps be mde by these
individuals who would not otherwise be inclined to give serious consideration
to the results thereof or to take positive action thereon. The Commission is
of the opinion that a customer charge, being mominal in rature in relation to
the actual costs assceliated with such an audit, will be acceptable to those
indiviudals who are serious about conserving emergy. Furthermore, imposition
of such a charge will not, in the opinion of this Commission, serve to unduly
limit customer participation in the CACS Program. Rather, the Ccomission
believes that the program will be enhanced to the extent that a nominal
customer charge my chiefly serve to encourage requests for audits by those
individuals who will be most likely to take some positive action upon receipt
of the results of said audit. The Ccumission notes that the evidence in this
proceeding indicates that the estimated cost of the CACS energy audits ranges
from $125 to $500. Furthermore, the Conmission is of the opinion, and
therefore concludes, that each ublility customer in this State who is eligible
to receive a CACS energy audit under the CACS Program Plan should recelve only
one subsidized audit for each structure studled and that any customer who
requests a second or duplicate CACS energy audit under the State CACS Plan
should bte required to pay 1a full all of the direct costs assoclated with
providing sald duplicate audit, provided, however, that the customer is
notified 1n advance as to the amount o the charge. In this regard, the
Commission believes that each regulated electric amd natural gas ubtility
subject to the North Caroclina CACS Plan should take such reasomable steps ard
institute such mocedures as 1t deems prudent and necessary to ascertain
whether a customer requesting a CACS energy audit has previously received a
subsidized CACS audit on the same structure uwnder the State CACS Plan.

2, The amounts expended by each regulated electric and mtural gas utility
in complying with the requirements of the North Carolina CACS Program, to the
extent not recovered through nominal customer audit charges discussed above,
should be treated as a current expense of providing utility service which
should be charged to all ratepayers o the regulated utility in the same
mannetr as other current operating expenss of providing suech utility service.

3. The Public Staff presented testimony concerning the applicability of
the CACS program t© a new owner or tenant o a previously CACS-audited
building. Since the original audlt report might ocontain confidential
information, the Public Staff recommended that the Cammission allow a utility
to conduct a new audit for a subsequent customer. The Public Staff further
recommended that customers receiving these audits be charged the same fee as
all other customers under the North Carolina CACS Plan. Based on the
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foregoing, the Commission concludes that when a new owner or tenant o a
previously CACS-audited building requests a new audit, after being informed of
the costs and avallabllity of both the previcus audit report and the new
audit, then the covered utility should perform the requested CACS audit.

IT IS, THEREFORE, ORDERED as follows:

1. That Carolina Power & Light Company, Duke Power Campany, Virginia
Electric ard Power Canpany, North Carolina Natural Gas Corporation, Public
Service Company of North Carolina, Inc., Pledmont Natural Gas Cempany, Ine.,
shall comply with all provisions set forth in the North Carolina Cammercial
and Apartment Conservation Service Program.

2. That the regulated utilitles subject to this Order shall charge and
collect a fee in accordance with the schedule set forth herein from each
customer who receives a CACS audlt under the North Carclina CACS Program.

3. That each regulated utility subject to this Order shall take such
reasonable steps and shall institute such procedures as it deems prudent and
necessary to ascetain whether a customer requesting a CACS energy audit has
previously received a subsidized energy audit under the State CACS Plan., Any
utility customer who requests a second or duplicate CACS energy auwdlt under
the North Carclina CACS Program shall be required to pay in full all of the
direct costs associated with mroviding said duplicate audit, provided,
however, that the ocustomer is motified in advance as to the amount of the
charge,

4, That all amounts expended or received by the regulated utilities
subject to this Order pursuant to the North Caroclina CACS Program shall be
accounted for by each utllity on its books and records separately fran amounts
attributable to 211 other activities of the regulated utility.

5. That all amounts expended by the regulated utilities subject to this
Order in complying with the requirements of the North Carclina CACS Program in
providing CACS energy audlts, to the extent not recovered through the nominal
customer charges approved herein, shall be treated as a cwrent expense of
providing utility service to be charged to all ratepayers of the regulated
utility in the same mnner az other current operating expenses of providing
such utility service.

6. That a covered utility shall perform a new audit, instead of providing
the original audlt report, when a new owner or tenant o« a meviously
CACS-audited bullding requests said audit, and has been informed of the costs
and availability of both the previous audit report amd the new audit.

ISSUED BY ORDER OF THE COMMISSION.
This the 12th day of April 1984,
NORTH CAROLINA UTILITIES COMMISSICN
(SEAL) Sardra J, Webster, Chief Clerk
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DOCKET NO. M-100, SUB 101
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of

Bevision of Rule R1-17(b)(12) of ) ORDER RESCINDING
the Rules and Regulations of the )} COMMISSION RULE
North Carolina Utilitiles Commission ) R1-17(b)}12)

BY THE COMMISSION: Since the enactment of the Staggers Rall Aet of 1980
this Commission no longer hears and debtermines rallrosad Intbrastate general
rate applications.

Commission Rule R1=17(b){12) governs the contents of applications by
Class I railroads for general rate 1lncreases in this state.

The Commission 1s of the opinion bthat Rule R1-17(b){12) should be
rescinded and deleted from the Commission's Rules and Regulations and that
Rule R1-1T¢{b}{ 13} and {14) be renumbered R1-17(b)(12) and (13) respectively.

A copy of this Order shall be sent to the Michie Publishing Company.
IT IS, THEREFORE, ORDERED as follows:

1. That Chapter 1 of the Commission's Rules and Regulations be amended by
deleting therefrom Rule Ri-17(b)(12) and by renuwmbering Rules R1-17(b)( 13} and
(14) as {12) and (13) respectively.

2. That a copy of this Order be sent to the Michle Company, as follows:

Ms. Diane J. Kyrus

State Agency Publications

The Michie Cempany

P. Q. Box 7587

Charlottesville, Virginia 22906-7587

ISSUED BY ORDER OF THE COMMISSION.
This the 23rd day of March 1984,
NORTH CAROLINA UTILITIES COMMISSION
(SEAL) Sandra J. Webster, Chief Clerk
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DOCKET NG. M-100, SUB 103
BEFORE THE NORTH CAROLINA UTItiTIES COMMISSION

In the Matter of
Tariff Revisions for all Electric, Natural )
Gas, and Telephone Utilities Under the
Jurisdiction of the North Carolina Utilities ) ORDER ESTABLISHING
Commission Following Enactment of House Bill ) PROCEEDING AND REQUIRING

1513 to Enable Individuals to Deduct the ) FILING OF REVISED TARIFFS
Taxes on Certain Utilities' Commodities and )
Services from Their Federal Income ) ,

BY THE COMMISSION: On July 6, 1984, the General Assembly ratified House
Bill 1513 entitled "An Act to Change the State Tax Structure for Commodities
and Services Provided by Certain Utilities to Enable Individuals to Deduct
Taxes on These Commodities and Services £from Their Federal Income." In
general, the bill changes the tax structure so that a portion of the 6% gross
receipts tax currently included in public utility rates would be replaced by a
sales tax. The cbjective of the bill is to make the necessary changes to the
State tax structure to satisfy the requirements of the Internal Revenue Service
without altering (1) utility bills to ratepayers, (2) the distribution of gross
receipts tax revenues to the various municipalities, or (3) the net State tax
revenues. The bill is effective January 1, 1985, and applies to sales of
electricity, natural gas, and telephone service on and after that date.

Ameng the changes effected by the bill are the following:

1. the gross receipts tax rates for electric, natural gas, and telephone
ugtilities is reduced from 6% to 3.22%;

2, the percentage of gross receipts tax revenues from electric, natural
gas, and telephone utilities distributed to municipalities is increased from 3%
. to 3.09%;

3. a 3% sales tax is imposed on commodities and services provided by
electric, natural gas, and telephone utilities.

Since the tariffs of all the affected ntilities currently reflect a 6%
gross receipts tax rate, the Commission has determined that it will be
necessary to adjust such tariffs downward to reflect the 3.22% rate. On an
across-the-board basis, the reduction wounld be approximately 2.8725%

1-[(1-.06)/(1-.0322)] . Moreover, the sales tax must be shown on the revised
tariffs as an addition to the utility bill in order to arrive at the total
amount due to the utility from the ratepayer.

The Commission is of the opinion-that each affected utility should file,
for review and approval, the tariff revisions necessary to recognize the
changes prescribed by House Bill 1513 and that such revisions should reflect,
as nearly as possible, a 2.8725% reduction in each tariffed rate.
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IT 1S, THEREFORE, ORDERED as follows:

1, That the electric, natural gas, and telephone utilities subject to the
jurisdiction of this Commission shall file proposed revised tariffs reflecting
an across-the-board decrease of approximately 2.8725% in each of their
respective rates and charges. To the extent that such reductions cannot be
reasonably accomplished due to special circumstances {e.g. pay telephone
tariffs), each affected utility shall present an alternative proposal or
recomnendation for thé Commission's comsideration. Such tariff filings shall
also reflect the addition of a 3% sales tax to bills for utility commodities
and services. Further, such proposed tariffs shall be filed on or before
Rovember 1, 1984, and shall bear an effective date of January 1, 1985;
provided, however, that the aforementioned filing date for ALLTEL~Carclina,
Inc. and Southern Bell Telephone and Telegraph Company shall be the date
established by the Commission subsequent hereto with respect to the filing of
revised tariffs to be prescribed in Docket Nos. P-118, Sub 31 and P-55,
Sub 834,

2. That the Public Staff is requested to réview the proposed revised
tariffs and to file comments and recommendations on or before November 20,
1984, :

3. That each affected utility in conjunction with the filing of proposed
tariffs as required by Ordering Paragraph No. 1 above shall file a proposed
customer notice or notices clearly explaining the nature and objective of the
instant changes to the Revenue Laws of North Carcolina and the effect that such
changes will have on customer bills. Further, each affected utility shall file
a statement of the plan or procedure it proposes to employ in disseminating
such information to its customers.

4, That the Chief Clerk shall mail a copy of this Order to each regulated
electric, natural gas, and telephoné company operating in North Carolina.

ISSUED BY ORDER OF THE COMMISSION.

This the 28th day of September 1984, ) v
NORTH CAROLINA UTILITIES COMMISSION
(SEAL) Sharon Credlé Miller, Deputy Clerk
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DOCKET NO. M-100, SUB 103
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of
Tariff Revisions for all Electriec, Natural Gas, and Telephone ) ORDER
Utilities Under the Jurisdiction of the North Carolina Utilities ) ESTABLISHING
Commission Following Enactment of House Bill 1513 to Enable ) CUSTOMER
Individuals to Deduct the Taxes on Certain Utilities Commodities )} NOTICE
and Services from Their Federal Income ) REQUIREMENTS

BY THE COMMISSION: On September 28, 1984, the Commission required each
affected utility to file a proposed customer notice or notices clearly
explaining the nature and objective of the changes to the Revenue laws of North
Carolina as contained in House Bill 1513 and the effect that such changes will
have on customer bills. Further, each’affected utility was required to file a
statement of the plan or procedure it proposes to employ in disseminating such
information to its customers. After having reviewed said filings the
Commission -concludes that the Customer Notice attached hereto should be
included as a one time Bill insert during the billing cycle wherein North
Carolina three-percent sales tax first appears on each respective customer's
bill.

IT 15, THEREFORE;, ORDERED that each electric, natural gas, and telephone
utility subject to the jurisdiction of this Commission shall include as a one
time bill insert the Customer Notice attached hereto. Such insert shall be
included during the billing cycle wherein North Carolina three-percent sales
tax first appears on each respective customer's bill.

ISSUED BY ORDER OF THE COMMISSION.
This the 10th day of December 1984.
. NORTH CAROLINA UTILITIES COMMISSION
(SEAL) Sandra J. Webster, Chief Clerk

ATTACHMENT
CUSTOMER NOTICE

YOUR _ - BILL HAS A NEW LISTING THIS MONTH

Beginning this month, a 3% state sales tax is listed on your
bill. This listing is a result of legislation enacted by the North Carolina
General Assembly and is intended to help you save on your federal income taXes.

THE NEW SALES TAX LISTING WILL CAUSE VERY LITTLE CHANGE IN THE TOTAL AMOUNT OF
YOUR MONTHLY BILL. The law provides that approximately one-half of the North
Carolina 6% gross receipts tax, previoudly included in rates, become a sales
tax effective January 1, 1985, Our rates have been reduced approximately 3% to
reflect the lower gross receipts. tax and the fact that sadles tax is shown
separately.

If you itemize deductions on your federal income tax return, the change in the
law is intended to allow you to deduct the sales tax you pay on electric,
natural gas and telephone utility services each year, just as you can deduct
other state sales taxes.
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DOCKET NO. H-100, SUB 103
NORTH CAROLINA UTILITIES COMMISSION

In the Matter of
Tariff Revisions for All Electric, Natural Gas,

and Telephone Utilities Under the Jurisdiction ORDER
of the North Careclina Utilities Commission APPROVING
Following Enactment of House Bill 1513 to Enable TARIFFS

Individuals to Deduct the Taxes on Certain
Utilities' Commodities and Services from their
Federal Income

N N N N N S

BY THE COMMISSION: On September 28, 1984, the Commission required each
affected utility to file revised tariffs reflecting the impact of certain
changes to the Revenue Laws of North Carcolina as contained in House Bill 1513.
After having reviewed the revised tariffs filed in this docket and the comments
and recommendations submitted by the Public Staff, the Commission concludes
that, except for the proposed tariffs filed by Barnardsville and Service
Telephone Companies, such revised tariffs should otherwise be approved;
provided, however, that the revised tariffs do not indicate that they become
effective on billings rendered on and after Jamuary 1, 1985. In those
instances whereby the revised tariffs indicate that they become effectivé on
billings rendered on and after Jamwary 1, 1985, such tariffs are to be further
modified in a manner so as to clearly reflect that they become effective on
service rendered on and after January 1, 1985. After such modification is
accomplished and the tariffs refiled with the Chief Clerk of the Commission
said tariffs will be just and reasonable and no further approval shall be
required.

The tariffs filed by Service Telephone Company and Barnardsville Telephone
Company only reflect reductions in basic local exchange service rates and
extension station rates. These two telephone companies should refile their
tariffs on or before December 31, 1984, to make reductions in other .lccal
service categories as well as reductions in basic and extension station rates.

Furthermore, it ‘is to be clearly understood that no tariff or tariffs
contained in such filings shall be construed or interpreted to include
three-percent North Carolina Sales Tax.

IT IS, THEREFORE, ORDERED as follows:

1. That, except for the proposed tariffs filed by Barnardsville and
Service Telephone Companies, the revised tariffs filed in this docket by the
other electric, natural gas, and telephone utilities subject to the
jurisdiction of this Commission te reflect the impact of changes to the Revenue
Laws of North Carolina as contained in MHouse Bill 1513 are hereby approved;
provided, however, that such revised tariffs do ‘not .indicate that they become
effective on billings rendered on and after Janwary 1, 1985. 1In those
instances whereby the revised tariffs indicate that they become effective on
billings rendered on and after January 1, 1985, such tariffs shall be further
revised in a manner so as to clearly réflect that they become effective “on
service rendered on and after Januvary 1, 1985. After such revision' is
accomplished and the tariffs refiled with the Chief Clerk of the Commissionm,



GENERAL ORDERS - GENERAL 15

such tariffs will be just and reascnable and no further approval shall be
required.

2. That Service Telephone Company and Barnardsville Telephone Company
shall refile tariffs for Commission approval not later than December 31, 1984,
in conformity with the applicable provisions of this Order.

3. That Western Carclina University shall either (a) file appropriate
tariffs in this docket for Commission approval not later than Monday, December
31, 1984, or (b) advise the Commission in writing of the Company's legal basis
for not filing such revised tariffs by said date.

ISSUED BY ORDER OF THE COMMISSION.
This the 20th day of December 1984.
NORTH CARQOLINA UTILITIES COMMISSION
(SEAL) Sandra J. Webster, Chief  Cleck
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DOCKET NO. M-100, SUB 104
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Hatter of
Revision of Rules R2-74 and R2-83 of the )
Commission's Rules and Regulations Relating ) ORDER AMENDING RULES
to the Registration and Identification of ) R2-74 AND R2-83
Vehicles )

BY THE COMMISSION: The North Carolina Utilities Commission acting under
the power and authority delegated to it for the promulgation of rules and
regulations hereby adopts Amendments te its "Rule R2-74. Régistration and
identification of wvehicles.” and "Rule R2-83. Vehicle registration and
identification required." These Amendments which are set forth in Exhibit A
attached hereto revise Rules R2-74 and R2-83 are pursuant to a request by the
North Carolina Division of Motor Vehicles and the affect is to delete the
requirement that each application for anmual reregistration of interstate motor
vehicles be accompanied by a 1list identifying each such vehicle and to
substitute October for November as the earliest date such applicaticn may be
received.

The HNorth Carolina Division of Motor Vehicles has advised that the
proposed changes in said Rules will ease the regulatory burden imposed on
interstate motor carriers and will assist in maintaining uniformity among the
various regulatory jurisdictions and, also, that all affected motor carriers
will be notified by a direct mailing.

Therefore, the Commission concludes that its Rules R2-74 and R2-83 should
be amended as set forth im the attached Exhibit A,

1T IS, THEREFORE, ORDERED

1. That Exhibit A attached hereto is adopted as an Amendment to Rule
R2-74 and Rule R2-83 to become effective the date of this Order.

2. That a copy of this Order shall be directed to the North Carolina
Division of Hotor Vehicles and published in the next issue of the Commission's
Truck Calendar of Hearings.

ISSUED BY ORDER OF THE COMMISSION.
This is the 10th day of October.
NORTH CAROLINA UTILITIES COMMISSION.
(seal) Sharon Credle Miller, Deputy Clexk

EXHIBIT A

Rule R2-74, Registration and identification of vehicles. --~(a) On or
before the 31lst day of January of each calendar year but not earlier than the
preceding first day of October, such interstate motor carriers shall apply to
this Commission for the issuance of an identification stamp or stamps for the
registration and identification of the vehicle or vehicles which it intends to
operate within the borders of this State during the ensuing year. Such
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application shall be accompanied by a filing fee in the amount of $1.00 for
each identification stamp applied for. Applications for annual reregistration
of such motor vehicles shall be accompanied by a filing fee in the amount of
31.00 for each identification stamp applied for. The application for the
issuance of such identification stamps shall be in the form set forth in Form B
appended to and made a part of this Article. and such application shall be duly
completed and executed by an official of the motor carrier. Provided, that
vehicles of such carriers domiciled in another jurisdiction which extends
reciprocity te vehicles or carriers domiciled in North Carolina, pursuant to
the general reciprocal agréements heretofore or hereafter entered into with the
North Carolina Commissioner of Motor Vehicles under Article 1A of Chapter 20 of
the General Statutes, shall be exempt from the payment of registration fees
required in this subsection to the same extent as such jurisdiction exempts
vehicles of carriers domiciled im North Carolina from annual interstate public
utilities vehicle registration fees similar to the fee reguired in this
subsection.

(b) On or before the 31st day of January of each calendar year but not
earlier than the preceding first day of October, such motor carrier shall apply
to the National Association of Regulatory Utility Commissioners oxr to this
Commission for the issuance of a Sufficient supply of uniform identification
cab cards for use in connection with the registration and identification of the
vehicle or vehicles which it intends to operate within the borders of this
State during the ensuing year. Cab cards shall be in the form set forth in
Form D appended hereto.

(c) The identification stamp shall be in the shape of a square and shall not
exceed one inch in diameter and such stamp shall bear an expiration date of the
first day of February in the succeeding calendar year.

. (d) The registration and identification of vehicles under the provisions of

this Article and the identification stamp evidencing same and the cab card
prepared therefor shall become wvoid on the first day of -February in the
succeeéding calendar year unless such registration is terminated prior thereto.
North Carolina identification stamps shall bear an expiration date of the first
day of Februwary in the succeeding calendar year. See G.5. 62-3001. (NCUC
Docket No. M-100, .Sub 11, 10/5/67; NCUC Docket Né. M-100, Sub 11, 6/15/71; NCUC
Docket No. M-100, Sub 44, 10/5/71; NCUC Docket Ne. M-100, Sub 75, 10/27/77;
NCUC Docket No. M-100, Sub 104, 10/10/84.)

Rule R2-83. Vehicle registration and identification required.--(a) A motor
carrier shall not operate a vehicle or engage in driveaway operations within
the borders of the State unless and until the vehicle or driveaway operation
shall have been registered and identified with the Commisgion in accordance
with the provisions of this Article, and there shall have been a compliance
with all other requirements of this Article.

(b) On or before the 3Ist of January of each calendar year, but not earlier
than the preceding first day of October, such motor carrier shall apply to the
Commission for the issuance of -an identification stamp or stamps, for the
registration and identification of the vehicle or vehicles which it intends to
operate, or driveaway operations which it intends to conduct, within the
borders of this State during the ensuing year. The motor carxier may apply for
such number of stamps as is sufficient to cover its vehicles or driveaway
operations which it anticipates will be placed in operation or conducted during
the period for which the stamps are effective. The motor carrier may
thereafter file one or more supplemental applicatiens for additional stamps if
the need therefor arises or is anticipated.
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(¢) If the Commission determines that the motor carrier has complied with
all applicable provisions of this Article, the Commission shall issue 'to the
motor’ carrier the number of identification stamps requested.

(d) An identification stamp issued or assigned under the provisions of this
Article shall be used for the purpose of registering and identifying a vehicle
or -driveaway operations as being' operated or conducted by a motor carrier, and
shall not be used for the purpese of distinguishing between the wehicles
operated ‘'by the same . motor carrier. A motor carrier receiving an
identification- stamp under the provisions of this Article shall "knowingly-
permit the use of same by any other person or organization.

(e) On or before the 31st day of Japnuary of each calendar year, but® not
earlier than the preceding first day of October such motor carrier shall apply
to the National Association of Regulatory- Utility Commissioners for the
issuance of a sufficient supply of uniform identification cab -cards for use in
connection with the registration and identification of the vehicle or vehicles
which it intends to operate, or driveaway operations which it intends to
conduct, within the borders of the State during the ensuing year.

(f) The NARUC shall issue to the motor carrier the number of cab cards
requested. A motof carrier recéiving a cab card under the provisions of this
Article shall not knowingly permit the use of same by any other person or
organization. Prior to operating a vehicle, or conducting a driveaway
operation, within the borders of the State during the ensuing year, the motor
carrier shall place one of such identification stamps on the back of a cab card
in the square bearing the name of the State in such a manner that the same
cannot be removed: without defacing it. The motor carrier shall thereupon duly
complete and execute the form of certificate printed on the front of the cab so
as to identify itself and such vehicle or driveaway operation and, in the case
of a vehicle leased by the motor carrier, such expiration date shall not exceed
the eipiration date of the lease. The appropriate expiration date shall be
entered in the space provided below the -certificate. Such expiration date
shall be within.a period of fifteen months frem the date the cab card is
executed and shall not be later in time than the expiration date of any
identification stamp or number placed on the back thereof.

(g) The registration and identification of a vehicle or driveaway operations
undér the ptovisions of this Article and the idéntification stamp evidencing
the same and the cab card prepared therefor shiall become void on the first day
of February in the succeeding calendar year, unless such registration is
terminated prior thereto. ' -

(h) The application for the issuance of such identification stamps shall be
in the form set forth in Form B-1 which is attached hereto and made a part of
this Article. The application shall be printed on a rectangular card or sheet
of paper eleven inches in height and eight and one-half inches in width. The
application shall be duly completed and executed by an official of the motor
carrier, and shall be accompanied by a filing fee in the amount of $1.00 for
each identification stamp applied for. Applications for annual reregistration
of such motor vehicles shall be accompanied by a filing fee in the amount of
$1.00 for each identification stamp applied ‘for. Provided, that vehicles of
such carriers domiciled in another jurisdiction which extends reciprocity to
vehicles” of carriers domiciled in North Carolina, pursuant to the general
reciprocal agreements heretofore or hereafter entered into with the North
Carolina Commission of Motor Vehicles under Article 1A of Chapter 20 of the
General Statutes, shall be exempt from the payment of registration fees
required in this subsection to the same extent as such jurisdiction exempts
vehicles of carriers domiciled in North Carolina from annual interstate public
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utilities wehicle registration fees similar to the fee required in this
subsection. )

(i) The application for the issuance of such cab cards shall be duly
executed by an official of the.-motor carrier.

(j) The identification stamp issued under the provisions of this Article by
thé Commission shall bear its .name or symbol and -such other distinctive
markings or information, if any, as the Commission deems appropriate. In
addition, such stamp shall bear an expiration date of the first day of February
in the succeeding calendar year. The stamp shall be in the shape of a square
and shall not exceed oné inch in diameter.

(k) The cab card referred to above shall be in the form set forth in Form
D-1 which is attached hereto and made a part of this Article, and shall bear
the seal of the NARU(C. The cab card shall be printed on a rectangular card
eleven inches in height and eight and one-half inches in width.

(1) In the case of a vehicle not used in -a driveaway operation, the cab card
shall be maintained in the cab of such vehicle for which prepared whenever the
vehicle is operated by the carrier identified in the cab card. Such cab card
shall not be used for any vehicle except the wvehicle for which it was
originally prepared. A motor carrier ‘shall not prepare two or more cab cards
which are effective for the same vehicle at the same time.

(m) In the case of a driveaway operation, the cab card shall be maintained
in the cab of the wvehicle furnishing the motor power for the driveaway
operation whemever such an operation is conducted by the carrier identified in
the cab card.

{(n) A cab card shall, upon demand, be presented by the driver to any
autherized government personnel for inspection.

(0){1) Each motor carrier shall destroy a cab card immediately upon its
expiration, except as otherwise provided in the proviso to
subdivision (2) of this subsection. -

(2) A motor carrier permanently discontinwing the use of a vehicle, for
which a cab card has been prepared, shall nullify the cab card at the
time of such discontinuance. Provided, however, that if such
discontinuance results from destructien, loss or transfer of
ownership of a wvehicle owned by such carrier, or results from
destruction or loss of a vehicle operated by such carrier under lease
of thirty consecutive days' duration or more, and such carrier
provides a newly acquired vehicle in substitution therefor within
thirty days of the date of such discontinuance, each identification
stamp and number placed on the cab card prepared for such
discontinued vehicle, if such card is still in the possession of the
carrier, may be transferred to the substitute wvehicle by compliance
with the follewing procedure:

a. Such motor carrier shall duly complete and execute the form
of certificate printed on the front of a new cab card, so
as to identify itself and the substitute vehicle and shall
enter the appropriate expiration date in the space provided

) below such certificate;

b. Such motor carrier shall indicate the date it terminated use
of the discontinued vehicle by entering same in the space
provided for an early expiration date which appears below
the certificate of the cab card prepared for such vehicle;
and
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¢. Such moter carrier shall affix the cab card prepared for the
substitute vehicle to the front of the cab card prepared
for the discontinued vehicle, by permanently attaching the
upper left-hand corners of both cards together in such a
manner as to permit inspection of the contents of both
cards and, thereupon, each identification stamp or number
appearing on the back of the card prepared for the
discontinued wvehicle shall be deemed +to apply to the

operation of the substitute vehicle.
(p) (1) Any erasure, improper alteration, or unauthorized use of a cab card

shall render it void.

(2) 1f a cab card is lost, destroyed, wutilated, or becomes illegible,
a new cab card may be prepared and new identification stamps may be
issued therefor upon application by the motor carrier and upon payment
of the fee prescribed. See G.S. 62-300. (NCUC Docket No. M-100, Sub 21,
9/15/69; NCUC Docket No. M-100, Sub 21, 6/15/71; NCUC Docket No. M-100,
Sub 44, 10/5/71; NCUC Docket No. M=-100, Sub 54, &/16/74, &/24/74;
10/5/71; NCUC Docket No. M-100, Sub 54, 4/16/74, 4/24/74; WNCUC Docket No.
M-100, Sub 75, 10/27/77; NCUC Docket No. M-100, Sub 104, 10/10/B4.)
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_ DOCKET NO. E-100, SUB 41
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of
Determination of Rates for Purchase and Sale ) '
of Electricity Between Electric Utilities ) ORDER ADOPTING RULE
and Qualifying Cogenerators or Small Power ) (RULE. 'R1-37)
Producers )
HEARD IN: Commission Hearing Room, Dobbs Building, N. Salisbury Street,
Raleigh, North Carolina, on April 30, 1984

BEFORE: Commissioner Robert ' K. Koger, Presiding; Commissioners Sarah
Lindsay Tate; Edward B. Hipp, A. Hartwell Campbell, Ruth E.
Cook, and Charles E. Branford

APPEARANCES:  Robert K. Kaylor, Associate Germeral Counsel, Carolina Power &
Light ' Company, P.0. Box 1551, Raleigh, North Carolina 27602
For: Carolina Power & Light Company

Edgar M. Roach, Jr., Hunton & Williams, Attorneys at Law, P.0O.
Box 109, Raleigh, North Carolina 27602
For: Virginia Electric & Power Company

W. Edward® Poe, Jr., Assistant General Counsel, Duke Power
Company, P.0. Box 33189, Charlotte, North Carolina 28242
For: Duke Power Company

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

For: Using'and Consumifig Public

Donad S. Ingraham, Moore, Van Allen & Allen, P.0. Box 2058,
Raleigh, North Carolina 27611
For: Cogentrix, Inc. '

‘Thomas E. Eller, Jr., Attornmey at Law, Suite 205, Crabtree
Center, 4600 Marriott Drive, Raleigh, North Carelima 27612
For: Hydro-Energy Association of the Carolinas, Inc.

o - Randolph Horner, pro se, P.0. Box 3757, .Chape‘l Hill, North
Carolina 27515-3757
For: Himself

David H. Permar, Hatch, Little, Bunn, Jones, Few & Berry,
Attorney at Law, P.0. Box 527, Raleigh, North Carolina 27602
For: Natural Power, Inc.

William C. Matthews, Womble, Carlyle, Sandridge & Rice,
Attorneys at Law, P.0. Box 831, Raleigh, North Carolina 27602
For: R. J. Reynolds Tobacco Company
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BY THE COMMISSION: By previous Orders in this docket, the most recent
being dated Februmary 14, 1984, the Commission has dealt with the requirements
and procedures to be observed with respect to applications for Certificates of
Public Convenience and Necessity pursuant to G.5. 62-110.1(a) by cogenerators
and small power producers in North Carolina. In order to gain the benefit of
public input. and in ordér to more adequately ensure public notice of the
application requirements and procedueres, the Commission, pursuant to its
authority and responsibilities under state and federal law, issued an Order om
February 20, 1984, instituting a rule-making proceeding in this docket for the
purpose of incorporating the application requirements and procedures into the
Rules and Regulations of the North Carolina Utilities Commission. All parties
to this docket were invited to file comments. and/or a proposed rule, and
several parties filed comments by the deadline stated. The Commission held an
oral argument at the time and place indicated above for the purpose of giving
the parties an opportunity to present their comments to the Commission orally
and to respond to the comments filed by the other parties.

On the basis of the comments and other documents filed by the parties
participating in this rule-making proceeding and the oral argument presented by
the parties, the Commission issued an Order Publishing Proposed Rule on
June 27, 1984. That Order set forth the Commission's reasoning for its
Proposed Rule R1-37, and that Order is hereby incorporated by referemce. That
Order gave parties time within which to file comments on the Proposed Rule, and
several parties filed comments by the deadline stated. One party, Cogentrix,
sent a letter to the Federal Energy Regulatory Commission (FERC) asking for an
advisory opinion from FERC's general counsel 2s to whether this ‘Commission is
preempted by federal law from requiring the information set forth im
Subsection (b)(2) of the Proposed Rile. The Commission withheld further action
on the Proposed Rule while awaiting this advisory opinion. The Commission
recently received a copy of the letter from the Dffice of the Gemeral Counsel
of FERC to the attorney for Cogentrix. By this letter, the General Counsel
concluded that "it would be inappropriate for me to render an opinion on
whether the North Carolina Commission is preposing a rule which is consistent
with the requirements established by the FERC under section 210 of PURPA since
the Commission anticipates that these questions will generally be initiated at
the State level." In light of this response, the Commission has decided to
proceed with this rule-making proceeding.

The Commission has made a limited number of revisions to the Proposed Rule
in response to the comments filed by the parties. Additionally, the Commission
has, on its own motion, refined the requirements of Subsection (b)(1)(ii) by

requiring foreign corporations to state vhether they are domesticated in North

Carolina and has refxned the scope of Subsection (b)(2) by omitting the phrase
“at levelized rates.

The scope of the Rule, as set forth in Section (a), is limited to persons
intending to seek the benefits of 16 U.S.C.A. B824a-3 or G.5. 62-156 as a
cogenerator or a small power producer by selling- electricity to electric
suppliers. Persons exempted from certification by the provisions of
G.5. 62-110.1(g) are of course exempt from the provisions of the Rule. The
Rule's scope includes municipalitiés and counties. The Commission feels that
this is required by use of the term "persen" in G.S. 62-110.1(a). The
Commission notes that the League of Municipalities and the Association of
County Commissioners have filed comments objecting to the inclusion of
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municipalities and counties within thé scope of the Rule and have requested a
formal opinion from the Attorney General. That opinion has not yet been
received. If a revision is deemed appropriate as a result of the Attorney
General's opinicn, such a revision will be dealt with by further order of the
Commission. The Commission has also extended the scope of the certification
procedure to include the renovation and the reworking of existing but
nonoperable facilities, as well as the construction of new facilities. The
Commission feels that this is within the meaning of the term "construction" as
used in G. §. 62-110.1(a).

The Rule establishes a two-tier application procédure pursuant to which
large projects that desire to qualify for long-term contracts will be required
to file more detailed information as to their financial and operational
reliability. Since long-term options are not required by federal law, the
Commission feels that it has the authority to require more detailed information
from those seeking the benefits of this option. The public will depend upeon
cogenerators and small power producers who enter intc long-term contracts for a
part. of the public's supply of electricity. If these contracts provide for
levelized rates, substantial over-payments will be made in the early part of
the contract term. For these reasons, the Commission feels obligated, as a
part of its responsibilities undér state and federal law, to consider the
operational and firnancial reliability of larger projects with long-term
contracts.

The procedure for the processing of applications is basically that
required by G.S. 62-82. The applications will be distributed to other state
agencies for their comments.

The Commission has seen fit to impose three conditions upon the
certificates issued pursuant to this Rule. Certificates should be subject to
revocation should any other necessary license or permit not be cobtained and
should that fact be brought to the attention of the Commission and should the
Commission find that as a result the public convenience and necessity no longer
require construction of the project. Secondly, the certificate should be
renewed if construction does not begin within five years after the issuance of
the certificate. Finally, the Commission reserves the right to review all
plans to transfer or assign a certificate before the time construction is
completed and to review changes in the information required by
Subsection (b){1) that become known before completion '6f construction. The
Commission will deal with such plans or changes on an individual basis giving
due consideration to the importance of the particular plan or change involved.

The Rule attached herete shall become effective as of the date of the
Order. All electric ntilities subject to the jurisdiction of this Commission
should refipne their internal procedures 50 as to ensure that cogenerators and
small power producers comply with the provisions of this Rule and obtaimn a
certificate of public convenience and necessity prior to the time the contract
for sale and purchase of electricity is signed. In particular, the utilities
shall refine their procedures so as to ensure that cogenerators and small power
producers have complied with the provisions of Subsection (b)(2)} of this Rule
before they enter into a long-term contract with any project with a maximem
dependable capacity of 5 megawatts or more for which the application for a
certificate was filed after the adoption of this Rule.



24 GENERAL ORDERS - ELECTRICITY

IT IS, THEREFORE, ORDERED as follows:

1. That the Rule R1-37, attached herete, should be, and hereby is,
adopted as a rule of this Commission; and

2. That all electric utilities subject to the jurisdiction of this
Commission shall refine their internal procedures so as to ensure that
cogenerators and small power producers comply with the provisions of this Rule
and obtain a certificate of public convenience and necessity prior to the time
the contract for sale and purchase of electricity is signed and, in particular,
the utilities shall refine their procedures so as to ensure that cogenerators
and small power producers have complied with the provisions of
Subsection (b)(2) of this Rule before they enter into a long-term contract with
any project with a maximum dependable capacity of 5 megawatts or more for which
the application for a certificate was filed after the adoption of this Rule.

ISSUED BY ORDER OF THE COMMISSION.
This is the 25th day of October 1984.
NORTH CAROLINA UTILITIES COMMISSION
(SEAL) Sandra J. Webster, Chief Clerk

RULE Ri-37. APPLICATION FOR CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY
BY QUALIFYING COGENERATOR OR SMALL POWER PRODUCER; PROCEDURE THEREON; REPORTS
OF CONSTRUCTION. -~ ’

(a) Scope of Rule. - The scope of this rule shall be as follows:

(1) This rule applies to applications for a certificate of public
convenience and necessity pursuant to G.§. 62-110.1(a) filed by
any person seeking the benefits of 16 U.5.C.A. 824a-3 or G.S.
62-156 as a qualifying cogemerator or a qualifying small power
producer as defined in 16 U.S.C.A. 796(17) and (18) or as a small
power producer as defined in 6.5. 62-3(27a), except persons exempt
from certification by the provisions of G.S. 62-110.1(g).

(2) For purposes of this rule, the term "persen" shall include 2
municipality as defined in Rules R7-2{c) and R10-2(c), including a
county of the State.

(3) The construction of a facility for the generation of electricity
shall include not only the building of a new bunilding, structure
or generator, but also the renovation or reworking of an existing
building, structure or generator in order to enable it to operate
as a generating facility.

(4) This rule shall apply to any person within its scope who begins
construction of an electric generating facility without first
.obtaining a certificate of public convenience and necessity. In
such circumstances, the application shall include an explanation
for the applicant's beginning of construction before the obtaining
of the certificate.
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(b} The Application. - Applications filed pursuant to this rule shall be as

follows:

(1) The application shall contain, among other things, the following
infermation, either embodied in the application or attached
thereto as exhibits:

(i)

(ii)

(idii)

(iv}

(v)

(vi)

(vii)

(viii)

(ix)
(x)

(xi)

The full and correct name, business address and business
telephone number of the applicant;

A statement of whether the applicant is an individual, a
partnership, or a corporation and, if a partnership, the name
and business address of each general partner and, if a
corporation, the state and date of incorperation and the name
and business address of an individual duly authorized to act
as corporate agent for the purpose of the application and, if
a foreign corporation, whether domesticated in North
Carolina;

The nature of the generating facility, including the type and
source of its power or fuel;

The location of the generating facility set forth in terms of
local highways, streets, rivers, streams, or other generally
known local landmarks together with a map such as a county
road map with the location indicated on the map;

The ownership of the site and, if the owner is other than the
applicant, the applicant's interest in the site;

A description of the buildings, structures and equipment
comprising the generating facility and the manner of their
operation;

The projected maximum dependable capacity of the facility in
megawatts;

The projected cost of the facility;
The projected date on which the facility will come on line;

The applicant's general plan for sale of the electricity to
be generated, including the utility to which the applicant
plans to sell the electricity, any provisions for wheeling of
the electricity, arrangements for firm, non-firm or emergency
generation, the service life of the project, and the
projected annual sales in kilowatt hours; and

A complete 1list of all federal and state licenses, permits
and exemptions required for construction and operation of the
generating facility and a statement of whether each has been
obtained or applied for. A copy of those that have been
obtained should be filed with the application; a copy of
those that have not been obtained at the time of the
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(2)
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application should be filed with the Commission as soon as
they are obtained.

In addition to the information required above, an applicant whe
desires to enter into a contract for a term of 5 years or more for
the sale of electricity and who will have a projected maximum
dependable capacity of 5 megawatts or more available for such sale
shall include in the application the following information and
exhibits:

(i) A statement detailing the experience and expertise of the
persons who will develop, design, construct and operate the
project to the extent such persons are known at the time of
the application;

(ii) Information specifically identifying the extent to which any
regulated utility will be involved in the actual operation of
the project;

(iii) A statement obtained by the applicant from the electric
utility to which the applicant plans to sell the electricity
to be generated setting forth an assessment of the impact of
such purchased power on the utility's capacity, reserves,
generation mix, capacity expansion plam, and avoided costs;

(iv) The most current available balance sheet of the applicant;
(v) The most current available income statement of the applicant.
(vi) An economic feasibility study of the project;

(vii) A statement of the actual financing arrangements entered into

in connection with the project to the extent known at the
time of the application;

(viii) A detailed explanation of the anticipated kilowatt and

(3)

(4)

kilowatt hour outputs, on-peak and off-peak, for each month
of the year;

(ix) A detailed explanation of all energy inputs and outputs, of
whatever form, for the project, including the amount of
energy and the form of energy to be sold to each purchaser;
and

(x) A detailed explanation of arrangements for fuel supply,
including the length of time covered by the arrangements, to
the extent known at the time of the application.

411 applications shall be signed and verified by the applicant or
by an individual duly authorized to act on behalf of the applicant
for the purpose of the application.

The application and 17 copies shall be filed with the Chief Clerk
of the Utilities Commission.



GENERAL ORDERS - ELECTRICITY 27

(c) Procedure upon Receipt o6f ‘Application. - Upon the filing of an
application appearing to meet the requirements sét forth above, the
Commission will process it as follows: .

(d)

C (1

2)

(3

(4)

The Commission will issué an order requiring the applicant to
publish notice of the application once a week for four successive
weeks in a daily newspaper of general circulation in the county
where the generating facility is proposed to be constructed and
requiring the applicant to mail a copy of theé applicaticn and the
notice, no Jlater than the first date that such notice is
published, to the electric utility to which the applicant plans to
sell the electricity to be generated. The applicant shall be
responsible for filing with the Commission an affidavit of
publication and a signed'and verified certificate of service to
the effect that the application and notice have been mailed to the
electric utility to which -the applicant plans to -=sell the
electricity to be generated.

The Chief Clerk will deliver 6 copies of the application and the
the notite t6 the Clearinghouse Coordinator of the Office of
Policy and Planning of the Department of Administration for
distribution by the Coordinator te State agencies having an
interest in the application.

If a complaint is received within 10 days aftér the last date of
the publication of the notice, the Commission will schedule a
public hearing to determine whether & certifiéate should be
avarded and will give reasonable notice of the time and place of
the hearing te the applicant. and to each complaining party and
will require the applicatnt: to publish notice of the hearing in
the newspaper in which the notice of the application was
published. If no complaint is received within the time specified,
the Commission may, upon its own initiative, order and schedule a
hearing to determine whether a certificate should be awarded and,
if the Commission orders a hearing upon its own initiative, it
will. require notice of the hearing to be published by the
applicant in the newspaper in which the notice of the application
was published.

If nolcomplaint is received within the time specified and the
Commission does not order a hearing upon its own initiative, the
Commission will enter an order awarding the certificate.

The Certificate. - Certificates issued pursuant to this Rule shall be
subject to the following:

(13

The certificate shall be subject to révecation if any of the other
federal or state licensés, permits or exemptiéns required for
construction and operation of the generating facility is not
obtained and that fact is. brought to the attention of the
Commission and the Commission .finds that as a result the public
convenience and necessity no longer requires, or will require,
construction of the facility.
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(e)

(2)

(3)
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The certificate must be renewed by re-compliance with the
requirements set forth in this Rule if the applicant does not
begin construction within .5 years .after issuance of the
certificate. All applicants must submit. annual progress reports
as required by G.S. 62-110.1(f) until construction is completed.

Until the time construction is completed, all certificate holders
must .advise the Commission of any plans to tramsfer or assign the
certificate or of any changes in the. informatiom set forth in
subsection (b){1) of this Rule, and the Commission will order such
proceedings as it deems appropriate to deal with such plans or
changes.

Reports of Construction. - All persons exempt from certification by the
provisions of G. S. 62-110.1(g) shall file with the Commission a report
of the proposed construction of an electric generating facility before
beginning construction therxeof. Such reports shall include the
information set forth in Subsection (b)(1) of this Rule.
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DOCKET NO. E-100, SUB 47
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of

Rulemaking Proceeding to Consider Annual Fuel )  ORDER RESCINDING
Adjustments to Electrle Rates Pursuant to }  COMMISSION RULE
G.S. 62-133.2 ) R1-36

BY THE COMMISSION: On June 17, 1982, the Nerth Carclinma General Assembly
repealed G.S5. 62-13U4(e) and emacted G.S. 62-133.2, thereby modifying Lthe
statutory basis for allowlng adjustments to electric rates for changes in the
coat of fuel and the fuel component of purchased power.

Both the Publie Staff and the North Carolim Textile Manufacturers
Association (NCTMA) subsequently filed motions in Docket No. E-100, Sub 34,
requesting the Commission to institute a rulemaking to consider sueh revisions
to the Commission's rules as may be needed to conform to G.S. 62-133.2. The
Public Staff, 1n addition, filed proposed rule revisions and asked that they
be published for comment.

By Order issued December 22, 1982, the Commission created Docket No. E-100,
Sub 47, and instituted the instant procceding for the purpose of establishing
rules and procedures for the implementation of G.S. 62-133.2 regarding fuel
charge adjustments for electric ubtilities. Carolima Power & Light Company
(CP&L), Duke Power Company (Duke), and Virginiz Electric and Power Company
{Vepco) were made party respondents; the NCIMA and other interested parties
were Invited to intervene; and the Public Staff's interventlon was recognlzed.

A hearing to consider proposed rule revisions and testimony commenced on
March 1, 1983,

Commission Rule R1-36 presently pertalns to appliecations for changes in
electrlie rates based solely on changes in the cost of fuel uwsed in the
generation or production of electric power filed pursuant ko G.S. 62-134(e).

In view of the fact that G.5. 62-134(e) was repealed by the General
Assembly of the State of North Carolim effective June 17, 1982, wupon
emactment of G.S. 62-133.2, the Commission concludes that Commission Rule
R1-36 1s obsolete and should, therefore, be rescinded.

The Commission will soon enter a further order in this doecket publishing
for comment proposed rules to implement G.S. 62-133.2.

IT IS, THEREFORE, ORDERED that Commission Rule R1-36 be, and the samme is
hereby, rescinded.

ISSUED BY ORDER OF THE COMMISSION.
This the 27th day of February 1984.
NORTH CAROLINA UTILITIES COMMISSION
( SEAL) Sandra J. Webster, Chlef Clerk
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DOCKET NO. E-100, SUB H7

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of

Rule-Making Proceeding to Consider Annual Fuel } ORDER ADOPTING
"Charge Adjustments to Electric Rates Pursuant to ) REVISED RULES
G.S. 62-133.2 )
HEARD IN: Commission Hearing Room, Dobbs Building, 430 North Salisbury
Street, Raleigh, North Carolina, teginning March 1, 1983
BEFORE: Chairman Robert K. Koger, Presiding; Commissloners Sarah Lindsay
Tate, Edward B. Hipp, A. Hartwell Campbell, and Douglas P. Leary
APPEARANCES:

For the Respondents:

Steve C. Griffith, Jr., Senior Vice Presldent and General
Counsel, and George W. Ferguson, Jr., Vice President and Deputy
General Counsel, Duke Power Company, P.0. Box 33189, Charlotte,
North Carolina 28242

For: Duke Power Company

Richard E. Jones, Vice President and Senior Counsel, and Hill
Carrow, Attorney, Carclina Power & Light Company, P.O0. Box 1551,
Raleigh, North Caroclina 27602

For: Carclina Power & Light Company

Edgar M. Roach, Jr,, Hunton & Williams, Attorneys at Law, P.C.
Box 109, Ralelgh, North Carolinz 27602
For: Virginia Electric and Power Company

For the Intervenocrs:

Thomas R. Eller, Jr., Attorney at Law, P.0. Drawer 27866,
Raleigh, North Carolina 27611
For: North Carolina Textile Manufacturera Assoclation, Ine.

Sam J. Ervin, IV, Byrd, Byrd, Ervin, Blanton, Whisnant &
McMahon, P.A., Attorneys at Law, P.0. Drawer 1269, Morganton,
North Carolina 28655

For: Great Lakes Carbon Cerporation

M., Travis Payne, Edelstein & Payne, Attormeys at Law, P.O.
Box 12607, Raleigh, North Carolna 27605
For: ¥Kudzu Alliance

For the Using and Consuming Publie:

Antoinette Wike, Staff Attorney, Publie Staff - North Carolina
Uttlities Commission, P.0. Box 991, Raleigh, North Carolima
27602
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Karen E. Long, Assistant Attormey General, North Carolima
Department of Justice, P.0. Box 629, Raleigh, HNorth Carolina
27602

BY THE COMMISSION: On June 17, 1982, the North Carclima General Assembly
repealed G.S. 62-134{(e) and enacted G.5. 62-133.2, thereby modifying the
statutory basis for allowing adjustments to electric rates for changes in the
cost of fuel and the fuel component of purchased power.

Both the Publie Staff and the HNorth Carolima Textile Manufachirers
Assoctation (NCTMA) filed motions in Docket No. E-100, Sub 4k, requesting the
Comission to institute a rulemaking to consider such revisions to the
Commiszleon's rules as may be needed to conform to G.S. 62-133.2. The Public
Staff, in addition, filed proposed rule revisions and asked that they be
published for comment.

By Order 1ssued December 22, 1982, the Commission ereated Docket No. E-10Q,
Sub 47, and instituted the instant proceeding for bthe purpose of establishiag
rules and procedures feor the implementation of G.S. 62-133.2 regarding fuel
chargée adjustments for electrle utilities. Carolima Power & Light Company
(CP&L), Duke Power Company {Duke), and Virginia Electric and Power Company
(Vepco) were made party respondents; the NCTMA and other Interested parties
were invited to intervene; and the Publiec Staff's intervention was
recognized. A hearing to consider proposed rule revisions and testimony was
scheduled to begin on March 1, 1983.

Great Lakes Carbon Corporation filed a Petition to Intervene on January 10,
1982, which was alldwed by Order of the Commission issued January 19, 1983,

On January 14, 1983, the NCTMA filed a Petition to Intervene and

Participate, and by Order dated Jamaury 19, 1983, the Commission allowed that
Petition.

A Petition to ‘Intervene was filed by Kudzu Alliance on January 17, 1983,
and was allowed by Commission Order on January 21, 1983.

The Attorney General's Notice of Intervention filed Jaraury 19, 1983, is
deemed recognized pursuant to Commission Rule R1=19(e).

The matter came on for hearing as scheduled on March 1, 1983, at which time
the Comission heard testimony from one publie witness: Jane Sharp, President
of the Conservation Councll of Nerth Carolim and also the Consumers Councll
of North Carolim.

The Public Staff presentedia panel consisting of two witnesses: Dennis J.
Nightingale, Direetor - Eleciridé Division and William E. Carter, Jr.,
Assistant Director ~ Accounting Division. The panel provided a summary of the
Public Staff's proposed Revised Rule' R1-36 and a description of how the data
formats contained in the Publie Staff's proposed Revised Rule R8-U5 were
developed to comport with G.S. 62-133.2.

The withesses stated that Proposed Rule R1-36 was intended to provide a
procedure that would accommodate both amnual fuel charge adjustments and
general rate cases. They said that the proposed filing requirements in Rule
R1-36 reflect the Public Staff's best judgment, based on fuel clause ard rate
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case experience, of the minimum informatlon necessary to make the
determination as to whether or not rates should be adjusted as provided in Ehe
statute,

The witnesses also stated that the data formats of Revised Rule RB-US were
developed by first comparing the information required under G.5. 62-133.2(c)
with the information already beilng filed pursuant to various Commission Rules
as well as information contained in fuel clause applications under former
G.5. 62-134(2); and then selecting cne format o combimation of formats to
apply to all three utilities. For information not already being provided, the
Public Staff took a "lowest comon denomimator" approach te assure that none
of the informatlion required by the statute was omitbed.

The witnesses polnted oubt that mot all of the informebtional requirements of
their proposals were tled directly to specific provisions of G.S. 62-133.2,
notably hour-by-hour information and normalized data. They explained that
hourly information in amlyzing plant outages and their impact on fuel costs
has become mere and more important with the passage of time. They also
explained that normalized data 1s important to minimize the impact of
generation mix, weather, customer growth, and customer usage on fuel expense.

A1l three utilities expressed opposition or concem with regard to the
Public Staff's proposals for 12-months ending information, hourly data and
normallzed data. The panel responded that certain information has been
provided in past fuel charge preoceedings for the 12-months ending, and that 1t
is only a matter of adding the amounts for the current month and deducting the
amounts for the same month of the prior year in erder to maintain a 12-month
total. The witnesses stated, on cross-examimation, that the 12-months ending
information should be filed every month regardless of whether the utility was
seeking a rate adjustment under this statute.

The panel cited the language in G.5. 62-133.2(e)(8) referring to "times of
power sales” in support of the hourly data requirement. The witnesses said
the Public Staff would review the iInformation on a monthly basis to see what
units were down when purchases were made, and that the information would also
help them to identify which units are being used as base load units.

The panel also testified that the purpose of requiring normalized data is
to compare it to actual test period data and thereby to try to isclate the
part of the increase or decrease iIn fuel costs that was related to changes in
fuel prices instead of changes in generaticn mix, weather, customer usage, and
so forth. The Public Staff recommended no specific methed for normalization,
however, saylng only that it should be the same as in the last general rate
case and that the Commission would have to be fairly specific in said rate
case order.

The Public Staff witnesses stated on cross-examination that, if a ubility
overcollected its fuel costs in one period because it had better than normal
base load plant performance, the Public Staff would not seek to deprive the
Company of those additional revenues in ensuing fuel charge proceedings. The
witnesses also stated that if 1t becomes apparent during an ensulng fuel
charge proceeding that certain eritical generatlng units are going to be down
for refueling, ete., 1t wuld be necessary to go back to the gemeral rate case
and redo the generatlion mix in order to account for the known outage. The
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Public Staff's philosophy, the panel stated, was that the utilities should
have a reasonable opportunity to recover their prudently incurred fuel costs
over the long term.

The Public Staff panel agreed with or acquiesced in certain comments and
proposals by the utilities. These iInclude: (1)} Duke's recomendations that
an arder be issued within three weeks of bthe close of a hearing and that =z
proceeding instituted by an interested party be treated as a complaint
proceeding; (2) CP&L's proposal that "back end"--disposal--costs of nuclear
fuel as well as cogeneration payments be included in the utility's fuel cost s
and (3) Vepco's proposals that information be flled on the 15th day of the
second succeeding month, that the weather mormalizZation requirement be walved
until weather normalizaticn can be put into effect in a general rate case for
Vepeo, that filing of the Schedule 5 fuel report in Rule R8-Y45 be on a station
basis for base load units, that the requirement for filing heat rates for
nuclear units and capacity factors amd equivalent avallability rfactors for
combust icn turbines in Rule R8-45 be walved, that Schedules 7, 8, and 9 in
Rule R8-U5 be combined, and that both light ofl and heavy oil be reflected on
the schedules in Rule R8-U45.

Duke presented the testimony and exhibits of William R. Stimart, Vice
President - Regulatory Affairs of the Company. Witness Stimart testified that
the purpose of G.S. 62-133.2 is to provide an expedited proceeding in which
electrle utilitles can recover actual fuel costs--no more and no less. He
also contended that Subsection (e) of the statute requires the submission of
amnrualized data and information, which is entirely different from normalized
data.

With regard to proposed Rule R1-36, witness Stimart contended that the test
period should not be restricted td ending a gliven month prior to the
application, as propesed by the Public Staff, if other appropriate information
is available; that the statute does not fix a 60-day limitation on fuel charge
adjustments as proposed by the Public Staff; and that an investigatlon pericd
of 30 days instead of U5 days is reasonable for the Public Staff.

With regard to Proposed Rule REB-US, witness Stimirt contended that the
12-month data proposed by the Public Staff is meaningless except upon the
filing of an application under Rule R1-36 and is unduly burdensome, that heat
rate and BTIU content of coal bumed should be omitted from the proposed
Schedule 1, that fuel and purchased power expense is not needed by general
ledger account on proposed Schedule 2 unless an on-site examimtion is made of
the bocks amd records, that data currently beilng supplied conceming power
transactions should be sufficient instead of the data on proposed Schedules 3
and 4, that data on proposed Schedule 5 would be awkward to provide on a
12-month basis, that the cost of fuel purchased on proposed Schedule 5 camot
be provided on a unit basis, that it 1s meaningless to provide for a cost on a
dollar purchased basis and a ¢ents per MBTU basis as well as on an "as bumed"™
basis, that information on proposed Schedule 6 conceming oil armd gas is a
minor element of fuel costs for Duke, that information camnot be fumished by
mine for affiliated companies as provided on proposed Schedule 7 and should
not be required for Martin County as it is mot an affiliated company, that the
information conceming oill purchases on proposed Schedule 8 is a minimal
element of Duke's fuel costs, that information on proposed Schedule 9
conceming quality of eoal purchases is presently being supplied but would be
of unknown value in a fuel proceeding, that hourly generation per unit as
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required on proposed Schedule 10 would be burdensome and unreasconable, that
heat rate data on each unit on proposed Schedule 11 is irrelevent and not
required by statute, and that capacity factor data for other than base load
units on proposed Schedule 11 is meaningful only when.proposed S3chedule 11 is
using Maximum Dependable Capacity (MDC) as opposed to Design Equivalent Rating
{DER) or mmeplate data.

Witness Stimart stated on ecross-examimdtion that Duke proposed a normalized
generation mix in its genmeral rate case in Docket No. E-7, Sub 338, bécause
4ts MeGuire 1 unit had come on line at the end of the test period. He also
suggested that it would be appropriate to find a fuel factor in a proceeding
under G.S8. 62-133.2 and let that be the basis for the fuel factor used in a
general rate case.

Duke also presented rebuttal testimeny of William H. Grigg, Executive Vice
President - Finance and Administration, and Austin C. Thies, Executive Vice
President - Power Operations, for the Company.

Witness Grigg testified that G.5. 62-133.2 authorizes the Commission to
adjust fuel costs for overrecovery or underracovery of actual fuel costs. He
stated that Duke does not seek a guarantee of recovery of its fuel costs but
only an opportunity to recover such costs under prudent mamgement. Witness
Grigg referred to statutes and rules in other states dealing with overrecovery
or underrecovery of electric utilities' actual fuel costs. Witness Grigg
further stated that since Janaury 1, 1981, the Company has undergollected its
fuel costs by about $56 million.

On cross-examimtion, witness Grigg stated that some of the Jurisdletions
in which adjustments are made for overrecovery or underrecovery also provide
that utilities may use deferred accounting procedures and that, because of the
way fuel costs have been fixed in North Carolima, Duke does not use deferred
accounting. Witness Grigg alsc stated that for 1982 Duke underrecovered its
actual fuel! expenses by conly $4 millicen. While, in his opinion, the single
most important element in G.S. 62-133.2 is the language which says the
Comission may consider but is not bound by costs ineurred and actually
recovered wnder the rate in effeect during the prior period, witneas Grigg said
that the provision for any fuel cost recovery at all is what makes 1t
potentially a much better statute than the previous cne.

Witness Thles described a chart 1llustrating the heat rate achleved by
Duke's fossil steam units from 1970 to 1982. Through 1979, when records for
the mticnal average were stopped, Duke's heat rate was about 10% below the
average, and the trend showed continued improvement over the last five years.
Witness Thies stated that one of Duke's corporate goals 1s to operate its
facilities in the most efficient manner and that its operating people pay no
attention to the presence or absence of a fuel eclause. Witness Thies also
testified, through the use of a chart, that nuclear refueling outages are
difficult to spread over an even amount during a partilcular periocd because of
factors beyond the control of operations people.

On cross-éxamimation, witness Thies agreed that Duke's nuclear capaclty
factors for 1981 and 1982 were approximately 59% and 3¥5.5%, respectively,
while its underrecoveries of fuel expenses for the two years were $52 million
and $4 million, respectively. Witness Thies also stated that, on the basis of
Duke's long-term operation of its nuelear plants, he would not consider a 60%
capacity factor to be an unreascnable expectation of the Company.
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Vepco presented a panel consisting of two Wwitnesses,. David R. Hostetler,
Mamger-Rates, and Hodges M. Hastings, Jr., Director - 011 and Coal Contracts,
for the Company. Witness Hostetler testified that Vepco had proposed two
rules, R1-36 and R8-U45, which were modified to conform with G.S. 62-133.2. 1In
addition %6 objecting to the Public Staff's proposal for "normallzed" data,
witness Hostetler also contended that the Public Staff's suggested filing
requirements go far beyond what 13 reasonable or necessary, citing numercus
manhours needed for compliance. Witness Hastings proposed certain changes to
the Publlie Staff's proposals to which, as mnoted above, the Public Staff
agreed.

On cross-examimtion, the panel indicated no opposition to the 45_day
invest igation perilod proposed by the Public Staff or to the three-week period
between a hearing ard the Commission Order. The panel also agreed that, based
on Vepco's recent operating experience with nuclear units at around a 702
capacity factor, normalizing nuclear generation at the mtional average of
around 60% would benefit the Company.

CP&L presented the testimony and exhibits of David R. Nevil, Manager - Rate
Development and Administration in the Company's Rates and Service Practices
Department. Witness Nevil presented a review of the Publie Staff's propoged
rules and data requirements as wsll as an optional set of rules and data
requirements. Witness Nevil stated that hils test imony presumed that a utility
iz entitled to recover, on a current basis, its prudently incurred .fuel
cost 3. CP&L's proposal, as described by witness Nevil, includes two
altemative methodologies, Case No. 1 amd Case No. 2, both involving an
"experience factor."” Case No. 1 would base fuel costs on actual test year fuel
expense adjusted to reflect the effect of adjustments to kWh sales as- these
affect generation mix. Case No. 2 would use longer term historieal operating
experience as a means of defining rormal operation amd proforming generaticn
mix., The "experience factor” in both cases wuld operate by calculating the
difference between est imated fuel costs and actual fuel costs for each of the
preceding three years and inereasing or decreasing the current est imated base
fuel cost by the average precentage difference, on a >/kWh basis, over the
three preceding years.

Like witnesses for Vepco and Duke, witness Nevil quest ioned the
reasonableness and necessity of some of the filing requirements contalned in
the Rules proposed by the Public Staff, including 12-months ending data and
hourly generation data. Witness Nevil also suggested some additional filing
requirements, such as a 12-month comparison of the fuel revenue/fuel cost
relationship and the energy component of economy purchases. CP&L also
proposed an NCUC Rule which would include purchased power costs aleong with
fossil fuel costs in the definition of fuel cost, and it would alsc include
nuclear fuel disposal costs and cogeneration payments in said fuel cost.

Kudzu Allliance presented the testimony and exhibits of Wells Eddleman, an
independent energy ard environmental consultant. Witness Eddleman deseribed
the difficulties faced by Intervenors in trying to investigate and prepare for
hearings on fuel adjustments. Witness Eddleman supported the Public Staff's
proposal, with some additions, and recomended that the fuel component of
purchased power be strictly defined. .
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The NCTMA presented the testimony and exhibits of H. Randolph Currin, Jr.,
Prestdent of Currin and Assoclates, Inc. Witness Currin testified that he had
reviewed the Public Staff's proposed Rules R1-36 and RB-%5 ard found them to
be generally complete and well founded. Witness Currin suggested a few
additions and clarifications and two botally new pr-ovisions, one ealling for
kWh sales data normalized for weather only and one requiring that a computer-
readable magnetic tape version of all data be flled. Witness Currin proposed,
too, that any lntervenor or consumér inltiated decrement proceeding be treated
as a complaint action, if the Comission finds no change in rates to be
warranted, in order Lo prevent .any party from frivolously using up a utility's
opportunity for an application under the statute.

Witness Currin testified on cross-examimation that he had no trouble with
the concept of an experience -factor in general and that he recommended
consistency between treatment of fuel In a general rate case and treatmsnt of
fuel in a proceeding under G.S. 62-133.2.

The Attormey General presented the testimony and exhibits of Dr. Richard A.
Rosen, a Senlor Scientist at Energy Systems Research Group. Dr. Rosen stated
that the primary reason for adopting a fuel adjustment elause or procedure I1s
the apporticnment of risk between the stockholders and ratepayers of the
utility with respect to fuel prices and plant performance., Such a procedure,
in his view, entails the use of pro forma or rormalized generation, especially
for base load faeilities, which reflects risk sharing considerations.
Dr. Rosen's proposals differed from the Public Staff's in several respects.
Dr. BRosen recomended two procedures for choosing a pro forma gemeraticon mix:
(1) a statistical (regression) amlysis of the historiecal operation of base
16ad units, and (2) the performanceé level claimed for. the units when
regulatory approval for thelr construction was sought. With regard to the
fuel component of purchased power costa, he suggested the full inclusicn of
split savings econcomy power purchases.

On January 18, 1984, Vepco filed additional testimony of Thomas D. Lechard,
Mamager - Transportation for Vepco, who cautlcned against those portions of
the proposed informaticn requirements in NCUC Rule R8-15, which would require
diseclosure of freight rates for transportation of cocal. He cited the partial
deregulation of rall shipmeat rates under the Staggers Act of 1980 and ICC
requireménts that rail transportation rates and charges be kept confidential.
He also cautioned that disclosure of F.0.B. mine prices for c¢oal would
adversely affect the cocal procurement activities of the company by enabling
competing coal companies to know what Vepco 1s already paying for ccal from
competitor's mines. He streg3ed that the information as to F.0.B. mine prices
of coal and rail freight rates for cocal would always be avallable to the
Comissicn, the Public Staff, and other appropriate intervenors even if such
information were not made a formal part of NCUC Rule R8-45.

By letter of January 3%, 1984, CPaL fully supported the position taken by
Vepco regarding rall freight rates for coal and ¥.0.B. -mine prices for coal,
and cited an earller letter to the FERC from Samuel Behrends, Jr., Vice
President for Corporate Regulatory Affairs for CPEL which expressed in detail
the company's positicn on the issues.

By order 1ssued on February 27, 1984, in the present docket, old NCUC Rule
R1-36 was rescinded due to ibts obsolescence.
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On March 7, 1984, the Commission fssued its Order Publishing Proposed Rules
for Coment in this docket in which it made the following findings of fact amd
conclusions of law: -

i. Carolima Power & Light Company, Duke Power Company, and
Virginjia Electrie and Power Company are public utilities duly
authorized to engage 1in the business of developing, generating,
transmitting, distribubting, and selling electricity in their
respective servide territories in the State of North Carolina and, as
such, are subject to the Jurisdiction of this Commission and Eo the
provisions Of the Public Utilitles Act.

2. CP&L, Duke, and Vepco are lawfully before the Commission by
order of December 22, 1982, establishing a rule-making proceeding to
consider amual fuel adjustments to electric rates pursuant to §.S. 62-
133.2.

3. HNCUC Rules R8-45 and RB8-U46 (a) and (d) should be redesigmated
as NCUC Rules R8-52 and RB-53, respectively, and they should be .
revised to reflect the data reasonably required to evaluate the cost
of fuel and the prudence of fuel procurement amd fuel consumption.
0ld paragraphs {b) and (e} of old NCUC Rule R8-46 should be rescinded
due to their obsoclescence.

4, 01d NCUC Rule R1-36 has béen rescinded due to 1its
obsolescence. -

5. A new NCIC Rule R8-54 should be provided in order to govem
fuel charge proceedings Initiated by the utility.

6. A new NCUC Rule R8-55 should be provided in order to govern
annual fiuel charge proceedings required by G.S. 62-133.2 where no
person requests such proceeding under NCUC Rule R8-54.

T. The Public Staff and other intervenors should initiate fuel
charge proceedings for a given utility pursuant to a complaint acticn
filed under G.S. 62-73 and NCUC Rule R1-9, thereby protecting the
elligibility of 'said utility to seek a fuel charge proceeding under
NCUC Rule R8-54. G.S. 62-133,2 allows only one fuel charge proceeding
within twelve (12) months of the last geéneral rate case order for said
utility.

8. The test period utilized for fuel charge adjustment
proceedings should end not more than 60 days prior to the date of the
appliecation under the proposéd new Rule R8-5H4, nor more than 120 days
prior to the hearing date under the proposed new Rule R8-55, in order
to minimize the need for updating the test period and the difficulties
for all parties resulting from such updating.

9. - The test period utilized for the proposed new Rule RB-54 and
the proposed new Rule R8-55 should consist of 12 calendar months and
should include only those months for which the data required by Rules
R8-52 and R8-53 has been filed with the Commisalon in ordér to ensure
that sufficient information is available to expedite the time required
for investigation by the intervenor parties. The Commisslon may also



38

GENERAL ORDERS - ELECTRICITY

eonsider, but is not bound by, changes in the price of fuel and the
fuel component of purchased power occurring within a reasonable time
{as determined by the Commisslon) after the test perlod is closed.

10. Thé Comission's rules should not specify any particular
methodology at the present time for calculating a proposed fuel charge
ad just ment .

11. G.S5. 62-133.2 1imits fuel charge adjustments for electric
utilitles in fuel adjustment proceedings to changes in the cost of
fuel and the fuel component of purchased power. Said statute requires
the Commission to consider nine separate items of information related
to fuel, and it also allows the Commission to consider changes 1n the
price of fiel consumed and the price of fuel in the fuel component of
purchased power and other consideraticns. For the purposes of fuel
ad justment proceedings under G.S. 62-133.2, the cost of fuel does not
include nuclear fuel waste disposal costs, and the fuel component of
purchased power (including purchases from cogenerators and small power
producers) does not inelude any fixed cost components or any variable
cost components other than fuel; i.e., the fuel cost component of
purchased power includes only the cost of fuel used by the seller in
generating the power.

12. The information required by NCUC Rules R8-5H and R8-55 for
fuel charge proceedings should be data necessary to suppert the rates
proposed by the applicant (or respondent), and it should include the
data necéssary to illustrate the change in fuel costs per kWh due to:

(a) any different test periocd from the last general rate case;

(b) any different unit fuel prices from the last general rate case;

(e) any different generation mix from the last general rate case; ard

(d) any different calculatliecn methodology from the last general rate
case.

13. The requirement in G.S. 62-133.2 for "times of power sales"
does not require hour by hour generatlion data, -nor does it require
specifically hour by hour purchase power transactions. Such data
would be unduly burdensome and would also be of little use to the
Publie Staff or other intervenors absent adequate resources for
handling ard processing such data.

14. The confidentiality of FOB mine costs and of freight costs of
coal should be protected to the extent reasonable. Even 1f such
information 1s not available to the Publlie Staff and intervenors on a
routine basils pursuant to HNCUC Rule R8-52, such iInformation is
available to said parties on an as-needed basls.

15. The twelve (12) month summaries of data prescribed by NCIC
Rule R8-52 should not be unduly burdensome to provide in ‘most
instances. However, such summarles would be less useful in amlyzing
coal and o1l purchases, since some of the data related to amlysis of
coal and o1l purchases must be handled with. confldentiality and will
not be included on the schedules.
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16. CP&L's Mayo generating plant and Duke's McGuire generating
plant should be desigmted as base lcad plants in NCIX' Rule R8-53; and
CPEL's Roxboro Unit #1 should no longer be desigmted as a base load
unit in NCUC Rule R8-53 due to its small size.

17. All generating units of 500 mW or greater capacity should be
ineludéd in that portion of NCUC Rule R8-53 requiring certain base
lead generating plant performance data in order to illustrate whether
or not base lcad generation 1s adequately represented by the specific
generating units desigmted in NCIC Pule R8-53 as base load units.
However, the outage reports prescribed by NCUC Rule R8-53 should
continue to- be requlired 'only for those specific generating units
degigmited as base load units in the rule.

Said Comission Order of March 7, 1984, requested further comments by all
parties to the proceeding regarding: (1) proposed new Rules R8-55 amd R8-54
and proposed revised Rules R8-53 and RB-52 attached thereto as Appendices A,
B, C and D, respectivelyy (2) the information and formats prescribed by
Schedules 1 through 10 attached thereto as Appendix E; and (3) legal
ramifications of and the Commissicn's authority and discretion to act on
{a) a fuel charge adjustment proceeding instituted while a general rate case
for the same utility is pending, and (b} a general rate case flled while a
fuel charge adjustment proceeding for the same utility 1s pending. Said order
also solicited proposed Rules which would reflect the recommendations of the
parties regarding 3aid legal ramifications and authority in (a) ard (b).

Comments received from the parties ranged from suggested clarifications of
certain terminology wused or data required to reiteration of previous
objections to wvarious features under consideration to new proposals for
expanslon or modification of the Rules. Of particular note were comments
regarding the requirement for "normalized"” data in R8-55(b)(1) and
RB-5U(a)(3)}; the period of time to be included in the test period under
R8-54(b)(1) and RB-54(a){1); the timing of interventions urnder R8-55(b)}(4 and
5) and R8-54{a)(T ard 8); the need for 12 month summaries of the monthly data
in RB-52; and filing of fuel procurement practices reports under R8-52(b).
The parties commented on how the Commissien should deal with fuel charge
ad justment proceedings and general rate cases pending at the same time, but
they stated that no rules are needed to deal with the matter.

Based upon the foregoing, the évi;fience adduced at the hearing, the further
coments received from the parties and the entire record in this matter, the
Comnission makes the following

FINDINGS OF FACT AND CONCLUSIONS OF LAW

1. Carolina Power & Light Company, Duke Power Company, amd Virginia
Electrie and Power Company are publle utilities duly authorized to engage in
the business of developing, generating, transmltting, distributing, amnd
selling electricity in their respective service territories in -the State of
North Carolima and, as such, are subject to the Jurisdiction of this
Comnission and to the provisions of the Publie Utilities Act.

2. CP&4L, Duke, and Vepco are lawfully before the Commission by order of
December 22, 1982, establishing a rule-making preceeding to consider amual
fuel =zd justments to electric rates pt_trsuanb to G.S. 62-133.2.
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3. NCUC Rules R8-U5 and R8-U6(a) ard (d) should be redesigmted as NCIC
Bules R8-52 and R8-53, respectively, ard they should be revised to reflect the
data reasonably required to evaluate the cost of fuel and the prudence of fuel
procurément and fuel consumption. Old paragraphs (%) and (e} of old NCIC Rule
BB8-U46 should be rescinded due to their obsolescence.

4, 01d NCUC Rule R1-36 has been rescinded due to its obsolescence.

5. A new NCIC Rule R8-S& should be provided in order to govem fuel
charge proceedings-initiated by the utility, .

6. A new NCUC.FRule RB8-55 should be -provided in crder to govermn amual
fuel charge proceedings required by G.S. 62-133.2 where no person requests
swh proceeding under NCUC Rule R8-54.

7. The Public Staff and other intervenors should inltiate fuel charge
proceedings for a given utility pursvant toc a complaint zetion filed under
G.3. 62-73 and NCUC BRule R1-9, thereby protecting the eligibility -of said
utility ko seek a fuel charge proceeding under NCUC Rule RB-54. G.S. 62-133.2
allows only e fuel charge proceeding within twelve (12) months of the last
general rate case order for sald uhility.

8. The test per'iod ugilized for fuel charge ad justment proceedings should
end not more than-.90 days prior to the date of the application under new Rule
R8-54, nor more than 150 days prior to the hearing date under new Rule RB-55.
Such a time table would minimize the need for updating the test period and the
difffculties for all parties resulting from such updating, and it would give
the ubilities a reasonable amount of time to prepare their filings under NCUC
Rules R8-55 and RB-54 on-a timely basis.

9. The test period utilized for new Rule R8-54 and new Rule R3-55 should
consist of 12 calendar months and should include only those months for which
tEhe data required by Rules. R8-52 and RB8-53 has been flled with the Commission
in order to ensure that sufficient Information Is avallable to expedite the
time required for investigation by the intervenor parties. The Commission may
also consider, but 1s not bound by, changes in the price of fuel and the fuel
component of purchased power oceurring within a reasonable time (as determined
by the Comission) after the test perled is closed.

10. The Commission's rules. should not specify any particular methodology
at the present time for calculating a proposed fuel charge adjustment, except
as specified in G.S5. 62-133.2.

11. G.8. 62-133.2 limits fuel charge adjustments for electric utilities in _
fuel adjustment proceedings to changes in the cost of fuel and the fuel
component of purchased power. Sajd statute requires the Commission to
consider nine separate items of informabion related to fuel, amd 1t also
allows the Commission to conslder changes in the price of fuel consumed -ard
the price of fuel in the fuel component of purchased power and other
considerations. For the purposes of fuel adjustment proceedings’ under
G.5. 62-133.2, the cost of fuel does not ineclude nuclear fuel waste disposal
costs, and the fuel component of purchased power (ineluding purchases from
cogenerators and small power producers) deoes mot- inelude any fixed cost
components or any varlable cost components other than fuel; i.e., the fuel
cost component of .purchased power includes only the cost of fuel used by the
seller in generating the power.
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12, The information required by NCUC Rules RB-5Y4 amd RB-55 for fuel charge-
proceedings should be data necessary to support the rates proposed by the
applicant (or respondent}, and it should include Lthe data necessary to
11lustrate the change in fuel costs per kith due to:

(a) any different test period from the last general rate case;

(b) any different unit fuel prices from the last general rate case;

(¢) any different generation mix from the last general rate case; and

(d} any different calculatiocd methodology from the last general rate
ease. '

13. The requirement in G.S, 62-133,2 for "times of power sales" does not
reduire hour by hour generation data, nor does it require specifically hour by
hour purchase power transactions. Such data would be unduly burdensome and
would also be of 1little use to the Public Staff or other intervenors absent
adequate rescurces for handling and processing such data.

14, The confidentiality of source of purchases, FOB mine costs of ccal,
and of freight costs of coal should be protected to the extent reascnable.
Even if such informatlon 1s not available to the Public Staff and intervenors
on a routine basis pursuvant to NCUC Rule R8-52, such information is available
to said parties on an as-needed basis.

15. The twelve (12) month summaries of data prescribed by NCUC Rule RB-52
would be less useful in amlyzing coal and oil purchases, since some of the
data related to amlysis of coal and oil purchases must be handled with
éonfldentiality and will not be included on the schedules. Nevertheless, the
Commissicn assumes that the data in Schedules 7 and 8 as well as the
asgociated confldential data regarding source of purchases, FOB mine costs of
coal, and freight costs of coal will be available to the Public Staff and
other intervenors on an as-needed basis in the form of 12 month summaries as
well as individual monthly summaries.

16. The twelve (12) month summaries of data prescribed by NCIC Rule R8-52
should not be unduly burdensome to maintain In most instances. However, in
order to allow more time for the affected utilities to compile the initial 12
month summaries, the requirement for sald 12 month summaries in Schedules 1
through 10 should be suspended for 90 days after the effective date of the
Rule. Following the 90 day suspension, each succeeding monthly report should
contain a full 12 month summary where specified.

17. An initial Fuel Procurement Practices Heport should be filed with the
Comission by the affected utllitles at an early -date, since HNCUC Rule
R8-52(b) only addresses revisions and-status reports on said fuel procurement
practices. -

18. CP&L's Mayo generating plant and Duke's McGuire generating plant
should be designated as base load plants in NCOC Rule R8-53; and CP&L's
Roxboro Unit #1 should no longer be desigmted as a base lecad unit in NCIC
Rule RB8-53 due to its small size.

19. All generating units of 500 mW or greater capacity should be included
in that portion of NCUC FRule H8-53 requiring certaln base load generating
plant performance data i1in crder to illustrate whether or not base lecad
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generation 1is .adequately represented by the specific generating units
desigmted in NCUC Rule R8-53 as base load units. However, the outage reports
preseribed by NCUC Rule R8-53 should continue to be required only for -those
gpecific generating units desigmated as base load  units in the rule.

20. Interventions filed less than 15 days pricr to the hearings pursuant
to NCUWC Rule BS-55(b)(Y and 5) and R8-54(a){(7 and 8) should be limited to good
cause shown, and such interventions should be accompanied by direct testimony
and exhiblbts of expert witneasses the intervenors intend to offer at the
hearings. . :

21, The amnual public hearing required by Rule R8-55(a)}(2) for Vepco must
be held by December 5, 1984, which 1s 12 months after the Commission's last
general rate case order for Vepco, unless another general rate case order 1s
issued by that date (which is unlikely since no such rate case is now pending)
or unless a fuel charge adjustment hearing pursuant to Rule R8-54 13 held by
that date. The hearing required by Rule RB.55(a)(2) will be scheduled by
geparate order issued at least 150 days prior to December 5, 1984,

22, The annual public hearings required by Rule RB8-55(a)(2) for Duke ard
CP4L would be held by September 30, 1984, and December 7, 1984, respectively;
which 1s 12 months after the 1last general rate case orders feor those
utilities; however, both Duke & CPEL have new general rate cages pending with
the Commission which will likely be decided before those dates. The amual
hearings, whenever required, will be scheduled by separate orders issued at
least 150 days, prior to the dates set fo the hearings.

23. Proposed Schedule 10 under NCOC Rule R8-52 should be reduced to a
12 month summary only. The data on proposed Schedule 10 regarding base load
plants is already included in the monthly information filed under NCIC Rule
R8-53, and need not be repeated except in the context of an overall generation
mix. The remaining data in Schedule 10 regarding non-base lcad plants is
needed primarily for detailed evaluations of the overall generation mix
covering an -extended period of time, and wuld have 1ittle value on a meonth to
month basis. .

IT 18, THEREFORE, ORDERED as follows:

1. That new NCUC Rules R8-55, RB-54, R8-53 and BB8-52 attached hereto as
Appendices 4, B, C, ard D, respectively, are hereby adopted as the Rules of
this Commission.

2. That the information and formats prescribed by Schedules 1 through 10
attached hereto as Appendix E are hereby adopted by the Commission pursuant to
paragraph (a){1) of new NCUC Rule RB-52.

3. That the 12 month sumaries contained in Schedules 1 through 10
attached hereto as Appendix E and adopted herein pursuant to NCUC
Rule R8-52(a)(1) are hereby suspended for §0 days from the date of thls Order,
in order to give the affected utilities a reasonable amount of time to compile
the data (generated during the previous 12 months) necessary to produce said
12 month summaries.
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4. That old NCUC Rules RB-U5 and R8-46 are hereby rescinded.

5. That each utility subject bto NCIC Rule B8-52(b) shall file an initial
Fuel Procurement Practices Report with the Commission in such detall as is
specified 1in said NCUC Rule R8-52(b), and that such Report shall be flled
within .60 days after the date of this Order.

6. That for purposes of the Rules adopted herein, the cost of fuel does
not 1nelude nuclear fuel waste disposal costs, and the fuel component of
purchased power {including purchases from cogenerators and small power
producers) dees 1ot Ilnclude any fixed cost components or any variable cost
compcnents other than fuel; 1.e., the fuel component of purchased power
includes only the cost of fuel used by the seller in generating the power.

7. That a public hearing pursuant to NCUC Rule R8-55 shall be scheduled by
geparate Order to be held by December 5, 1984, in order to review
changes 1in the cost of fuel and the fuel component of purchased power for
Virginia Electric and Power Company unless z fuel charge adjustment hearing is
hel'd by that date pursuant to Rule R8-54,

ISSUED BY ORDER OF THE COMMISSION.
This the 1st day of May 1984,
NORTH CAROLINA UTILITIES COMMISSICN
(SEAL) Sandra J. Webster, Chief Clerk

APPENDIX A

RULE R8-55
ANNUAL HEARINGS TO REVIEW CHANGES IN THE COST OF FUEL

. (a) For each utllity generating electric power by means of fossil and/or
nuclear fuel for the purpose of fumilshing North Carolim reftaill electric
service, the Commissicn shall schedule an annual public hearing pursuant to
G.S. 62-133.2(b) in order to review changes in the cost of fuel and the fugél
component of purchased power for the affected ubility.

{1) The required annual hearings prescribed by G.S. 62-133.2(b) may
be inttiated pursuant to this rule or pursuant te NCUC Rule
R8-54,

(2) TIf no hearing has been held for the purpose of reviewing changes
in the cost of fuel and the fuel component of purchased power for
a gilven utility sinee the last general rate case order for sald
utility, then the next hearing for such purpese shall be
scheduled to fall not more than 12 months after the last general
rate case order for said utility, and the Commlssion shall issue
an order scheduling said hearing pursuant o this Rule at least
150 days prior to the date of sald hearing. .

(3) Only one hearing may be held for the purpose of reviewing changes
in the cost of fuel and the fuel component of purchased power for
a glven utility during the 12 months following the last general
rate case order for said ubtility.
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(b) When a required amual hearing preseribed by G.S. 62-133.2(b) is
initiated pursuant to this rule instead of NCUC Rule R8-54, the proceeding
will be considered by the Commission as follows:

(n

(2)

The respondent utility shall file information with the Commission
encompassing an historic 12-month test périod ending not more
than 150 days prior tc the hearing, and the 12 months in the test
periocd shall consist of 12 calendar months for which the
information required by NCOC Bules R8-52 and R8-53 has been filed
with the Commission. Said information shall include the
following: .

(1) Actual test period kWh sales, fuel related revenues, amd
fuel related expenses for the ut.ility s total system and
for N.C. retaill service.

- (i) Test perlod kWh sales mnormalized for weather, customer

growth and usage. Said normalized kWh sales shall be for
the utility's total system and for N.C. retail service.
The methodology used for such normalization shall be the
same methodology adopted by the Commission, if any, in the
utility's last general rate case.

(111} Adjusted . test period WWh generation corresponding to
normalized test period kWh usage. The methodology for such
adjustment shall be the same methodology adopted by the
Commnission, if any, in the utility's last general rate
case, 1including adjustment by type of generaticn; 1.e.,
nueclear, fossil, hydro, pumped storage, purchased power,
ato. ' -

(iv) Cost of fuel corresponding to the Adjusted test perlod
kWh generation, including a detailed explamation Sshowing
how such cost of fuel was derived. The cost of fuel shall
be based on: (1) unig fuel prices used by the Commis3ion
in the last general rate case; (2) unlt fuel prices
incurred during the test pericd; and (3) unit fuel prices
proposed by the respondent utility in thls proceeding if
applicable. Unit fuel prices shall include delivered fuel
prices and bumed fuel expense rates as appropriate.

(v) Workpapers supporting the caleculations, adjustments and
normallizations deseribed above.

The respondent utility shall file the information required under
this rule, accompanied by workpapers and direct testimony and
exhibits of expert witnesses supporting the Information filed
herein, and any changes in rates proposed by the respondent (if
any), at ledst 60 days prior to the hearing. HNothing in this
rule shall be econstrued to require the respondent ubtility to
propose ‘a c¢hange in rates or ko utilize any partilcular
methodology to ealeculate any change in rates proposed by the

respondent utility in this proceeding.’
Y
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(6)
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The respondent utility shall publish a notice for two (2)
successive weeks 1n a newspaper or newspapers having general
eirculation in its service area, normally beginning at least 30
days prlor to the hearing, notifying the publie of Lthehearing
before the Commission pursguant o :G.S. 62=133.2(b)and setting
forth the time and place of the hearing.

Persons having an interest in sald hearing may file a petition to

‘intervene setting forth such interest at least 15 days prior to

the date of the hearing. Petitions to intervene filed leas than
15 days prior to the date of the hearing may be allowed in the
discretion of the Commission for good cause shown.

The Publle Staff and other intervenors shall file direct
testimony and exhibits of expert witnesses at least 15 days prior
to the hearing date. 1If a petition to intervene 1s filed less
than 15 days prior to the hearing date, it shall be accompanied
by any direct testimony and exhibits of expert witnesses the
intervenor intends to offer at the hearing.

The burden of proof as to the correctness and reascnableness of
any charge shall be on the utility.

The hearing will generally be held in the Hearing Room of the
Commission at iks offices in Raleigh, North Carolim.

If the Commlssion has not issued an order pursuant to
G.5. 62-133.2 within 120 days after the date the respondent
utllity has filed any proposed changes in its rates and charges
in this proceeding based solely on the cost of fuel and the fuel
component of purchased power, then said utility may place such
proposed changes into effect. If such changes 1In the ratesg and
charges are fimlly determined to be ekcesslve, said utility
shall refund any excess plus Iinterest to 1its customers In a
manner directed by the Commission.

APPENDIX B

RULE R8-54

APPLICATION FOR CHANGE IN RATES BASED SOLELY ON COST OF FUEL

(a) An application by a public utility for authority to charge a uniform
increment or decrement as a rider to itg North Carolim retaill electric rates
based on the difference hetween the cost of fuel and the fuel component of
purchased power used in providing sald North Carolima retaill electric service
and the eost of fuel and the fuel cémponent of purchased power establisgshed in
its previous general rate case will be considered by the Commission as

follows:

{1} The application shall be verified and shall’ encompass an historic

test period consisting of 12 calendar monthg ending not more than
90 days prior to the date of the application.
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(2) The 12 months in the test period utilized in the application

3

(4}

(5)

shall consist of 12 calendar months for which the information
required by NCUC Rules RB-52 and R8-53 has previously been filed
with the Commisslon, and the application need not include sald
information previously filed with the Comilssion pursuant to NCUC
Rules R8-52 and RB-53 for sald months, The applicant shall be
prepared to fumish the information previously flled with the
Comuission pursuant to NCUC Rules RB-52 and RB8-53 for the entire
12 months test perlod to any party to the proceeding promptly
upon request . )

The applicatiocn shall contain the follcwir;g information:

(1) Actual test period kWh sales, fiel related revenues, ard
fuel related expenses for the utility's total system and
for North Carolira retall service.

(41) Test pericd kWh sales normalized for weather, customepr
growth and usage. BSald normallzed kWh sales shall be for
the utlity's total system and for North Carolim. retail
service. The methodology used for such normalization shall
be the same methodology adopted by the Commission, if any,
in the utility's last general rate case.

(111} Adjusted test pericd kiWh generation corresponding to
normalized test period kWh usage. The methodology for such
adjustment shall he the same methodology adopted by the
Comnission, if any, in the ubllity's last general rate
case, including adjustment by type of generation; i.e.,
nuclear, fossil, hydro, pumped storage, purchased power,
ete.

(1v) Cost of fuel corresponding to bthe adjusted test period
kWh generation, including a detailed ekplanmaticn showing
how suwch cost of fuel was derived. The cost of fuel shall
be based on: (1) unit fuel prices used by the Commissiocn
in the 1last general rakte case; (2) unit fuel prices
incurred during the btest period; and (3) unit fuel prices
proposed by the applicant in this proceeding. Unit fuel
prices shall include delivered fuel prices and bumed fuel
expense rates as appropriate.

(v) Workpapers supporting the ecalculaticns, adjustments amnd
normalizations described above.

In addition to the Information preseribed elsewhere hereln, the
application shall econtain, as a minimum, workpapers supporting
the change in rates proposed by the applicant in this proceeding.
Nothing in this rule shall be censtrued to require the applicant
to utilize any particular methodology to caleulate the change in
rates proposed by the appliecant In this proceeding.

The application shall be accompanied by the applicant's direct
test imony and exhlbits of expert witnesses.
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{6} The applicant shall publish a notice fér two (2) successive weeks
in a newspaper or newspapers having general circulation in its
service area, normally beginning at least thirty (30) days prior
to the hearing, notifying the public that application has been
made t¢ the Commission pursuant ko G.3. 62-133.2 and setting
forth the time and place for the public hearing.

(7) Persons having an interest in said hearing may file a petition to
‘intervene setting forth such interest at least 15 days prior to
the date of the hearing. Petitions to intervene filed less than
15 days prior to the date of the hearing may be allowed in the
discretion of the Commission for good cause shown.

(8) The Public Staff and other intervenors shall file proposed
initial direet testimony and exhibits of expert witnesses at
least 15 days prior to any hearing date, If a petition to
intervene is filed less than 15 days prior to the hearing date,
it ghall be accompanied by any direct testimony and exhibits of
expert witnesses the intervenor intends to offer at the hearing.

(9) Public hearings on applications pursuant to G.S. 62-133.2 will
generally be held in the Hearing Room of the Commission at ibts
offices in Raleigh, North Carolim.

(10) The Public Staff and other intervenors shall have at least 45
days from the date of application in which to investigate the
application.

(11) The burden of proof as to the correciness and reasonableness of
any charge shall be on the utility.

(12) If the Commissicn has not issued an Order pursuant to this rule
within 120 days after the date of applicaticn, the applicant may
place the requested fuel charge adjustiment into effect. 1If the
change in rabtes 1z flmlly determined to be excessive, the
utility shall refund any excess plus interest Lo its customers in
a manner directed by the Commission.

(b) If a person affected by the North Carelima retail electric rates and
charges of a public utility files a petition with the Utilities Commission
which raises the issue of the cost of fuel and the fuel component of purchased
power of said utility, the Commission shall treat such petition as a complaint
and deal with it fn accordance with the provisions of G.S. 62-73 and NCUC Rule
R1-9. The Commission shall treat such petiticn as a complaint in order to
preserve the right of the affected utility or the Commission to initiate a
review of its rates and charges based solely on changes in the cost of fuel
and the fuel component of purchased power purgsuant to G.S. 62-133.2(b) amd
NCUC Rule RB-54 or NCUC Rule RB-35 within 12 months after the last general
rate case order for said utility. Nothing in this rule shall be construed to
prohibi} any interested person from seeking a review of the affected utility's
rates and charges based solely on changes Iin the cost of fuel and the fuel
component of purchased power.
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APPENDIX C

RULE R8-53: MONTHLY BASE LOAD POWER PLANT PFERFORMANCE REPORT

(a) On_ or before the last day of each month, every public utility
which uses fogsil and/or nuelear fuel in the generation of electric power for
providing North Carolims retail electric service shall file a Base Load Power
Plant Performance Report fer bthe preceding month for' review by the Commissicn,
the Public Staff, and any other interested party.

(b) The monthly Base Load Power Plant Performance Report shall list each
outage during the period for each fossil and/or nuclear generating unlt
desigmated herein.

(1) The cutage information shall include the folleowing:
(1) Generating unit affected by ocutage;
{11} Date(s) of each outage;
(111) Duration of each outage;
{iv) Cause of each outage;
(v) Explamation for cause of outage, if knownj;

(vi) Remedial action to prevent recurrance of outage, if any;
and

(vi1) Classification of cutage as foreed or scheduled.

(2) The outage information shall be provided for each unit at the
follewing generating plants:

(1} Carolina Power & Light Company:
(4) Brunswick
(B) Mayo
{C} Robinson (Unit 2 only)
(D) Roxbore (Units 2, 3, 4 only)

(11} Duke Power Company:
(A) Belews Creek
{B) McGuire
() Oconee

(11i) Virginia Electric and Power Company:
(A) Mt. Storm
(B) North Ama
(C) Surry

(1v) JAny subsequent base load generating units added by each
affected electrle utility.

{c) The monthly Base Load Power Plant Performance Report shall provide
sumaries of the generation by each fossil and/or nuclear generation unit
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with one summary for Lthe reporting month and ancther

summary for the 12-menth period ending with Ehe reporting month.

(1)

The generaticn summaries shall be provided for each base load

generating unit plus each generating unit of 500 MW or greater
maximum dependable capacity (MDC) utilizing ecal or nuclear fuel.

)

The generabtion summaries for each base load gsnerating unit plus

each generating wunit of 500 M@ or greater shall include the
following information:

(1)
(11)
(114}
(1v)
(v}

(vi}

(vit)

(3}

Maximum dependable capacity (MDC) in megawatbs (MW);

Hours in pericd;

Total megawatb-hours (MWH) possible in pericd;

MWH generated during period;

Capacity factor (as a § of MEC);

Equivalent availability ({MWH generatlon possible 1in period,
less MJH generation not avallable in period) divided by
MWH generaticn possible in period); and

Output ractor (or MWH generated during pericd divided by
hours of generatlon in period) as a % of MDC.

The genherabtion summaries for each base load generating unit shall

include, in addition to the information already listed herein,
the following informatiocn:

(1)

(11)

(111)

(iv)

(v)

(vi)

MWH not
outages

generated during pericd due to full ascheduled
(in MWH and as % of total possible generation);

MWH not
outages

generated durlng perlod due to partial scheduled
(in MWH and as % of total possible generation);

MWH not
(1n MWH

generated during period due to full forced outages
and as # of total possible generagion);

MWH not
outages

generated durdng pericd due to partial foreced
(in MWH and as % of total possible generation);

MWH not genarated during pericd due to economic dispatch
(in MWH and as % of botal possible generation); and

Heat rate (in BIU per kWh).
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APPENDIX D
RULE R8-52: MONTHLY FUEL REPORT

(a) On or before the 15th day of each month, each public ubility which uses
fossil and/or nuclear fuel in the generabtion of electriec power for providing
¥orth Carolina retajl electric service shall file a Fuel Report for the second
preceding month (l.e., up to U5 days after the end of the month being
reported) for review by the Commission, the Publle Staff, and any other
interested party.

(1) The Monthly Fuel Report shall be filed in such formats as shall
from time to time be approved by the Commission, and sald reports
shall include the following information:

(L) Details of power plant performance and generation;
{11) Details of fuel costs and purchased power expenses;

(i11) Details of transactions for purchases, sales, and
interchanges of power;

(iv) Details of fuel consumption and inventories; and
(v) Amlysig of foasll fuel purchases.

(b) Each electric public utility which uses fossil and/or nuclear fuel in
the generation of electrie power shall flle a Fuel Procurement Practices
Report for review by the Commission at least cnce every ten (10) years, plus
each time bthe utility's fuel oprocurement practices change. The Fuel
Procurement Practices Report .shall detail: !

(1) The process and/or methodology the ubiliby uses to determine its
fuel needs:

(2) The process the utility uses to determine from which vendor it
shall buy fuel; and

(3) The inventory management practices bhe utility follows to
maintain its fuel inventery.
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APPENDIX E

r

COMPANY NAME
Sumary of Monthly Fuel
Month, Year

Item

Total fuel and purchased power expenses
included in Base Fuel Component. . . . .

Less fuel expenses (in line 1) recovered
through intersystem sales. . . . .

Total fuel expenses (line 1 minus 1ine 2)

Total system sales « « « 4 v + 4 & & & . .
Total inter-system 3ales o « o v & o & 4+ &
Total sales less inter-system sales, . . .

Total fuel expenses in >/kWh sold (lipe 3/
1Ine 6) v v a v e e e e e e . . ..
Current base fuel component {in >/kWh) . -

Generation mix:

Fossil (by primary fuel type):
Coal & o & v 4 4 o & o o o = o &« « = «
L

GA34 4 4 4 e v o h v h s s e e e e

Total fossil . & & 4 4 4 4 & 4 o o « o &

Nueleare « v v 4 v o v o 2 o o o o &+ & =

Hydro:
Convenblomal . . & v &« & ¢ ¢ 4 4 o &
Pumped storage « « « « 4 ¢ 0 v 0 4 4 W
Total hydroe « o « 4 ¢« « o = « = o s o

Total generation . . . . v v v v & o « &

Report
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Schedule 1

Amount Amount. Twalve

Current Months Ended

Month Current Month
. . MWH MWH
. . MWH MWH
. . MWH MWH
P MWH MWH
. MWH MWH
[ MWH MWH
. . MWH MWH
. . MWH MWH
. . MWH MWH
. . MWH MWH
« . MWH MWH
. . MiWTH MWH




52 GENERAL OQRDERS - ELECTRICITY

Schedule 2
COMPANY NAME
Detalls of Fuel and Purchased Power Expenses
Month, Year
Amount Amount Twelve

Current Months Ended

Description Month Current Month

Fuel expenses 1lncluded in Base Fuel Component:

Steam generation - FERC Account 501
“(List each Subaccount of Account 501)
Total Steam Generation - Aecount 501. . .
Nuclear Generation - FERC Account 518
(List each Subaccount of Account 518)
Total Nuclear Generation - Aecount 518. .
Other Generation - FERC Acecount 547
{List each Subaccount of 5U7)
Total other Generation - Account S5U47. . .
Total fossil-and nuclear fuel expenses
included -in Base Fuel Component. . . . . .
Fuel component of purchagsed and
interchanged power « + « . . P
Total fuel expenges lncluded 1n Base Fuel
Componente o « o o = o ¢ o+ ¢ 5 » o s » o &

Other fuel expenses not included in Base
Fuel Component:

Steam Generation - FERC Account 501
(List each Subaccount of Account 501}
Total Steam Generatlon - Account S01. . .

Nuclear Generation - FERC Account 518 -
(List each Subaccount of Account 51i8)
Total Nuclear Generation - Account 518, .
Other Generation - FERC Account 547
(List each Subacecount of Account SHT)
Total Other Generation - Account S587. . .

Nonfuel component of purchased and
interchanged power . . .« « « « & PP

Total other fuel expenses not included
in Base Fuel Component: . + « « o « « + .

Total FERC Account 501 . . . « . « + .

Total FERC Account S4T . & v v o ¢ v ¢ v « &

Total FERC Account 518 . . . . . . « . .

Total purchased and interchanged power
EXPENSES s o o = s ¢ = 2 & s 8 = = v 4 = o4 .

Total fuel and purchased power expenses. « « -
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Schedule 3
Page 1 of 2
) COMPANY NAME
Purchase, Sales, and Interchange Power Transacticns
Month, Year
Capacity Energy Other

Md ($) MWH Fuel ($) Non-Fuel (8) (Deseribe)($)

Purchases
(by company by type)

Totals

Interchanges In
(by company by type) . -

Totals
Interchanges Out
(by company by type)

Totals

Net Purchases and
Interchange Power

. Revenuesg
MWH Fuel (3) Non-Fuel ($)

Intergsystem Sales
(by company by type)

Totals
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COMPANY NAME '

Purchase, Sales, and Interchange Power Transactions
Twelve Months Ended Month, Year

Capaeity Energy
MH (%) MIH  Fuel (§) HNon-Fuel (3)

Schedule 3
Page 2 of 2

Other
(Deseribe)($)

Purchases
(by company by type)

Totals

Interchanges In
(by company by Sype)

Totals

Interchanges Out
(by company by type)

Totals

Net Purchases and
Interchange Power

Revenues
MWH Fuel (§) Non-Fuel ($)

Intersystem Sales
(by company by type)

Totals
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Schedule 4
COMPANY NAME
Underrecovery/Overrecovery of Fuel Costs
Month, Year
Base fuel component in N.C. retail rates per
approved tariffs > per kWh
Actual fuel costs inecludable in N.C. retail
rates for current reporting month > per kWh
Difference (line 1 minus line 2) > per kiWh

N.C. retail kWh sales fer current reporting month kiWh

Overrscovery/underracovery for current
reporting month (line 3 times Iine 4) and for
each previous month since date of last change
in base fuel component, as shown below.

Cumulative overrecovery/underrecovery at end of
each month since date of last change in base fuel
compenent, as shown below.

Monthly Cumulative
Over/Under Over/Under
Recovery Recovery

Month in Line 5 in Line 6
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COMPANY NAME
Fuel Cost Report
Month, Year

n
[+)]

Schedule S
Page 1 of 2

Total
Total 12 Months
Current Ended
Lire Plant Plant Plant Plant Plant Plant Plant Month  Current Month
No. Description (1) (2) (3) ¢ (5) {6) (7) ... () ()
1. Shattonl!
Cost of Fuel Purchased ($)
2. Coal
3. 011
y, Gas
5. Total
Average Cost of Fuel ag Purchased
(> per MBTU)
6. Coal
7. 01l
8. Gas
9. Welghted average
Cost of Fuel Burned ($)
10. Coal
1" 041
12. Gas
13. Nuclear

Total



Schedule 5

Line

No. Descoription
Average Cost of Fuel Burned

(>/MBTU)

15. Coal

16. 01l

17. Gas

18. Nuclear

19. Weighted average
Average Cost of Fuel Burned

(> per kiWh Generated)

20. Coal

21. 011

22. Gas

23. Nuclear

2n., Weighted average
MBTUs Durned

25. Coal

26. 01l

27. Gas

28. Nuelear

29. Total
Net Generation (MWH)

30. Coal

21. 01

32. Gas

33. Nuelear

ELR Total

Page 2 of 2
COMPANY NAME
Fuel Cost Report
Month, Year
Total
Total 12 Months
Current Ended
Plant Plant Plant Plant Plant Plant Month  Current Month
(2) (3) () (5} (6) {(7) ... () ()
o
=~

l/If a separate coal, oil, or gas inventory is maintained for separate groups of units at a-particular station or
plant, list the requested information for each inventory group.

2/

= List heavy oll and 1ight oll separately where applicable.
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Line
No. Description
1. Stationl!
Coal Data:
2. Tons received during month
3. Tons bumed during month
u. MBIU's bumed per ton
Tons ¢oal o« hand:
5. Begimn ing balance
6. Ending balance
7. Cost of ending inventory.
{% per ton)
Q11 Data:
8. Gallons receilved during month
9. Galloens bumed during month
Gallens oll o hand:
10. Beglming balance
11. Ending balance
12. Cost of ending inventory
(% per galiom)
Gas Data:
13. MCF recelved during month
M. MCF burned during month
MCF gas on hand:
15. Beginning balance
16. Endipng balance
17. Cost of ending inventory

($ per MCF)

Plant

m

Plant

(2)

Plant

€}

COMPANY NAME
Fossil Fuel Consumption and Inventory Report
Month, Year

Plant

(€D

Plant

(5)

Plant

(6)

Plant
N

Total
Current
Month
()

Schedule 6

Total
12 Months
Ended
Current Month

Jij a separate coal, oil, or gas inventory 1s malntained for separate groups of unita at a particular station or
plant, 1ist the requested Information for each inventory group.
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Schedule 7

COMPANY NAME
Amlysis of Coat of Ccal Purchases
Month, Year

Quantity of Total Delivered
17 Contract Coal Delivered Delivered Cost
Station— or Spot In Tons Cosgt $ Per Ton

l/Lisb the requested information for each station. The additional schedules
shall be numbered 7-1, 7-2, T-3, ete. If a separate coal inventory is
maintained for separate groups of unfts at a particular station or plant,
1ist the requested information for each inventory group.

3/ Combine Schedule 7 with Schedule 8 and/or Schedule 9 if desired.
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Schedule 8
COMPANY NAME
Amlysis of Quality of Cocal Received
Month, Year
17 Per Cent Per Cent Per Cent BTU Per
Station— Moisture Ash Sulfer Pound

YList the requested fnformation for each sation. The additicnal
schedules shall be numbered 8-1, 8-2, 8-3, ete. If a separate coal
inventory 1is maintained for separate groups of units at a particular
station or plant, 1list the requested infeormatlon for each inventory

group.

(Also, Duke Power Company shall present this data for coal purchased from
Martin County Coal Company.)

—3-/Comb1ne Schedule & with Schedule 7 and/or Schedule 9 if desired.
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Schedule 9
COMPANY NAME
Amlysis of Cost of 01l Purchases
Month, Year
Total Delivered Delivered
17 Scurce of Contract Sulfur Gallons Dellvered Cost Cost
Station—" Purchases Or Spot Content Recelved Cost ($) $/Gallon $/MBTU
Total

2/

/L{st the requested information separately for each type of oll purchased for each stationm.

shall be numbered 9-1, 9-2, 9-3, etec.

Additicnal schedules
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Schedule 10

COMPANY NAME
Power Plant Performance Data
Twelve Months Ending Month, Year

Capacity Capa.cil.l:.yé’f Equivalent—3-/ Oper-a’bingy
Name Generation Rating Factor Availability Availability
of Plant (MWH) () (%) §3)] (%)

Nuclear plants

Fogsil plants:
Coal
0111—/
Gas

Hydro plants:
Conventicnal hydro
Pumped storage

Total generation

1—/Lisi'. 1ight oll and heavy oll separately where applicable.

éjﬂasle load plants only.

-?-’-,Exeluding hydro plants and peaking plants

El—/Hy":ir'o plants and peaking plants only.
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DOCKET NO. E-100, SUB 48
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of
Investigation of Need and Justification } REPORT TO THE GOVERNOR
for Electric Utility Fuel Charge } AND THE UTILITY REVIEW
Adjustments } COMMITTEE OF THE
) GENERAL ASSEMBLY

On Jwne 17, 1982, the North Carolinz General Assembly emacted Chapter 1197
of the Sessicn Laws 1981 (Regular Session 1982). This act added G. 8. 62-
133.2, a statute dealing with fuel charge adjustments for electric utilities,
to the General Statutes and directed the Utilities Commission to Investigate
the present and future need and justification for electric utility fuel charge
adjustments as provided for 1in the act and to report its findings and
recommendations to the Governor and the Utility Review Committee of the
General Agssembly. The present report is submitted pursuant to this
directive.

BACKGROUND

Our prior statute for dealing with fuel adjustment procsedings, G. S. 62-
134(e), was repealed apd the current statute, G. S§. 62-133.2, was enacted on
Jwe 17, 1982, For the convenience of the reader, a copy o the present
statute is attached as Exhibit 4 to this Report. )

At the time the current statute was enacted, there were pending with the
Commisaion general rate cases for each <f the electric utilities affected by
the statute. The processing of these rate cases left 1little time for the
Commission to address implementation of G.S. 62-133.2: but, at the same time,
the pendency of these cases meant that there was immediate need for a fuel
change adjustment proceeding for the utilities.

The Coammission, upon studying the new statute, concluded that revisions to
the Cammission's Rules and Regulatlions were necessary in order to Implement
the statute. By Order of December 22, 1982, the Commission created a new
docket, No. E-100, Sub Y47, and instituted a rulemaking mroceeding for the
purpogse of establishing rules and procedures for the Implementation of
G. S. 62-133.2, Carolina Power and Light Company (CP&L), Duke Power Company
(Duke), and Virginia Electrle amnd Power Company (Vepeo) were made party
respondent 3 to the proceeding. The Public Staff's interventlion was recognized
and cther Interested parties were invited to intervene. A hearing to congider
testimony and proposed rules was scheduled to begln on March 1, 1983. Within
the month following this Order, the interventlion of the Attorney General was
recognized and petitions to Intervene by Great Lakes Carbon Corporation (Great
Lakes), the WNorth Carclina Textile Manufacturers Assoclation, (Textile
Manufacturers) and the Kudzu Alliance were allowed.

The rulemakdng @roceeding came on for hearing as scheduled on March i,
1983, and the Ccmmission heard testimony from one public witness and from
numerous wlitnesses presented by the parties and Intervenors. The hearing
lasted until March U4, and produced sharply divided testimony as to
interpretation and implementaticn of G. 8. 62-133.2.
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During the oourse of this hearing, the Commission asked that certain
information %touched wupon by the testimony be submitted as late-filed
exhibits. After conclusion of the hearing, these exhibits were filed, amd
they prompbted reguests for further hearings by the Public Staff, the Textlle
Manufzeturers, and Great Lakes, The Commission felt compelled to grant these
requests; however, the Cammlssion was unable to schedule the further hearing
at that time since it was Involved in an unprecedented mumber of general rate
cases. A1l three electriec utilities affected by G. S. 62-133.2 had new
general rate cases pending with the Commission at that time.

The rulemaking proceeding rested in this posture wmtil August, 1983, when
the Commission acted on 1ts own initiative to get the proceeding in motion
again, The Cammission, fearing that a further hearing would cause unnecessary
delay, decided that it was more impeortant to. conclude the proceeding than to
accept the exhibits that had prompted the requests for a further hearing. The
Commission issued an Order on.August 9, 1983, strilkdng the disputed exhibits
from the record, cancelling the further hearing, and establishing a schedule
for oral argument and the filing of briefs and proposed orders by the
partles. Further motions for extensions of time delayed this schedule;
however, oral argument was heard on October 31, 1983, and briefs and propased
orders were submitted by November 16, 1983. The Commission began work on
rules to implement G. S. 62-133.2; however, controversy continued and
additiomal written testimony was filed as late as January 18, 1984,

On March 7, 1984, the Commission published an Order mlking findings of fact
and oconclusions o law based upon the testimony presented and publishing
proposed rules for additional comment by the parties. Coaments were filed as
required by the Canmission. Upon receipt o these comments, the Commission
acted on April 30, 1984, to adopt four rules implementing G. S. 62-133.2. A
copy of the Order adopting the Rules and of the Rules themselves is attached
hereinto as Exhibit B.

The Rules set forth all necessary data to be filed with the Commission and
establish the procedure for hamiling fuel charge adjustment procesdings. The
Commission feels that the Rules are entirely adequate and complete to allow
implementation of G.S. 62-133.2. No more speeific provisions are needed at
this point. Greaber specificity, if needed, will be developed as we wrk with
the statute and Rules in particular proceedings.

INVESTIGATION

On November 30, 1983, the Commission instituted an investigation in Docket
N¥o. E-100, Sub L8 into the present amd future need and Justification for
electric utility fuel charge adjustments as provided for in G. 5. 62-133.2.
Recognizing the extensive testimony that had been presented in the rulemalking
proceeding, the Commission incorporated that testimony by reference and
scheduled new hearings for the purpose of hearing additioml testimony and
oral argunent from all iInterested partles. These hearings were held on
February 7 and 23, 1984.

Three individuals appeared before the Commission as public witnesses to
urge the Caumission to.find that no need or justification exists for electric
utility fuel charge adjustments. Mmong the reasons cited by them are the
followlng: Fuel prices aré now relatively stable. The electric utilities in
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North Carclina have been filing general rate cases on an annual basis, thus
eliminating the need for an annual fuel charge adjustment proceeding. Fuel
cost s are best dealt with in general rate cases where all factors relating to
the utilities' costs, revenues, amd performance can be considered, rather than
in a fuel charge adjustment proceedling where the issues are more limited.
Fuel charge adjustment proceedings may be abused by utilities seekdng to pass
on to consumers the cwsts o mismarmaged plant performance. Fuel charge
adjustment proceedings impose upon the limited resources of the Commission and
the Public Staff. Fuel charge adjustment proceedings reduce the utilities!'
incentive to keep fuel costs down.

The Kudzu Alliance, coiting reascns similar to those of the public
witnesses, urged the Commission to recommend repeal of G. S, 62-133.2. It
further recommended that the Cammission's inherent suthority to raise or lower
electrie rates based on fuel costs should be abolished and that rate changes
should be allowed only in the context of a general rate case.

The Public Staff conceded that the annual filing & general rate cases has
cbviated the need for fuel charge adjustment proceedings in recent years.
However, the Public Staff, lcoking forward to a time when general rate cases
may be filed less frequently, sees a need for the present statute to remain in
place., It feels that altermatives to the present statute, such as a request
for emergency rate relief or a complaint proceeding, are not adequate, The
Attorney General took the same position as the Publie Staff.

Great Lakes argued that some <larification of G. S. 62-133.2 might be in
order but that the Commission should recommend no fundamental changes iIn the
statute until 1t has gained experience in implementing the statute in specific
fuel charge adjustment proceedings. The Textile Manfacturers argued that
there 1is no present need for fuel charge adjustments since fuel prices have
stabllized ard electrlc utilities have established the pattern of filing
generzl rate cases annually. However, the Textile Manfacturers do not urge
repeal of G. 5. 62-133.2 since, given the volatility of fuel prices, a need
for it may zrise in the future.

Three electric utiliti{es partieipated in the investigation, CP&L, Duke and
Yepao. They each argued that there 19 a need and justification for electric
utility fuel charge adjustments. They each pointed out that fuel costs are
volatile and are less subject Yo control than any other operating expense of
an electric ytility. Further, fuel costs are by far the largest element in an
electric utility's operating tudget. Thus, even slight variations in fuel
cost s mean a great deal In terms of dollars., For example, Duke estimated that
a five-percent variation in the cocst of fuel can affect 1ts total fuel costs
by as much as $40,000,000. Fuel costs also fluctuate in relation to the
generation mix of an electric utility since nuclear generation 1is relatively
low cost when compared with other fuels. The eleciric utilities argued that
some mechanism must be 1in place to allow for fluctutation in rates to reflect
the fluctuations in fuel costs. They argued that general rate cases alone
simply do not provide sufficient flexibility to effect these fluctuations. It
was also argued before the Commission that the absence of a fuel cost recovery
procedure in North Caroclina wuld increase the risk of cur electric utilities
compared with those of other states aml that this increased risk would
ultimately tbe reflected in a higher rate of retwn and higher capital
cost s, which would be borme by Nerth Carclina ratepayers.
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Duke responded to the ooncerns of those who fear that fuel charge
adjustment proceedings can be wed by a ubility to pass on the costs of its
own mismaragement by urglng the Commission to undertake study of a fuel charge
adjustment mechanism that would reward efficient mamagement amd penalize
inefficient mamagement. It argued that other state commissions are including
incentive/penalty provisions in thelr fuel cost recovery procedures and that
North Carclina can incorporate such provisions into G, S. 62-133.2. The other
parties participating in the investigation expressed interest in an
incentive/penalty fuel charge adjustment mechamism, tut voiced caution due to
the complexdty of devising such a mechanism.

In the course of the rulemaldng proceeding and the present Investigation,
the parties identified eertaln areas of concern with respect to the present
statute, First, the statute requires an annual fuel charge adjustment
proceeding for each electric utility affected regardless o whether anyone
wants such a proceeding or not. This requirement is different fram past
practice which has been to hold such proceedings upon application only and it
could result in the Canmission having to hold whecessary proceedings.
Second, the statute includes only the "fuel component o purchased power" in
the fuel charge adjustment proceeding. We have interpreted thils phrase in our
Rules as including only the cst o fuel used by the seller in generating
power purchased by the purchasing utillty. We belleve this is the only
reasonable interpretation of the phrase; however, it 1s alleged by certain
parties that such a narrow definition may, under certain cireumstances,
discourage a ubility from providing power at the lowest cost. A utility of ten
engages in economy purchases when it can purchase power fram another at a
lower cost than it could generate equivalent power. However, under the
present statute, if the utility generates the power itself, it can pass
through %o the ratepayers almeost all of the variable costs assoclated with the
generation, whereas if the utility purchases the power, it can only pass on a
smaller figure (only the fuel cost of the seller). Thus, it has been alleged
that a utility might be inclined to use its own generating capacity even
though 1t could purchase equlvalent power for less. Third, nuclear fuel
disposal costs are not included in the proceeding. Nuclear fuel dispesal
cost s consist primarily of payments to the federal government on a cents-per-
kwh-generated basis, Since such costs cannot be passed on to ratepayers in a
fuel charge adjustment proceeding, there 1s a smll incentive to use non-
nuclear generation to meet unanticipated locads even though nuclear generation
would be less expensive. These concerns have been volced by varlous parties
to the Cammission. The Ccmmission has mnot yet conducted a fuel charge
adjustment proceeding under G. S. 62-133.2, We believe that actual experience
using the statute is necessary before we can be in a position to recommend
needed changes, and we do not have any recommendations at this time.

FINDINGS AND CONCLUSIONS

Rased upon i1ts investigation herein, the Caumission draws the following
findings and conclusions:

1. That there 1is mot as immediate a need or Justification for electric
utility fuel charge adjustments now as there has been in the past since fuel
prices are more stable now and alnee electric utilities have taken to filing
general rate cases an at least an anowal basis, Since enactment o G. S.
62-133.2 in June 1982, general rate case orders were issued for CP&L on
September 24, 1982 and September 19, 1983, CP&L presently has a general rate
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case pending with the Commission which will bte deeided this fall. General
rate case orders were issued for Duke on November 1, 1982 and September 30,
1983. Duke presently has a general rate case pending which will be declded
this summer. Vepeo had general rate case orders issued on August 26, 1982 amd
December 5, 1983. Vepco does not have a general rate case pending mow, and
the Cammissicn will hold a fuel charge adjustment proceeding for Vepeo by
December 1984.

2. That there remains a need and Jjustification for having an electric
utility fuel charge adjustment statute and procedures in place since fuel
prices are wlatile and could fluctuate in the futwe and since electric
utilities may return to the practice of filing general rate cages less
frequently.

3. That, although areaz o concern bhave been Identified by the parties,
the Conmission having had no experience in using G. S. 62-133.2, does not now
have any recommendations to offer with respeet to possible amendments to the
statute.

ISSUED BY ORDER OF THE COMMISSION.

This the Bth day of May 1984.
NORTH CAROLINA UTILITIES COMMISSION
Robert K. Koger, Chalrman
Sarah Lindsay Tate
Edward B. Hipp
A. Hartwell Campbell
Douglas P, Leary
Ruth E. Cook
Charles E. Branford

(SEAL) Sandra J. Webster, Chief Clerk

APPENDIX A
G.S. 62-133.2. Fuel charge adjustments for electric utilities.

(a) The Commission may allow clectric utilities to charge a wiform
inerement or decrement as a rider to thelr rates for changes In the oost of
fuel and the fuel component of purchased power used in providing their North
Carolina customers with electricity fram the wst of fuel and the fuel
component of purchased power established in their previcus general rate case.

(b) For each electrie utility engaged in the generation and production of
elecirle power by fossil or nuclear fuels, the Canmission shall hold a hearing
within 12 months of the last general rate case order and determine whether an
increment or decrement rdder is required to reflect actual changes In the cost
of fuel and the fuel cost component o purchased power over or wder base
rates established iIn the last preceding general rate case. Additioml
hearings shall be held on an annual basis but only one hearing for each such
electric utility may be held within 12 months of the last general rate case.

(e) Each electric utility shall submit to the Ccmmission for the hearing
verified annualized information and data in such form arnd detail as the
Commission may require for an historic 12-month test period relating to:
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(1) Purchased st o fuel used in each generating facility owied in
whole or in part by the utility.

(2) Fuel procurement practices and fuel inventories for each
facility.

(3) Burned cost of fuel used in each generating facility.

{4) Plant capacity factor for each generating facility.

{5) Plant availability factor for each generating plant.

(6) Ceneration mix by types for fuel used.

(7) Sources and fuel cost component o purchased power used.

{8) Reclplents of and revenues received for power sales and times of
power sales.

{9) Test period kilowatt hour sales for the utility's total system
and on the total system separated for North Carolina
jurisdictioml sales.

(d) The Canmission shall provide for mnotlice of a public hearing with
reasomable and adequate time for Investigation and for &ll intervenors o
prepare for hearing. At the hearing the Commlssion shall receive evidence
frem the wility, the public staff, and any iptervenor desiring to submit
ovidence from the utility, the public staff, and any Intervenor desiring to
submit evidence, and from the public generally. In reaching its decision, the
Commission shall consider all evidence required wnder subsectlon (c) of this
gection. The Conmission may also consider, Wt Iis mt bouwnd by, the fuel
costs Incurred by the utllity and the actual recovery under the rate in effect
during the test period as well as any and all other competent evidence that
may cssist the Conmission in reaching its decision ineluding changes in the
price of fuel consumed and changes in price of the fuel in the fuel component
of purchased power occurring within a reasomable time (as determined by the
Coumission) after the test period 1s closed. The burden of procf as to the
correctness and reasombleness of the charge shall be on the ubility. The
Canmission shall allow only that portlen, if any, of a requested fuel
adjustment that is btased on adjusted and reasonzble fuel expenses prudently
incurred wmder efficient mamagement and econamic operations. To the extent
that the Canmission determines that an increment or decrement to the rates of
the utility due to changes in the cost of fuel and the fuel cost component of
purchased power over or under base fuel costs established in the preceding
general rate case 1s Just and reasormable, the Conmission shall order that the
increment o decrement become effective for all sales o electricity and
remain in effect until changed in a subsequent general rate case or anmual
proceeding under this section.

{(e) If the Canmission has not issued an crder pursuvant to this section
within 120 days of a utility's sulmission of annual data wder subsection (e)
of this section, the utility may place the requested fuel adjustment into
effect., If the change in rate is fimlly determined to be excessive, the
utility shall mke refund of any excess plus Interest to its customers in a
manper ordered by the Cammission.

¢f) Nothing in this section shall relieve the Commission fram its duty to
consider the reasomableness of fuel expenses In a general rate case ard to set
rates reflecting reasomable fuel expenses pursuant to G.S. 62-133. (1981
(Reg. Sess., 1982). ¢. 1197, s. 1.}

Note: For Appendix B, See Docket No. E-100, Sub 47, dated May 1, 1684,
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DOCKET NO. G-100, SUB 42
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of
Rulemaking Relating to the Transportation of Natural ) ORDER DENYING
Gas Quned by End-Users ) IMPLEMENTATION OF
) RULE

BEFORE THE <COMMISSICN: On November 17, 1983, the Publie Staff, North
Carolim Utilities Commission filed a Petition and Motion to Consolidate
dockets G-5, Sub 188 and G-1060, Sub 42, In 1tz petition and motien to
consclidate the Publiec Staff requested the Commission to institute a fommal
rulemaking proceeding pursvant to G.S. 62-31 for the purpose of determining
under what terms and conditions, if any, the nmabural gas utility companies in
North Carolina will be required to transport mabural gas owned by cother
personsa; and further the Public Staff requested the Commission to consclidate
this rule-making proceeding for hearing with the proceeding in Docket Neo. G-5,
Sub 188. By Order of November 30, 1983, the Commission set the Public Staff's
petition and motion, and Public Service Ccmpany of Neorth Carolima's reply
thereto, for Oral Arguement.

By Order of January 13, 1984, the Cemmission denied the Public Staff's
motion to consolidate and by Order of January 23, 1984, the Commission
instituted a rule-making proceeding for the purpose of determining whether and
under what terms and conditions, 1f any, the publiec utility gas companies in
North Carolima should be required to transport gas not owned dy them. 1In
addition, the Order of January 23, 1984, ipnvited the parties to this
proceeding to file comments and a proposed rule with the Commission. On or
about March 1, 1984, the parties of record filed comments on this matter, and
on March 15, 1984, Carolina Utility Customers Association (CUCA), Publie
Service Cempany, Lithium Corporation of America, and the Publle Staff filed
revised comments.

The Commisson has carefully reviewed the comments filed by the parties on
this matter. Based on this review, and the Commisson's flles, the Commisson
concludes that at this time it 1s appropriate for the natural gas distribution
companies operating in the State of North Carolima to transport end-user owned
natural gas. Based particularily on the comments filed by Piedmont Natural
Gas Company and CUCA, the Commission further concludes that a umiform rule
governing the transportation of end-user owned nmatural gas is imappropriate at
this time, and should not be adopted. This concluslon 1is based largely on the
belief of the Commisson that the dailly coperaticnal declsicns related to the
actual transportation of end-user gas is best lef't up bto the individual
natural gas distribution companies, as long as these decisions are deemed
prudent. The Commlssion's decislion not to implement a wmiform rule concerning
the bransportation of end-user owned gas should not be deemed as a signal
agalnst this service, 1ln fact, the Commission wishes to make it clear that it
encourages, at this time, the transportation of end-user owned natural gas by
the matural gas distributicn companies operating under this Commission's
Juwisdietion.
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IT IS THEREFQORE, ORDERED as follows:

1. That the adoption of a uniform rule concerning the Eransporation of
end-user owned nmatural gas be, and hereby is, dented.

2. That all YNorth Carolina Jurisdictional natural gas distribubtion
companies be, and hereby are, encouraged to transport end-user owned nabural
gas.

ISSUED BY ORDER OF THE COMMISSION.
This the 27th day of April 1984,
NORTH CARQLINA UTILITIES COM4ISSION
(SEAL) Sandra J. Webster, Chief Clerk
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DOCKET NO. 6-100, SUB 43
'BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of

Rulemaking Regarding Proposed ) ORDER ADOPTING
Revisions to Rule R6-41 Concerning ) REVISED RULE
Gas Leaks and Annual Reports ) Ré-41

BY THE COMMISSION: Ry Order entered in this docket on June 13, 1984, the
Commission instituted a rule-making proceéding to consider certain revisions to
Commission Rule R6-41 regarding gas leaks and annual reports and published for
comment proposed revised Rule R6-41, which was attached to said Order as
Appendix A. A copy of the above-referenced Commission Order was mailed by the
Chief Clerk to the Public Staff, the Attorney General of the State of North
Carolina, and each of the regulated natural gas operators in this State.
Written comments on the proposed rule revision were to be filed in this docket
no later than Tuesday, July 31, 1984.

As of the date of this Order, no comments with respect to proposed revised
Rule R6-41 have been filed in this docket by any interested party.

Accordingly, the Commission concludes that good cause exists to adopt the
revisions to Rule R6-41 attached hereto as Appendix A effective the date of
this Ordex.

IT I8, THEREFORE, ORDERED as follows:

1. That Commission Rule R6-41 be, and the same is hereby, revised in
conformity with Appendix A attached hereto effective the date of this Order.

2. That the Chief Clerk shall mail a copy of this Oxrder to each of the
regulated natural gas operators in North Carolinma.

ISSUED BY ORDER OF THE COMMISSION.
This the 6th day of August 1984,
NORTH CAROLINA UTILITIES COMMISSION
Sandra J. Webster, Chief Clerk
(SEAL)
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APPENDIX A
Rule R6-41. Gas Leaks and Anmual Reports.

{a) A report of a gas leak shall be considered as an emergency xequiring
immediate attention.

(b) The reporting rules and requirements regarding transportation of
natural gas and other gas by pipeline as adopted in 49 CFR Part 191 in effect
on June 4, 1984, and any subsequent zmendments thereto, are adopted with the
following modifications:

(1)- Section 191.3(1)(ii) - Change '*$50,000" to "$5,000"
(2) Section 191.9(c) ~ Delete
(3) Section 191.11(b)(2) - Delete -

(c) This rule shall be applicable to all nstural gas operators subject to
the jurisdiction of the Commission pursuant to G.5. 62-50.

(d) All natural gas operators shall submit two (2) copies of each report
called for in Part 191 of Title 49, Code of Federal Regulations, to the
Commission. The Chief of the Gas Pipeline Safety Division of the Commission is
hereby authorized to tramsmit one (1) copy of each such required report to the
U.S. Department of Tramsportation, Materials Transportation Bureau, Office of
Operation and Enforcement.’
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DOCKET NO. P-100, SUB 65
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of
Invest igation to Consider the Implementation of a
Plan for Intrastate Access Charges for All Telephone
Companies Under the Jurisdiecticn of the North
Carolima Utilities Commission

Nt et et

73

ORDER ESTABLISHING
INTRASTATE
INTERLATA ACCESS
CHARGE TARIFFS

HEARD IN: The Hearing Room of the Commission, Dobbs Building, 430 N.

Salisbury Street, Haleigh, North Carclima, on March 12, 19584

BEFORE: Chairman Robert K. Koger, Presiding; and Commissioners Edward

B, Hipp, Sarah lindsey Tate, A. Hartwell Campbell, Douglas P.
Leary, Ruth E. Cook, amd Charles E. Branford

APPEARANCES:

For AT&T Communicatlons of the Southem States, Ine.:

Wade H. Hargrove, Tharrington, Smith & Hargrove, Attorneys at
Law, P.0. Box 1151, Raleigh, North Carolim 27602

Gene V. Coker, General Attorney, and Michael W. Tye, Attorney,
ATET Compunleations of the Southem States, Inc., 1200 Peachtree
Street, N.E., Atlanta, Gecrgla 30357

For Scuthern Bell Telephone and Telegraph Company:
J. Billie BRay, General Attormey, and J. Lloyd Nault, II,
Attorney, Socuthem Béll Telephone and Telegraph Company, FP.C.
Box 30188, Charlotte, North Carolim 28230

Robert C. Howison, Jr., Hunton & Williams, Attorneys at Law,
P.0. Box 109, Raleigh, North Carolim 27602

For Carolim Telephone and Telegraph Company:
Dwight W. Allen, Vice President, General Counsel, and Secretary,
Carolim Telephone amd Telegraph Company, 720 Westermn Boulevard,
Tarboro, North Carolira 27886

For General Telephcne Company of the Southeast:

Joe W. Foster, Attormey; and Wayne L. Goodrum, Assoclate General
Counsel, General Telephone Company of the Scutheast, P.O.
Box 1412, Durham, North Carolim 27702

For Continental Telephone Company of North Carclim and Mid-Carolim
Telephone Company:

F. Kent Bums, Boyce, Mitchell, Bums & Smith, P.A., Attorneys
at Law, P.0. Box 2479, Raleigh, North Carolim 27602
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For Central Telephone Company:

James M. Kimzey, Kimzey, Smith, McMillan & Roten, Attormeys at
Law, 506 Wachovia Bank Buflding, P.0. Box 150, Raleigh, North
Carolim 27602

For Citizens Telephone Company:

Thomas R. Eller, Jr., Attorney at Law, Sulte 205, Crabtree
Center, U600 Marriott Drive, Raleigh, North Carclim 27612

For the Worth Carclim Textile Manufacturers Assoeciation, Ine.:

Jerry B, Frultt, Attomey at Law, P.0. Box 2507, Raleigh, North
Carolim 27602

For the Using and Consuming Publie:

Paul L. Lassiter, Vickie L. Moir, and Antoinette R. Wike, Staff
Attorneys, Publie Staff, North Carolima Utilities Commission,
P.0. Box 991, Ralelgh, North Carclim 27602

For the Using and Consuming Publlie:

Jo Amne Sanford, Speolal Deputy Attomey General, P.0. Box 629,
Raleigh, North Carclim 27602

BY THE COMMISSION: On April 19, 1983, the North. Carolima Utilities
Commission (Commission) made Scuthem Bell and the Independent Telephone
Companies under the Commission's jurisdiction partles to this proceeding and
requested ATET to voluntarily participate in this proceeding. The Commission
ordered ATAT and Southem Bell to file detalled statements of their Intentions
for filing an intrastate access charge plan and requested all other
jurisdictional companies and interested parties to file coments.

By Order dated July 28, 1983, the Commission determined %that the
development of a plan for intrastate aceess charges and the egtablishment of
guldelines and procedures for the implementation of such a plan const ituted
and should be set as a complaint proceeding. The Commission granted the
Public Staff's motion to require the filing of access service bariffs and set
the matter for hearing.

Petitiens to Intervene were filed by and allowed for the following
partles: Combined Network, Inc., the North Carolina Textile Manufacturers
Assoclation, Inc., the Carolim-Virginia Telephone Membership Assecclaton,
Ine., Bermice Dill, Ada Hooker, Lula Chambers, Mary Randolph, and Percy White,
MCI Telecommunicatfon Corp., GTE Sprint Communications Corporation, amd
Tarheel Radiotelephone Assoclatlon.

Hearings were held beginning on OQctober 11, 1983, and testimony arnd
exhibits were recelved ccncermning the intrastate access charge plan. Allan K.
Price, Harold M. Raffensperger, Robert Hart, Jr., 0. lee Prather, Jr., W. W.
Jordan, Don L. Eargle, arnd R. T. Bumsa testified for Southem Bell; T. P.
Williamson bestified for Carolima Telephone and Telegraph Company; R. Chris
Harris testified for Central Telephone Company; Phil W. Widenhouse testified
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for Concord Telephone Company; Earle A. MacKensie testified for Continental
Telephone Company of North Carolim; Joseph W. Wareham testified for General
Telephone Company of the Southeast; Harold W. Shaffer testified for Mid-
Carclinma Telephone Company and Sandhill Telephone Company; a Statement of
Positlon signed by Royster M. Tueker, Jr., was submitted for North State
Telephone Company; Lawrence R. Weber, Marion R. MeTyre, and James A. Tamplin
testifled for ATET Communications; John W. Wilson testiffed for the Attorney
General; and Gene A. Clemmons, Hugh L. Gerringer, and Millard N.
Carpenter, III, testified for the Publie Staff. An affidavit of Joseph E.
Hiecks for Service Telephone Company and Bamardsville Telephone Company was
copled into the record.

On December 16, 1983, the Commission 1ssued an Order Establishing Interim
Cperating Procedures effective January 1, 1984, the date of divestiture of the
Bell System, and continuing until the implementation of intrastate carriler
access charges by the Commission.

On February 9, 1984, the Comlssion entered an Order Resuming Hearing in
thls case. BSouthem Bell and Carolim Telephone Company were ordered to file
a plan to account for btoll revenues and to collect and distribute carrier
access charges equitably to all HNorth Carolim loeal exchange companies
(LECs). The plan was to be based on uniform intrastate toll tariffs, and all
LECs were required to file or concur in suweh plan. In developing the revenue
requirement to be recovered through access charges, Southern Bell was directed
to use the most current 12-month pericd adjusted for the toll rate increase
approved in Docket No. P-100, Sub 64.

Pursuant to the Comission Order of February 9, 1984, further hearings
were held on March 12, 1984, B. A. Rudisill and Allan K. Price testified on
behalf of Southem Bell; T. G. Allgood testified on behalf of Carolim
Telephcene Company; R. Chris Harris testified on behalf of Central Telephone
Company; Joseph W. Wareham testified on behalf of General Telephone Company
of the Southeast; Cherie A. Lucke testifled on behalf of Continental Telephone
Company of North Carolima; and Marion R. MeTyre and R. E. Fortenberry
test ifled on behalf of AT4T Comunications of the Southem States, Inec.

Baged upen a careful consideration of the entire record in this proceeding,
the Commission now makes the following

FINDINGS OF FACT

1. The telephone companies which have partlcipated as parties in this
docket are subjeet to the Jurisdiction of this Commission. AT&T
Comunications of the Southem States, Ine. {(ATTCOM), has been granted a
certificate of public convenlence and necessity in Docket No. P-140 to provide
interLATA telecommunications services in North Carolima and is subject to the
Jurisdieticn of thiz Commission.

2. An intrastate access charge tariff for North Carolina should be
implemented effective April 3, 1984, pursuant to a plan which does not apply
to radic common carriers and which includes no end-user access charges on
residential and business customers.

3. The access charge structure proposed by Southern Bell in this
proceeding is appropriate at this time, except as modified in this Order.
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4. The carrier ecommon 1line access charge should nobt be discounted for
non-premium access.

5. The $25 WATS surcharge contalned in the proposed access charge tariff
should be billed to ATTCOM and not to the WATS end-user or customer.

6. Prior to the divestiture of the Bell System, gross receipts tax was
pald by Southem Bell ard the independent telephone companies on thelr total
intrastate toll revenues. This same level of gross receipts tax will now be
paid collectively by ATTCOM on interLATA toll revenues and the loeal operating
companies <n IntralATA toll revenues. Thus, the interLATA acecess revenue
requirements caleculated herein should not ineclude consideration of gross
receipts tax on either interLATA access charges or bllling and collection
revenues in order to avoid imposition of a double tax on intrastate interLATA
toll revenues which wuld ultimately have to be paid by telephone consumers in
North Carolima.

T« The total revenue requlrement to be recovered through the proposed
access charge tariff and the individual company billing and collection tariffs
should be $192,938,000, and the resulting carrler common line access charge
should be 5.64> per minute.

8. BRevenues derived from access charges and all intrastate intraLATA
message toll, WATS, private line and toll directory assistance (DA) revenues
should be reported monthly to an intrastate pool by Southem Bell ard the
independent telephone companies, This includes independent to independent
private line revenues currently billed under uniferm tariffs.

9. Southern Bell shall be administrator of the intrastate pool.

10, Settlements from the pool to average schedule companies should be paid
based on existing settlement procedures utilizing the July 1983 tables. Cost
companies should share the remaining revenues in the marmer presently employed
with all cost companies eaming the same rate of retum. Cost companies
should contlnue to determine thelr Intrastate revenue requirements based on
the principles and procedures that currently exist.

11. The subseriber plant factor (SPF) methodology rather than subseriber
line usage (SLU) should be used in the fubure to allocate costs between
interLATA access and intralATA toll service.

12. Revenues derived from billing and collection services rendered by the
cost settlement telephone companieg to the interexchange carriers sheuld be on
a bill and keep basis. Revenues derived from billing and collection services
rendered by the average contract telephone ceompanies to the interexchange
carriers should be pooled in the 1intrastate pool established in this
proceeding.

13. The billing and collection tariff proposed by Continental Telephone
Company of North Carollma 1is appropriate and should be approved.

4. A1l companies should file billing and collection tariffs with the
Commissicn.
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15. ATTCOM is entering into contractual lease agreements with Southem Bell
ard the Independents for certain property which will be used to provide
intrastate interLATA telecommunciations services. Coples of said contracts
should be filed with the Commission.

16. The interLATA access and billing and collection tariffs proposed herein
by Southermn Bell may apply, by definition, to any party, such as a WATS or
private line customer, who subseribes to the services therein. The term
"interexchange carrier" should not be construed to ‘include WATS and private
line customers unless sald customers are certificated public utilities.

17. Implementation of a uniform statewide access charge tariff in North
Carolim 1s appropriate. With regard to the proposed tariff, amd after
modifiecatlons made herein, all loeal telephone companies should be required to
concur therein except for those portions of the tariff regarding billing amd
collection services which each company may handle separately, amd spoken to
elsewhere herein.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 1

The evidence supporting this finding of fact is jurisdictional in nature,
and is uncontested and uncontroverted in the record.

EVIDENCE AND CONCLUSIONS FOR FINDING QF FACT NO. 2

As evidenced by the testimony of witnesses representing the loeal exchange
telephone companies, such companies are essentially all in agreement with and
ean implement the proposed unifrom access charge tariff. ATTCOM has mot
opposed the general structure of the tariff. The Comission takes notice that
the FXC has further delayed bthe implementation of the interstate access
tariff, but notes that nothing prohibits the states from going forward without
further delay to implement intrastate access charge tariffs. The Cormission
concludes that it is in the best interests of telephone subscribers and the
telephone industry 1n North Carolina to resolve some of the current
uncertainties in the industry and order implementation of intrastate access
charge tariffs without further delay. Furthermore, this decision is entirely
consistent with the Order Establishing Interim Operating Procedures heretofore
entered in this docket wherein the Commission stated its intent to implement
intrastate access charges mo later than April 3, 1984, pursuant &o a plan
which does not apply to radic comon carriers and which Includes no end-user
aceess charges on regidential and business customers.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 3

The tariff strueture presented by Scuthern Bell witneas Price at the latest
hearing in this matter was generally ccncurred in by all telephone company
witnesses testifying at sald hearing. The most significant problem raised by
any party of record conceming the propesed tariffs centers around the
proposed surcharges assoclated with WATS and private 1lines, spoken to
elsewhere herein under Evidence and Conclusicns for Finding of Fact No. 5.
After a review of the entire record in thils matter, the Commission c¢oncludes
that the propeosed tariffs filed by Southem Bell are appropriate, except as
noted and modified elsewhere in this Crder.
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EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. Y

The evidence supporting this finding of fact 1s found throughout the entire
record in this matter. HNo evidence or cost Justification was put into the
record supporting the necessity for discounted non-premlum access charge
tariffs for any interexchange carriers. Moreover, at the present time, there
are no 0CC's certificated to operate In the State of North Carclima.
Therefore, the Commission concludes that at this time a discounted commcn line
access charge tariff is both inappropriate and improper and should be deleted
from Southern Bell's proposed tariff.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 5

Southermn Bell's proposed access charge tariff includes a $25,00 surcharge
applicable to interLATA WATS and interLATA private line gervices. The
origiral Southern Bell proposal bresented at the March 12, 1984, hearlng was
intended to place the $25.00 surcharge applicable to interLATA WATS on the
individual customer or end-user. However, in its Proposed Order of March 23,
1984, Scuthem Bell changed its position and asserted that this charge should
not be placed on the individual customer, but rather on the interexchange
carrier. Southem Bell 1s supported in thls recommendation by Carolim
Telephone Company. Southem Bell witness Price tegtified at the hearing on
March 12, 1984, that revenues sufficient to cover the payment of this WATS
surcharge ars already contained in the interLATA usage revenues of ATTCOM and
that the surcharge applicable %o private lines should also be pald by ATTCOM
as an appropriate meang of recovering contributions previously obtained by the
local exchange companies from interLATA exchange wmileage charges.
Consequently, aince the $25.00 surcharge is contailned within the access
revenue requirement, it 1s not necessary to. change existing WATS rate
schedules. Therefore, the Comission concludes that Southem Bell's proposed
tariff modification to place the surcharge related to WATS and private lines
on Interexchange carriers is falir and reasonable, and should be approved.
This 1s also consistent with bthe Commission's previocus declsion to disallew
end-user access charges in North Carolim at this time.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 6

The most significant difference between the inbterLATA access revenue
requirements presented by Southern Bell and ATTCOM in this proceeding 1s
related to the applicability of gross receipts taxes on interLATA access
charges and bllling and colleckion revenues. It is the consensus of all
parties of record that gross receipts taxes should not be applied to interLATA
access charges and that to do so would be unfair and unreasonable to
ratepayers in North Carolim. Prlor Yo divestiture, gross recelpts taxes were
paid to the State of North Carolima by Southem Bell and bthe independent
telephone companies cn thelr total intrastate btoll revenues, ard likewlse,
under current application of gross recelpt taxes by the North Carolima
Department of Revenue, the same level of tax will be pald collectively by
ATTCOM on intrastate interLATA toll aservice revenues and by the telephone
operating companies on intrastate intralATA toll revenues. Notwithstanding
this fact, however, under potential gross receipts tax applications, the
interLATA %toll service rates applicable bto, and used to satisfy, ATTCOM's
obligation to pay interLATA access charges to the local operating companies
may be subject to gross receipts tax, payable by the local operating company.
The Compission concludes that such a second tier of gross receipts taxaticn
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would be unfair and unreascnable and would elearly be an inmappropriate tax
burden created solely by the divestiture of AT&T. Likewise, the Commission
coneludes thal the local operating companies should not be subject to gross
receipt taxes on revenues generated by billing and collections services that
are pald by ATTCOM ocut of revenues generated by interLATA toll services
subject to gross receipts tax, payable by ATTCOM.

Southem Bell witness Rudisill testified that Southem Bell and ATTCOM are
in the process of obtaining a revenue ruling which would alleviate this
obvious instance of double taxation. The Commission strongly supports and
encourages the efforts of Southem Bell amd ATTCOM before the North Carolima
Department of Revenue to definibively remove the gross receipts tax burden on
interLATA access charge revenues and billing and collection service revenues
collected from ATTCOM by the local operating companies. ATTCOM witness MeTyre
testified that a faverable ruling on this issue is anticipated from the
Department of Revenue in the near future.

The Commission recognizes the fact that 1f the gross receipts tax is
assessed on accegs charge revenues and billing and collectlon revenues then
the same interLATA toll revenues received from the customer will be taxed
twice; once as toll revenues to ATTCOM and once ag access charges and billing
and ecollection revenues to the loecal exchange companies. The Commission is of
the opinion that the General Assembly never iIntended such a result when it
enacted the gross receipts tax statute. Therefore, the Comission concludes
that inclusicn of gross receipts tax as a component of interLATA access
revenue requirements is imappropriate in this proceeding and should not be
considered 1In developing fair and reasomble interLATA access charges for
implementation in the State of North Carolim.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 7

The evidence supporting the revenue requirement for access charges was
presented by Southem Bell's witness Rudisill and ATICOM's witnesa MeTyre.

Witness Rudisill explained the methodology used to determine the 1983 level
of iIntrastate toll revenues, and the portion of those revenues applicable to
interLATA access., The Comission, through its guidelines, directed that the
propesal fer access charges should be structured amnd calculated te produce
revenues that cover costs to approximately the same extent that applicable
rates covered the cost of those services prior to divestiture, and directed
that the most recent 12-month period adjusted for toll rate 1inereases
approved in Docket No. P-100, Sub 64, be used.

Witness Rudisill first determined the actual intrastate toll revenues
billed by the independent companies. Southem Bell's portiocns of the total
billed revenues were identified from the Company's accounting records and,
when added to the total independent company billed revenues, the sum
equaled $U439,661,000 of actual 1983 toll revenues. These revenues were
adjusted for the toll rate Increase approved in the aforesaild docket. A rate
increase factor was calculated apd applied to the first nine months of 1983 to
reflect the rate inerease. In addition, revenue which would have been
produced by intrastate toll directory assistance was calculated by multiplying
the approved charge by the total number of toll DA messages. The effect on
industry intrastate billed revenues had rates established in Docket No. P-100,
Sub 6U4, been In force for the 12 montha would have been $23,496,000.
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The interLATA access portion of these total revenues for MTS and WATS was
determined by utilizing factors from the LATA Access Data System (LADS). The
private line percentage was developed by using a data base of all private
lines billed as of June 30, 1982, TIndividual percentages fér each category of
gervice were applied to the Southem Bell and independent company revenues and
produced an interLATA revenue requirement of $275,193,,000. No substantial
test imony was presented challenging this total interLATA amount.

Witness Rudisil) testified that he then removed two elements of cost from
the total interLATA revenue requirement amount in order to determine the
access portion. One 1s the cost assoclated with billing and collection, and
the other is the network or interexchange plece. He stated that these costs
are not access related and should not be recovered through access charges.
ATTCOM's witness MeTyre disagreed with the billing and collecting total of
$8,663,000 and the network plece of $37,158,000 attributable to Scuthermn Bell
by witness Rudizill. Witness McTyre contended that Soufthem Bell's billing
and collection total should be $8,883,000 and that the interexchange portion
should be $40,500,000. Conversely, witness MeTyre did not present amounts
different from those presented by witness Rudisill to be used in this
proceeding for the Independent Companies' billing and collecting and network
revenues.

Wtness McTyre also disagreed with the amount shown by witness Rudisill for
uncollectible revenue which I1s deduckted from the interLATA acceas revenue
requirement to determine the net interLATA access revenue requirement.
Witness Rudisill condended that the proper uncollectible amount is $2,090,000
while witness MeTyre contended the proper uncollectible amount to be deducted
is $2,752,000.

In its Proposed Order, Southern Bell accepted witness MeTyre's
recomendations as to the proper level of Southem Bell's billing and
collection revenues to be used in this proceeding in determining a falr ard
reasonable interLATA acceas charge. The Commlasion concludes that the
ad Justment proposed herein by ATTCOM witness MeTyre with regard to the level
of Southem Bell's billing and collectlon revenues 1a appropriate and should
be adopted,

The table below summarizes the items and amounts wherein Southem Bell's
arnd AT&T Comunications' witnesses disagree:

TABLE A
($000)
(a) (b) (e) e-(a+b)
Southern Bell Industry ATTCOM Difference
Uncollectibles - $2,090 & 2,752 - $ 662
Benaccess (Network) $37,158 - 40,500 - 3,342
Total $37,158 $2,090 $43,252 $4,004

The amount of disagreement related to the appropriate .émount of
uncollectible revenues which should be deducted in determining the proper
level of net interLATA billed revenues is $662,000, ATTCOM's witness MoTyre
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applied a 1% uncollectible figure to the entire $275,193,000 amount
representing total interLATA billed revenues. Witness Rudisill applied a 1%
uncollectlible factor to those revenues retained by the telephone companies but
did not apply the 1% factor to the network piece that has been transferrsd %o
ATTCOM. Witness Rudislll contended that the network portion represents
ATTCOM's portion of the billed revenues ard therefore ATTCOM should bear any
unicollectibles that result from the netwrk plece. Otherwise, witness
Rudisill stated, failure to remove this amount before calculation of the
uncollectible deduction would result in an unrealistic assumption that ATTCOM
would be guaranteed of recovering 100% of its billed revenues on this network
investment. The Commission agrees that the amount of uncollectile deducticn
used for determining the net access revenue requirement should be caleulated
without inecluding revenues associated with the interLATA network and thus
concludes that witness Rudisill's adjustment for uncollectibles iz proper.
The Cormissicn further notes that the determination of the reasonable level of
uncollectibles to be consldered In this proceeding i3 affected by, and must be
censistent with, the methodology uged to determine the Southem Bell network
ravenues allocable to ATTCOM, spoken te below.

The final area of disagreement involves the .amount properly allocable to
the AT&T/ICO interLATA (network) nonaccess revenues. A comparison of witness
Rudisill's and witness MceTrye's exhibits shows that witness Rudisill contends
the proper amount for Soutnem Bell i1s $37,158,000, whereas ATTCOM conternds
that the appropriate amount is $40,500,000, resulting in a difference of
$3,342,000. The amount proposed by ATTCOM is supported by testimony of
witness Weber in prior hearings in this docket amd was presentéd by witness
MeTyre in the latest hearings on this matter. Witness MeTyre acknowledged
that the largest part of this amount, $29,789,000, was based on projected
operating expenses other than access charges for the year 1984, This amount
aleng with other expenses and retum requirements was deflated by 6% to be
representative of a 1983 level.

Southern Bell's amount of $37,158,000 was calculated residually based on a
1982 embedded direct amlysis study, wherein the access revenue requirement
derived from this study was grown to a 1984 level and them, for purposes of
the instant hearing, deflated to a 1983 level since the Commission desired to
base access charges on the 1983 revenue and contribution levels.

The Comnission has carefully reviewed all the evidence of record conceming
this matter, Based on this review, the Comission coneludes that the
appropriate nonaccess revenue amount to be deducted in determining appropriate
interLATA access revenue requirements in this proceeding is $38,829,000.

Based on all the feoregoing, and the evidence presented under Evidence and
Cconelusions for Finding of Faet No. 6, the Commissicn concludes that the
appropriate access charge revenue requirements to be consgldered in this
proceeding is $175,371,000, and results ia an appropriate common carrier
accegs charge rate of 5.64> per mirute. The Commission further concludes that
the appropriate amount to be recovered Lthrough the access charge tariff
($175,371,000) and the billing and collection tariffs ($17,567,000) is
$192,938,000.
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EVIDENCE AND .CONCLUSIONS FOR FINDINGS OF FACT NDS, 8, 9, AND 10

Southern Bell witness Rudisill presented evidence describing the
development of a plan to pool and distribute intraLATA toll revenues amd
access charge revenues. The preponderance of evidence in thils hearing
supports the conclusion that Southem Bell should econtinue to serve as
administrator of the pool, particularly since Scuthem Bell has experlenced
personnel in place to handle and administer said pool. Witness Rudisill
presented a plan whereby revenues derived from the access charges and all
intrastate intralATA message toll, WATS, private line (including independeat
to independent private line revenues) and toll DA revenues should be reported
menthly to cne intrastate pool. Settlements from the pool to average schedule
companies should be paid based on exlsting settlement procedures. Witneas
Rudisill stated that he was currently utilizing the July 1983 settlement
tables. Cost companies will share the remaining revenues in the mamer
presently employed. Cost companies would conbinue to determine thelr
intrastate revenue requirements based on principles and procedures that
currently exist, The Commissicon coneludes that the pooling arrangement
presented by Southerm Bell at the latter hearing in this matter is
appropriate, amd consistent with the directives of the Commission Order of
February 9, 1984.

The Commission further concludes that Southerm Bell, as administrator of
the pool, should also comply with the following requirement s:

a. Fully inform all pool participants of any plamed toll rate or
regulation changes at least 60 days in advance of any proposed filing
and provide to any pool participant so requesting it, all data upon
which the filing 1s to be based, the antlcipated effect of such
changes 1if approved, amnd any other related data requested by such pool
participant.

b. On a quarterly basis, or more often 1if requested by any pool
participant, provide tc all pool partliclipants desiring such data:
{1) a detailed report by 'company, including Scuthem Bell, of all
sources of pooled revenues; (2) a detailed report by company,
including Southem Bell, of all payments made from the pool including
but mot llmited to a schedule of payments to the standard achedule
companies and expense reimbursement payments made to all cost
companies; (3) a schedule by ccmpany, including Southem Bell, of
monthly, quarterly or other settlement periocd payments for retum
showing for each company the basis of caleculation; and (4) Southemn
Bell's estimate of the pool settlement ratio for the next four
quarters or settlement periods by month.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 11

Historieally, Jurisdicticnal allocations have utilized the separations
principles cutlined in Part 67 of the FCC Rules of Practice. Whlle Part 67,
known generally as the Separations Manual, was originally designed for
Jurisdiecticnal allocations between Interstate and intrastate operations, 1t
has also governed the cost =2llocations between intrastate toll amd loeal
service.
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Despite earlier dirsctives to the other cost companies, Southem Bell
witness Rudisill proposed use in bBhis procesding of the subscriber line usage
{(SLU} methodology to allocate nontraffic Sensitive costs between interLATA
access ard intralATA toll. In contrast, Cardlirma Telephone Company and the
Publie Staff recomiend use of the subscriber plant factor (SPF) for this
:alldcation, at least until separation procedures -can be studied further in
conjunction with the present post-divestiture environment. The record shows
that the use of the SLU factor tends to allocate a smaller amount of
nontraffie sensitive costs to interLATA =ccess, and conversely allocates a
greater amount to intralATA toll service. In contrast, the record shows that’
use of the SPF factor tends to allocate less cost to thée intraliATA toll
gervice, and more costs to interLATA access. After careful review of this
matter, the Comission coneludes that the SPF factor sheould be used in the
future to allocate costs between interLATA access amd intralATA toll service,
particularly until such time as Lthe entire 1issue of post-divestiture
allocaticn prodedures is appropriately reviewed. .

EVIDENCE AND COMCLUSIONS FOR FINDING OF FACT NWO. 12

The telephohe companies presenting testimony were generally in agreement
that revenues derived by cost companles from billing and collection services
should be on a blll and keep basis. Witk this regard, it was recommended that
the companies should not report the billing and collecticon revenues to the
pool found to be reasonable under Evidence amd Conclusions for Findings of
Fact Nos. 8, 9, and 10. Witness Rudisill alsoc testified that he had recently
obtained a procedure for separating an appropriate amount for billing and
collection services by the average schedule companies. This procedure is a
National Exchange Carrier Association procédure and may be appropriate for
intrastate use.

The record is clear that it is appropriate for the cost companles to bill
and keep bllling and colleection revenues, ard that said revenues, ard
associated costs, should not be reporb'ed te the intrastate pool established
under Evidence and Conclusions for Findings of Fact Nos. 8, 9, and 10 above.
The regord is much less clear as to whether or not it 1s reasomable, or
operationally possible, to initiate a plan where the standard contract
companies bill and keep billing and collection revenues. The Commission
coneludes that the record is not clear that the billing and collection porticn
of the standard contract companies' settlements can be reasonably identified,
and therefere, concludes that the standard contract companles should continue
to pool their billing and collection costs ard revenues, " consistent with
procedures utilized prior to December 31, 1983.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 13

Continental Telephone Company witness Lucke testified that the billing and
colleetion tariff previously proposed iIn bthis' docket should be adopted by
Continental for intrastate interLATA billing and collecticn services. The
Commission finds this proposal to be reasonable apnd econcludes that it should
be approved .

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 14

In view of the fact that Southém Bell has proposed nonuniform billing and
collecticn tariffs but that no billing and collection tariffs have been
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proposed by the other operating telephone companies, except Continental, as
spoken to elsewhere herein, the Commission concludes that appropriate billing
and eolleetion tariffs should be filed by the other operating telephene
companies. Fifteen of the other operating companies propose to use the NECA
billing and collecticn tariff, currently on file with the FCC, for interstate
purposes. The Comission concludes that these tariffs should be adopted by
the 15 companies for use on an intrastate basis, and that these tariffs should
be filed on their behalf by the administrator of the intrastate pool
established herein. Further, the Commission concludes that the other
telelphone operating companies (Carolima, Central, General, and Concord)
should flle their own bllling and collection tariffs with the Commnission.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 15

The evidence for this finding of fact is found throughout the entire record
in this matter amd 1s uncontroverted. The Commission concludes that it is
proper for coples of all lease agreements entered iInto between ATICOM and
either Southerm Beéll or the other telephone operating companies to be flled
with the Comuission within thirty (30) days of the date of execution of saild
agreements. The flling of the contracts shall not preclude the Commission or
any party from c¢ontesting any of the term(s) of said contracts in any
subsequent proceedings.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 16

In 1its propesed aceess charge tariffs, Southem Bell defines "Interexchange
Carriers" under E2 General Regulations and specifleally E2.6 Definiticns as
follows:

"The term 'Interexchange Carrier{(s)' denotes any individual,
partnership, corporatlon, assoclatien, or govemmental agency, or any
other entity, which subseribes to the services offered umder this
Tarlff and d{is authorized by the North Carolimm Public Service
Comissiocn by policy statement or certification to provide intrastate
telecomunications services for its o use or for the use of 1its
customers."

The Commission concludes that Southem Bell's proposed definition of
"interexchange carrier" is overly broad for the reason that it could be
construed to include any party, inciuding WATS and private .line customers, who
subsceribes to the services offered under the tariff. Thws, the Commission
further finds amd concludes that for purposes of the tariffs in gquestion the
term "interexchange carrier' should not be construed to include WATS and
private line customers unless sald customers are certificated public
utilities.

EVIDENCE AND CONCLUSTIONS FOR FINDING OF FACT NO. 17

In its February 9, 1984, Order, the Commisslon directed that the rates and
charges conbained in the tariff proposals to be submitted by Scuthem Bell and
Carolina Telephone Company should be set to recover the access revenue
requirements of all local exchange carriers. The Commission concludes that
implementation of a uniform statewide aeccess tariff is appropriate at this
time. The Commlssion further concludes that each local telephone operating
company should make every effort to implement the tariffs, as approved herein,
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in order that uniferm toll rates may continue. Support for this econclugiecn is
found in the testimony of Southem Bell witness Price. The Commission further
concludes that any proposed changes to said tariffs arising in the future
should be subject to the same procedures related to proposed tariff revisions
presently In effect by this Commission. In regard Yo billing and ecolleection
gervices, the Commission concludes that these services should be charged at
rates agreed upon between the affected parties and that said rates do not
necessarily need to be uniform.

IT 1S, THEREFORE, ORDERED as follows:

1. That Southerm Bell shall reflle fts proposed access charge bariffs
censistent with the modifications thereto set forth in this Order. Five
coples of said modified tariffs shall be filed with the Commisslon to become
effective April 3, 198L. Said tariffs shall be designed to recover a total
revenue requirement of $175,371,000, including a carrier common line charge of
5.64> per minute. Except as herelmafter set forth, all loecal telephone
companies shall concur In saild tariffs.

2. That no residential or business end-user intrastate access charges
shall be implemented in North Carolima on April 3, 1984.

3. That the $25.00 surcharge tariff proposed herein by Soukthem Bell shall
be billed to the interexchange carrier under special access charges and not to
the WATS end-user or customer.

4. That the pooling arrangement discuased herein be, and is hereby,
approved. Southem Bell and all independent telephone companies shall report
2ll intrastate-intralLATA message toll, WATS, private line (ineluding
independent to independent private line) revenues and interLATA access charge
revenues menthly te cone fntrastate pool. Southem Bell shall serve as
administrator of the pool. Settlements shall be paid from the pool to average
schedule companies based on existing setilement procedures. Cost companies,
ineluding Southem Bell, shall share the remaining revenues in the mamer
presently employed, with all cost companies earming the same rate of retum.
Cost companies shall continue to determine their intrastate revenue
requirements based on prineiples and procedures that currently exist.
Separation of nontraffic sensitive costs between interLATA access and
intralATA toll shall be made on the basis of the SPF factor methodology.

5. That billing and collecticn services be, and hereby are, allowed to be
renderd to interexchange ecarriers, and that the telephone operating companies
rendering sald services be, and hereby are, ordered to flle billing and
collection tariffs, consistent with the guldelines contained in this Order.

5. That toll settlements cost telephone operating companies be, and hereby
are, allowed te bill and keep billing and collection revenues and saild
revenues should not be reported to the intraLATA pool established in %this
proceeding.

7. That toll settlements standard contract telephcne coperating companies
be, and hereby are, ordered to pool billing and collection revenues in the
intrastate pool established in this proceeding, until such time as appropriate
separatich of said revenues from the standard contract settlements may be
reagonably achleved.
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8. That the billing and collection bariff proposed herein by Continental
Telephone Company of North Carolim be, amd is hereby, approved.

9. That Scuthermm Bell and the independent telephone companies shall not
construe the term "interexchange carrier" as set forth in the proposed tarif?
filing to include WATS or private line customérs unless said customers are
certificated public utilities, Southem Bell ghall refile its tariff
consistent with this deeretal paragraph and Finding of Fact No. 16 above and
the evidence and conclusions set forth in support thereof.

10. That, unless wmodified hereln, the findings of fact amd conclusiens
heretofore set forth by the Comission in the "Order Establishing Interim
Operating Procédures" entered in this docket on December 16, 1983, be, ard the
same are hereby, reaffirmed. '

ISSUED BY ORDER OF THE COMMISSION.
This the 2nd day of April 1984,
NORTH CAROLINA UTILITIES COMMISSION
(SEAL) Sharon Credle Miller, Deputy Clerk
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Wade Hargrove, Tharrington, Smith and Hargrove Attorneys at Law,
P.0. Box 1151, Raleigh, North Carolina 27602
For: AT&T Communications of the Southern States,

Inc.

For the Intervenors:

Jerry B. Fruitt, Attorney at Law, P.0. Box 2507, Raleigh, North
Carolina 27602
For: Carolina Utility Customers Association (CUCA)

Paul L. Lassiter, Gisele L. Rankin, and Antoinette R. Wike,
Staff Attorneys, Public Staff - North Carelina Utiljties
Commission, P.O. Box 991, Raleigh, North Carolina 27602

For: The Using and Consuming Public

BY THE COMMISSION: On January 16, 1984, Southern Bell Telephene and
Telegraph Company (Southern Bell or Applicant) filed an application with the
Commission for authority to adjust its rates and charges for local services,
intralATA directory assistance, installation of WATS and 800 service, and
interexchange intraLATA private lines to produce additional annual revenues of
$121,337,000. Approximately $1,940,000 of this amount consisted of additional
charges resulting from increased operator assistance charges, increased
interexchange private line charges, and charges associated with the
installation of WATS and 800 service. As part of its filing, the Applicant
requested immediate interim rate relief of 521,825,825 to cover the impact of
the transfer of its customer premises equipment (CPE) to AT&T on January 1,
1984. By Order issued Februmary 7, 1984, the Commission suspended the tariffs
filed in connection with the request for interim and permanent rate relief and
scheduled oral argument on the matter of interim rates. On February 15, 1984,
by further Order, the Commission denied the Company's request for interim rate
relief.

The Commission, being of the opinion that the matter constituted a general
rate case under G.S. 62-137, issued an Order on March 21, 1984, in Docket Nos.
P-55, Sub 834, and P-100, Sub 69, declaring the matter to be a general rate
case and setting it for investigation and hearing, establishing the test period
as the 12 months ended September 30, 1983, and requiring public notice.

Additionally, the Commission determined that it was in the public interest
that the Company's request to adjust its intraLATA directory

assistance charge, its WATS and 800 service nonrecurring charges, and its
interexchange intralATA private line rates be separated from Docket No. P-55,
Sub 834, and placed in Docket No. P-100, Sub 69 ("Toll Docket"), for
investigation and hearing, with all other telephone companies under the
jurisdiction of the Commission being made parties thereto.

On May 17, 1984, Carolina Utility Customers Association, Inc. (CUCA),
filed a Petition to Interveme. The Commission by Order dated May 21, 1984,
allowed this intervention.

On April 20, 1984, AT&T filed a Motion to expand the issues in this docket
to include the way in which outward WATS and 800 sexvice ghould be provided in
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North Carolina. , By Order issued June 6, 1984, the Commission denied AT&ET's
Motion.

The matter came on for hearing as scheduled. Southern Bell offered the
testimony of the following witnesses: B.A, Rudisill, District Manager - Bell
Independent Relations; Robert C. Hart, Jr., Segment Manager in Service Costs;
and Robert L. Savage, Operations Manager, Rates and Service Costs.

Southern Bell witnmese Rudisill presented testimony that the toll rate
changes Southern Bell was proposing in this case for private line services,
noarecurring WATS and 800 service, and toll directory assistance (D.A.) would
amount to an increase of approximately §$3,461,316 in industry toll revenues
after deducting $727,948 resulting from interLATA D.A. repression caused by the
pProposal to also increase the interLATA D.A. charge from 20¢ to 50¢ per
request, It was witness Rudisill's testimony that the toll directory
aggistance increase, adjusted for repression and including operator savings,
would amount to $1,405,099; that the private line revenue increase would amount
to $2,839,809; and that the proposed change in WATS nonrecurring charges would
decrease revenue by $§55,644. Witness Rudisill testified that he spread the
toll increase among the cost settlement companies by using each company's
percentage of the total interLATA and intralATA net investment.

Witness Rudisill testified that Southern Bell is proposing to increase the
intralATA toll D.A. charge from 20¢ to 50¢ per D.A. request. Moreover, he
stated that it would be necessary to also increase inter[ATA D.A. charges from
20¢ to 50¢ per xequest since it is impossible to separate intralATA frém
interLATA D.A. calls. Witness Rudisill stated that he calculated the projected
increase in D.A. revenues by annualizing intralATA toll D.A. messages as of
September 30, 1983, and then reducing them by 20% for repression. He then
subtracted the present "repressed" D.A. settlement from his projected new D.A.
revenues to arrive at the increased amounts for intralATA D.A.

Witness Rudisill testified that Southern Bell is not proposing any
increase or decrease in the recurring WATS rate schedule but proposing only to
change the ingide wiring component of the flat rate nonrecurriog installation
charge to a "time and materials" charging basis. Witness Rudisill testified
that the net effect of the proposed change will be to decrease toll revenues by
$55,644.

Witness Rudisill was questioned about his proposal to spread the toll
increase of $3,461,316 among the cost settlement companies on the basis of the
percentage of each company's intralATA and interLATA investmient to the total
intraLATA and interLATA investment. He acknowledged that it might be more
equitable to spread the increase based on only intralATA investment but stated
that he did not yet have the ability to determine the intra- and interLATA
investment separately. He indicated that the various cost cempanies are
presently working on allecation programs to accomplish this division.

The final aréa that witness Rudisill discussed was the proper tariff
treatment to be given to the intralATA "toll" portion of foreign exchange (¥X)
service. Witness Rudisill testified that it is Southern Bell's interpretation
that a customer using an FX line is entitled to "“free" LATA~wide calling from
the open end of the line. In other words, a customer in Charlotte calling over
an FX line from Raleigh could terminate his call snywhere in the Raleigh LATA



GENERAL ORDERS - TELEPHONE
90

(e.g., Goldsboro) without incurring a toll charge for the Raleigh to the "toll"
terminating point (e.g., Goldsboro) portion of the call. Witness Rudisill
stated that this was contrary to prior practice whereby a toll charge would be
imposed for calls to points outside the local calling area of the foreign
exchange. He indicated that under the current FX tariff the local companies
would not gat toll revenues but' would charge AT&T .access fees for the local
transport of such calls. He admitted, however, that these access fees would
not be nearly equal to the toll amounts the local companies had previously been
receiving for these FX calls. In addition, he stated that AT&T would not, at
present, be able to pass the access charges along directly to the customers
causing such charges. Witness Rudisill agreed that a possible solutiom to the
problein would be to change the tariff language so that the intralATA toll
portion of the FX call from the foreign exchange to some other point within the
LATA would be recovered through separate charges (such as MIS rates) rather
than through the access charges.

Southern Bell's witness Savage's testimony described the proposed changes
for long-distance directory assistance (DA), WATS nonrecurring charges and
private line charges. He stated’ that Southern Bell is proposing to increase
the charges for each intralATA D.A. request from 20¢ to 50¢ contingent upon
AT&T's tariff being amended simultaneously to the same level for interLATA D.A.
requests since the administration of differing charges for intraLATA and
interLATA D.A. is oot feasible. According to witness Savage, Southern Bell's
most recent resource cost study indicates a cost of 31¢ per D.A. request, down
from 32.5¢ as shown in the last toll rate case. Because of its discretionmary
nature, he stated, the D.A. charges should cover its cost. Further, it should
provide a contribution above cost to reflect market value to users and to help
keep residential local exchange rates at lower levels than otherwisé would be
required.

With regard to WATS and 800 service, witness .Savage stated that Southern
Bell's proposals would eliminate existing nonrecurring charges for premises
wiring and replace them with time and materials charges. These changes are
necessary, witness Savage contended, since in today's world customers can
choos€é their inside wiring supplier. Otherwise, by charging on the basis of
average costs, Southern Bell gets the money-losing jobs while competitive
contractors would get the money-winning jobs. According to witness Savage, the
results would be to increase average costs over time. A similar change is
proposed for intralATA interexchange private lime service.

Witness Savage also stated that Southern Bell's proposals include
increases of up to 50% on private line rates to provide an amount of
contribution (not to exceed 15%) and/or to ensure that relevant costs are
covered. He conceded that the Company did not do an elaborate market type
consideration study but rather compared the resultant prices of a local loop,
for example.

With regard to TELPAK services, witness Savage stated that Southern Bell
proposes prices for TELPAK station terminals at the same level as prices for
single channel station terminals. The Company also proposes to obsolete
intralATA TELPAX in this proceeding and to withdraw the offering entirely after
two years. Joint offerings of intralATA and interTATA TELPAK (mixed TELPAK) by
Southern Bell and ATST would be discontinued immediately. Witness BSavage
contended that discount pricing for TELPAK is inappropriate since TELPAK is not
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provided as it was origimally envisioned. It has evolved, hé said, as single
or few channels at a time rather than large groups of channels in the same bank
all engineered at the same time. Witness Savage further stated that there are
other options, utilizing new technology, available to serve many TELPAK
cuystomers.

Witness Savage's testimony also addressed the revenue jincreases to be
realized from the proposed rate changes after recognizing repression and cost
savings. These were provided by witness Savage and shown on Rndisill Exhibit 1
- Revised. For Southern Bell they are as follows: Directory Assistance,
assuming 20% repression, $377,054; WATS and 800 service noarecurring charges
(time and materials), ($30,626); private lines, assuming 30% repressiom,
$1,563,031; total, $1,909,459.

Witness Hart's testimony described the methods used and the results
obtained from his private line cost analysis, which were utilized in the
determination of the proposed rates for private line services. His analysis
quantified current direct costs, which reflect moderm technologies and methods
used currently to provide these services. Witness Hart testified on
cross-examination that he used a cost of debt and equity that was current at
the time he did his study which would amount to an overall cost of capital of
15.7%. -

Carolina Telephone and Telegraph Company (Carolina T: & T.) offered the
testimony of T. P. Williamson, Vice President - Administration of Carolinma T. &
T.

With regard to directory assistance charges, witness Williamson testified
that Carolina T. & T. supports Southern Bell's proposal to increase directory.
agsistance charges for three reasons: (1) in his 6pinion the cost of providing
toll directory assistance fully supports the requested ‘50¢ rate; (2) such a
service should be priced at least equal to its cost since customers can readily
avail themselves of the service in order to facilitate their use of competitive
offerings; and (3) the interstate rate is now 50¢ and it is desirable to have
unifermity in the toll rate schedules, where possible, in the interest of
better customer understanding.

Witness Williamson further testified that Carolina T. & 7T. supported
Southern Béll's WATS/800 service nonrecurring charge proposal because of the
new competitive environment.

With respect to Southern Bell's private line rate proposals, witness
Williamson indicated that Carolina T. & T. had reservations about such
" proposals and believed that they required particularly careful consideration.
He testified that this concern arises out of the fact that interexchange
private line services are a substitute for message toll. If they are
overpriced, an economic incentive ‘is provided to key customers to make their
own facility arrangements or, in other words, to bypass the network entirely.

With regard to the revenue impact if Southern Bell's propesals are
approved, witness Williamson did not accept Southern Bell's estimate of the
impact upon Carolina T. & T. He testified that the only correct way to
estimate the revenue effect of a toll rate change” upon the cost settlement
compznies is to estimate the impact of that change, along.with the impact'of
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other currently changing conditions, upon the toll settlemeat ratic. Witness
Williamson also recommended that the Commission use whatever toll rate increase
is imposed as a. result of this proceeding to increase the discounts granted
intrastate callers.

Central Telephone Company offered the testimony of R. Chris Harris,
Assistant Manager--Regulatory Cost Studies of Central Telephone Company. He
testified- that Central generally supports the schedule of intralATA rates
proposed by Southern Bell. He stated, however, that Central has a problem with
Southern Bell's treatment of usage associated with Feature Group A (FGA).
Southern Bell has told Central that FGA, which is the open end of Foreign
Exchange (FX) circuits, should have a LATA-wide toll free calling scope from
one point of presence in the LATA rather than the traditional interpretation
that toll free calling is available only with the local exchange and EAS
calling scope of the office where the service is terminated. He stated that
this means that, if an interLATA, either interstate or intrastate, circuit is
terminated in an end office such as Mocksville, calls to Charlotte, Hickery, or
other points outside of Mocksville's local calling scope would not be billed as
intraLlATA toll calls. The local telephone company, therefore, would not
receive toll revenues to offset its intrastate intraLATA costs. In addition,
the local telephone company would also lose the applicable business exchange
rate for the FGA service that it has historically received. Witness Harris
testified that Central knows of no reasons requiring the revision of the
present arrangement, He stated that the open end (i.e., dial tone end) of FGA
service should have the same calling scope as a business, exchange rate in the
associated end office exchange, and if the toll calls are made from that line,
they should be rated and billed to the FX customer. The toll revenues would
then be reported to the pool and the local service business exchange rate would
be retained by the local exchange carrier. Witness Harris stated that only a
slight change in the tariff language would remedy the problem.

Continental Telephone Company offered the testimony of Benjamin M. Zewig,
Financial Analyst, employed by Contel Service Corporation, Eastern Region.
Witness Zewig testified that Continental concurs with all rates proposed by
Southern Bell in this docket. He stated that any additional revenue which the
Company will realize under the proposed rates will be the result of changes in
the toll settlement ratio and not the distribution of any anticipated
additional revenues. Thus, the $115,280 figure shown on witnmess Rudisill's
exhibit would represent additional revenues to Continental only if the proposed
11.63% settlement ratio is actually achieved. Moreover, witness Zweig
contended, even if the toll pool were to achieve an 11.63% settlement ratio,
Continental would not earn the return granted in the Company's last general
rate case.

General Telephone Company of the Southeast (GenTel) presented the
testimony of T.E. Stephens, Revenues and Earning Director. Witmess S5tephens
testified that based on a review of the proposed changes and schedule of rates
submitted by Southern Bell, GenTel concurred with Southern Bell's proposal.
With regard to the revenue change for GenTel as provided to him by Southern
Bell, witness Staphens testified that GenTel found Southexn Bell's methodelogy
for allocating the proposed revenue changes to be reasonable, In additionm,
witness Stepliens testified that, based en the information provided by Southera
Bell concerning the level of total industry revenue changes that would result
if uniform toll rates were maintained statewide, his position was that the new
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environment requires that access charges should be more cost based and that if
any form of competition is allowed in the state toll markets, then the current
arrangemént should be replaced by one that separates the interLATA and
intralATA markets utilizing cost based access charges,

AT&T Communications offered the testimedy of Robert A. Friedlander,
Districﬁ‘ﬂanager, Price and Service Management, and Marion R. McTyre, District
Manager, Accounting Regulatory.

Witness Friedlander testified that the AT&T services affected by Southern
Bell's rate proposals are mainly interLATA directory assistance charges and
interLATA channel service charges. He stated that ATS&T does not believe
uniform interexchange rates are a necessity. Interexchange carriers must have
the flexibility, he said, to react to the competitive environment without being
constrained by the pricing needs of the local exchange carriers.

With regard to directory assistance requests, witness Friedlander
recommended a 70t charge to enable AT&T to recoup its appropriate total cost
per call. This charge must be the same within a Home Numbering  Plan Area
(HNPA) since the technology is mnot available to separate interLATA and
intralATA D.A. calls within a HNPA on a customer-by-customer basis. Moreover,
AT&T believes the charge should be 70¢ for all long-distance intrastate calls,
thereby allowing local exchange carriers to derive increased contribution to
offset access charges. Witness Friedlander stated that if the Commission does
not approve a 70¢ D.A. charge, overall access charges should be reduced so the
proposed 50¢ charge will cover the costs of providing D.A. service.

With regard to channel services, witness Friedlander testified that the
rates proposed by Southern Bell would not produce sufficient revenues to cover
AT&T's costs for provisien of these services but wounld improve the revenue/cost
relationship. Finally, he concurred in the proposed elimination of mixed
TELPAK and obsoleting of TELPAK but stated that AT&T believées the offering
should be continued for only 12 months.

In additional testimony, witness Friedlander stated AT&T's belief that
Charlotte to Raleigh FX service is an interTATA type service and that the
revenues for a toll call from Raleigh to Goldsboro should go to AT&T which
wotuld help offset some of the access charges on that end. He further stated
that his opinion as to the interLATA nature of the call applied only when the
call was from Charlotte to Goldsboro and not when the call was from Goldsboro
to Charlotte. ’

Witness McTyre testified that AT&T Communications experienced a net
operating loss (unaudited) on interexchange telecommunications service for the
four months ended April 30, 1984. He stated that if Southern Bell's requested
toll increases were granted, it would increase AT&T Communications return to
only a negative 2.16%. He further testified that AT&T Communications' return
would improve to a positive 2.84% if the Commission were to take into account
AT&T's leased revenues of §2,342,346 for this period, although he disagreed
with the Public Staff's position that these revenues shonld be included.

Carolina Utility Customers Association, Inc., presented the testimony of
Harry M. Venable, Director of Telecommunications Services, Celanese Fibers
Operations, Division of Celanese Corporation, Charlotte, North Carolina, and
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Louis R. Jomes, Telecommunication Analyst, Corporate Communications Department,
Burlington Industries, Inc., Greensbore, North Carolina.

Witness Venable testified with regard to the effect Southern Bell's
proposed rate changes would have on Celanese telecommunications expenses in -its
three locations in North Carolina, both local and intralATA. His Attachment I
showed that the Charlotte location would expnrience a 30% aggregate overall
increase, the Salisbury location would experience a 24% aggregate overall
increase, and the Shelby location a 50% aggregate overall increase, resulting
in a 30% overall increase to Celanese for all three locations. He further
testified that his company was considering bypass for one location but did not
have plans at this time to go completely off the Southern Bell private line
system.

Witness Jones of Burlington Industries testified that in his opinion the
value of service received does not merit any increase and that Southern Bell's
proposed increases are disproportionate and unreasonable and do not appear to
be justified. He presented figures that showed that Burlington's expense for
TEXPAK € had gone up 324% since 1981, He further testified that he is totally
dissatisfied with the Commission’s acquiescence to nonbook cost justification
for long-standing private lines and that he questioned the walidity of
"current" or marginal cost studies.

With regard to bypass, witness Jones testified that it was almost as if
Southern Bell was trying to push its private line customers into bypass and
that Burlington Industries had brought its study of microwave off the back
burner after the 1983 increases were approved. In his opinion, bypass is a
real threat in North Carolina.

With regard to the Directory Assistance charge increases, witness Jones
testified that he was concerned about the discouraging effect this would have
on long-distance business.

The Public Staff offered the testimony of Hugh L. Gerringer, Engineer with
the Communications Division. Witness Gerringer recommended that Southern
Bell's proposed increase in private line charges, the proposed change to a time
and material charge for premises wiring for intraLATA WATS and 800 service, and
an increase in the toll D.A. charge from 20¢ to 50¢ all be denied. In support
of his position, witness Gerringer showed the magnitude of the increases
involved and the reasons why the Public Staff recommends that such increases be
denied.

Witness Gerringer testified that Southern Bell is proposing to increase
private line rates as follows: (1) increase recurxing rates by 28.4%;
(2) increase nonrecurring charges by 31.8%; (3) increase monthly rates for
Series 1001 and 1002 by 317%; (4) increase rates for series 5000 by 45.4%;
(5) increase cross boundary rates by 95.5%, obsolete series 5000 channels and
eliminate that cffering in two years. Witness Gerringer stated that the Public
Staff opposes these private line increases as interexchange private line
recurring rates were increased by an average of 33.5% in the last intrastate
toll rate case, Docket No. P-100, Sub 64, and nonrecurring charges were
increased in that case by an average of 102%. TFurther increases at this time
would impose an excessive burden on private line subscribers. In addition,
witness Gerringer testified that the Public Staff considers that interexchange
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private line service is subject to bypass at today's rate levels. He stated
that further increases of the magnitude proposed will provide additional
incentives to bypass telephone company private line services. He testified
that the proposals for large increases are particularly disconcerting when it
is recognized that many of the proposed rates would provide substantial
contribution above Southern Bell's current cost levels.

Witness Gerringer testified that' Southern Bell has proposed to eliminate
the existing $20.00 nonrecurring charge for all premises wiring items for both
intraLATA WATS and 800 service and replace it with time and materials charges.
Witness Gerringer stated that the uncertainty, inconvenience, and potentially
unfair aspects of the proposed charges outweigh any benefits to be gained by
the impesition of time and material charges.

Witness Gerringer further testified that the Public Staff is opposed to
Southern Bell's proposal to increase the existing 20¢ charge to 50¢ for each
intralATA D.A. request. He stated that such an increase would not be
appropriate as customers are still adjusting to the significant increase in
toll D.A. charges that went into effect in late September 1983 and that it
would stimulate customer complaints to follow that change with a 150% increase
in less than one 'year's time. He also testified that the FCC recently approved
for the first time a tariff permitting AT&T to charge for interstate D.A.
requests. He stated that the FCC's approved plan establishes a 50¢ charge per
request but allows one free D.A. request for each leng-distance call made over
AT&T's system up to a maximum of two per month. Witness Gerringer pointed out
that North Carolina customers making only a few intrastate toll D.A. requests
(three or less per month) are paying more for intrastate toll D.A. requests at
the present 20¢ charge than for interstate toll D.A. request at 30¢ because of
the free call allowance provision of the FCC's D.A. plan. He testified that
Southern Bell's proposal would compound this disparity. He also stated that
the proposed increase in D.A. could encourage customers to subscribe to MCI or
other competitive interexchange carriers. He believes this would increase the
potential for unauthorized intrastate toll calling and a loss of intrastate
revenue for Scuthern Bell and the other local operating companies. Finally,
witness Gerringer testified that Southern Bell's proposed increase in D.A.
would have little impact on its requested revemue increase.

On cross-examination, witness Gerringer was questioned about AT&T's cost
for providing interLATA D.A. versus the amount ATST is authorized to charge its
customers. In this regard, witness Gerringer stated that AT&T has to pay 62¢
per D.A. request to the access pool, whereas AT&T can presently charge its
customers only 20¢. Witness Gerringer admitted that there is a 42¢ shortfall
per D.A. request but that the Public Staff was aware of this disparity when
access charges were established and that other offsetting items were considered
in establishing access charges.

On questions from the Commission, witness Gerringer testified that due to
the present unsettled environment of the telecommunications industry the
present time would not be the proper time to change toll rates, He stated that
divestiture is just a little over six months old and that intrastate access
charges have orly been in effect since April. Moreover, he testified that
authorized competition with its threat of bypass is just around the corner. He
said that the Public Staff is concerned that an increase in tell rates might
cause some detrimental effects that could result in loss of toll revenues to
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the companies. Thé local ratepayers would then be called upor to make up those
losses. Witness Gerringer concluded, therefore, that the proposed changes
should not be approved.

Based on the foregoing, the evidence adduced at the hearings, and the
entire record in this matter, the Commission makes the following

!
FINDINGS OF FACT

FINDIRG OF FACT NO. 1

Southern Bell, AT&T, and the independent telephone companies made parties
to this docket are duly franchised public utilities lawfully incorporated and
licensed to do business in North Carolinma, are providing telephone services in
their respective North Carolina service areas, are subject to the jurisdiction
of this Commission, and are lawfully before this Commission to establish rates
for interexchange private line and foreign exchange services, nonrecurring WATS
and 800 services, and intrastate long-distance directory assistance charges.

'FINDING OF FACT NO. 2
Southern Bell's proposed increases in private line service charges are
unreasonable, particularly in view of the large increases granted in the

immediately preceding intrastate toll rate case and the potential for bypass by
the private line customers, and should be denied.

FINDING OF FACT NO. 3

Southern Bell's proposal to discontinue new TELPAK offerings and to phase
out existing services over the next two years is not in the best interests of
the subscribers and therefore should be denied.

FINDING OF FACT NO. 4

Southern Bell's proposals to jmplement time and materials charges for
premises wiring {installation and maintenance) relating to WATS, 800 service,
and private line services should be denied.

FINDING OF FACT NO. 5
IntralATA toll.chargeé should be assessed against users of FX service who
use an open-end FX number to call numbers which are inside the same LATA but
outside the local calling scope of the open-end exchange.
FINDINGS OF FACT NO. 6
Southern Bell's proposal to increase intrastate toll directory assistance

(D.A.) calls from 20¢ to 50¢ and to make this a statewide charge is just and
reasonable and should be approved.

FINDIKG OF FACT NO. 7

The increases derived from the rate changes herein shall be hapdled as
follows: (a) in the pending rate case of Southern Bell such increased revenues
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shall be reflected and (b) increases in revenues generated hereunder for all
independent telephone companies are de minimis and may not actually result in

an increase in rate of return; therefore, flow through to basic rates shall not
be required at this time for those companies.

FINDING OF FACT No. 8

The estimated anomal additional gross end-of-test-period intrastate
intralATA toll revenues and cost savings subject to teoll settlements that will
be produced for Southern Bell and the independent companies are $377,054 and
$300,097, respectively. Included in such estimates are increased revenues
related to directory assistance charges which reflect the repression and
associated cost savings proposed by Southern Bell. The increased revenues to
be derived by Southern Bell from tell rate schedule changes shall be considered
in Southern Bell's general rate proceeding currently /pending before the
Commission. The increased revenues accruing to the independent companies are
de minimis and do not justify any offsetting reduction in other intrastate toll
or local service rates.

FINDING OF FACT NO. 9

The method used by Southern Bell for allocating the annual additional
gross intrastate toll revenmues subject to toll settlements resulting from this
proceeding among Southern Bell and the independent telephone companies is
proper and reasonable and results in additional gross toll revenues of
approximately $377,054 and $300,097 for Southern Bell and the independent
companies respectively.

FINDING CF FACT NO. 10

The estimated additional gross end-of-test-period intrastate interLATA
toll revenues and cost savings that will be produced for AT&T is $4,460,150.
Such amount reflects the repression and cost savings advocated by AT&T. ATST's
revenue cost mismatch associated with directory assistance services and the
current earnings level of AT&T on its North Carolina intrastate interLATA
operations does not warrant or justify any offsetting reduction in other toll
service rates or increase in access charges at this‘time.

CONCLUSIONS
CONCLUSION NO. 1

The evidence herein is essentially procedural in nature, was not contested
by the parties, and warrants no additional discussion in this Order.

CONCLUSION No. 2

The Commission has carefully considered all the evidence in this case and
concludes that Southern Bell's request for increases in private line rates must
be denied. This conclusion is based on the following consideratioms: (1) inter-
exchange private line recurring rates were increased by an average of 33.5% in
the last intrastate toll rate case, Docket No. P-100, Sub 64, and nonrecurring
charges were increased in that case by an average of 102%; and (2) further
increases at this time would impose an excessive burden on private line
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subscribers at a time when interexchange private line service is becoming
increasingly subject to Dbypass. While the Commission recognizes that
under-pricing private line services may result in higher local service rates, a
greater threat would result from over-pricing those services and forcing large
customers to abandon totally the telephone network, and causing even greater
increases in local rates. In the Commission's view, Southern Bell's exclusive
use of current costs, a rate of return of 14.7% applied to these current costs
and an additional element of contribution above costs clearly runs the risk of
over-pricing private line channel services. While further rate adjustments for
these services may be required in the future, they sheuld be postponed until
the impact of bypass and intrastate competition can be more adeguately
evaluated.
CONCLUSION NO. 3

Southern Bell proposed to increase the prices for TELPAK station terminals
agsociated with intralATA circuits at the same level as single line channel
service station terminals. The Company also proposed that intraLATA TELPAK
services be obscleted in this proceeding but that existing customer and
existing service arrangements would continue to be served for a peried of two
years. Company witness Savage further proposed that the joint provisioning of
TELPAK based capacity/sections by Sounthern Bell and AT&T be discontinued.

The Commission has previously concluded that the increases requested in
private line rates must be denied. This decision was based upon the magnitude
of the increase allowed in the last toll rate proceeding for private line
services and the burden these increases would impose on private line
subscribers at a time when interexchange private line service is becoming
increasingly subject to bypass. The Commission likewise concludes that the
requested increases in TELPAK rates are not appropriate at this time for the
same reasons that apply to private line services.

The Commission finds no justification for the Company's request to
discontinue TELPAK services for new customers and to phase out existing TELPAK
custorers and service arrangements over the next two years. The Commission
remains unconvinced that obsoleting TELPAK services is in the public interest
or even in the long~run best interest of the Company. The Commission likewise
finds little merit in discontinuing mixed TELPAX services currently provided on
a joint basis by Southern Bell and AT&T at the present. time.

CONCLUSION NO. 4

Southern Bell has proposed to charge for installation and maintenance of
customer premises wiring on a time and materials basis for WATS, 800 service,
and private line service. The Company maintains that deaveraging of the
nonrecurring charges is necessary to cover costs., Since custemers may now
obtain these services from competitive contractors, Southern Bell contends that
it loses the money-making jobs and obtains only the most costly jobs where
costs exceed the flat rate charge.

While the Commission finds merit in Southern Bell's propoesal in this
regard, the ultimate. result of implementing the proposed plan is perplexing and
confusing. Southern Bell has estimated that implementation of the plan will
result in decreased revenues of approximately $§55,644 for Southern Bell and the
independent telephone companies. Although the stated purpose of implementing a
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time and materials method of charging is to better cover the cost of providing
these services, it would appear based on the evidence of record that Southern
Bell will actually experience a revenue loss from the proposed method of
charging.

The Commission notes that the tariffs filed by Southern Bell indicate a
significantly reduced number of units undexr the time and materials method of
charging as contrasted to a flat rate charge. One coéuld infer from the tariff
filing that the Company anticipates losing customers as a result of instituting
the time and materials charges. Alternatively, the loss in units may reflect
deregulation of inside wiring for complex systems which was mandated in Federal
Communication's Order in CC Docket No. 82-681 which became effective
June 30, 1984. Either of those scenarios would in the Commission's opinion
necessarily result in cost decreases to the Company. No such cost decreases
have been reflected. The Commission finds bewildering the fact that no party
in the proceeding specifically questioned the validity of the revenue decrease
propesed by the Company. Nevertheless, the Commission is unable to accept the
validity of the Company's requested decrease in revenue and must therefore
reject the proposed time and material charging methodology for WATS, 800
service, and private line service nenrecurring charges at this time.

CONCLUSTION NO. 5

Based on the evidence in this Docket and its reading of Feature Group A
tariff provisions, the Commission concludes that intralATA toll charges should
apply to toll calls made on an open end FX number to another oumber within the
same - LATA but outside the local calling area. The Commissior concludes that
local transport charges should not bé assessed against the interexchange
carrier between the toll center at the open end of the FX circuit and the tell
center at the terminating end. To conclude otherwise would unreasonably
discriminate against local business subscribers served by the same central
office as the FX' customer. The Commission further concludes that intrastate
access tariffs should be modified to clarify these points.

CONCLUSION NO. 6

Southern Bell witnesses Savage and Rudisill, Public Staff witness
Gerringer, AT&T witness Friedlander, CUCA witness Jones, and witnesses
representing the independent telephone companies presented testimony regarding
Southern Bell's proposal to increase the directory assistance charge from 20¢
to 50¢ for each intrastate D.A. request for MTS and WATS. The Company proposed
this charge _as a concurrence tariff item which would alse include ATS&T
intrastate interLATA directory assistance.

The Commission concludes that the cost of providing each directory
assistance call now exceeds the allowed charge of 20¢ per call. Thus, the
imposition of a directory assistance charge which covers the cost of the
service and makes a contribution benefits the Company's general ratepayer by
placing the cost of providing this optional directory -assistance service
directly upon the person causing the cost. The Commission is also concerned
that AT&T's D.A. related access and billing expense paid to Southern Bell and-
the independent telephone companies is approximately 62¢ per D.A. call which
creates a 42¢ shortfall for each call under the current 20¢ charge. The
Commission preferred to allow two offsetting intrastate toll calls upon



GENERAL ORDERS - TELEPHONE
100

implementation of thé 50¢ D.A. charge. However, the evidence presented in this
proceeding reveals that the differentiation and administration of differing
charges for intraLATA and interLATA long-distance directory assistance calls
are not now technically feasible. The Commission believes that the impact of
the increasing D.A. toll charges to 50¢ will be minimal on residential
subscribers since the record herein tends to show that, for instance, 87.1% of
Southern Bell residential accounts made no toll D.A. calls in November 1983.
Therefore, the Commission concludes that it is in the best interest of the
local subscribers to grant the requested D.A. toll increase from 20¢ to 50¢ and
to require ATET and the independent telephone companies to concur.

CONCLUSIONS NOS. 7, 8 and 9
t

Southern Bell witnesses Savage and Rudisill, Public Staff witness
Gerringer, and witnesses for the independent companies presented testimony
regarding thé increased revenues and cost savings to be derived from the
proposed rate changes and the impact of such changes on Southexn Bell's and the
independent companies' operations. The Commission has previcusly concluded
that only an increase in the charge for directory assistance is warranted at
this time. The Commission notes that the level of increased revenues and cost
savings to be derived from toll rate schedule changes advocated by Southern
Bell for directory assistance charges is virtually uncontested. No witness
specifically challenged the methodology used by Southern Bell to compute the
revenue increase related to this rate schedule change nor the allocation of
these revenues between Southern Bell and the independent companies on a
percentage investment basis. Certain independent company witnesses did however
disagree with the estimated revenue effect of proposed toll rate changes on the
cost settlement companies. These witnesses assert that factors other than toll
rate changes impact the toll settlement ratio and should be considered. These
witnesses failed to identify or quantify any of the changes which should be
considered in this case. The Commission thus concludes that the methodology
advocated by Southern Bell to compute additional revenues and cost savings to
be derived from increased directory assistance charges service is appropriate
and that the increased revenues and cost savings associated with the toll rate
schedule change approved herein are $377,054 and $300,097 for Southern Eell and
the independent companies, respectively. In reaching its decision, the
Commission concludes that the repression and cost savings methods employed by
the Company are reasonable and proper. Further, the Commission finds that
Southern Bell's proposed allocation of increased revenues between Southern Bell
and the independent telephone companies is appropriate.

The Commission has carefully' considered the impact of the rate schedule
change approved herein on Southern Bell and the independent Ccompanies
specifically with regard to the, issue of "flow through." The Commission finds
the level of anticipated increase to the individual independent companies to be
de minimis and therefore codcludes that flow through or ofifsetting reductions
in- the local service rates of the independent companies is not justified,

The revenue increase approved herein for Southern Bell likewise in terms
of the Company's total revenue requirements are viewed by the Commission to be
‘de minimis. However, due to the fact that Southern Bell has a gemeral rate
proceeding curxently pending, the Commission finds it appropriate to comsider
such increases in establishing thé Company's local Service rates.
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CONCLUSION NO. 10

AT&T witnesses Friedlander and McTyre presented testimony concerning the
impact of Southern Bell's proposed rate increases on AT&T's operations should
vniform rates be maintained for intralATA and interLATA segvices, The
Commission previously concluded that an increase in D.A. charges is justified
and that such charges should be uniform for intralATA and interLATA services.
The additjonal increase in revenues and cost savings which will accrue to AT&T
as a vresult of the D.A. rate charges approved herein is approximately
$4,460,150. This increase reflects the repression and cost savings advocated
by AT&T which the Commission finds reasonable.

The Commission has carefully considered the impact of these increased
reventes on ATSZT's operations. Evidence presented indicates that AT&T's
estimated annual D.A. associated access charges amount to approximately $9.2
million while the Company is receiving only about $2.8 million im annual
revenues from the present customer charge. Thus the annual revenue to expense
shortfall is apprxoximately $6.4 million under current rates and will becowme
$1.9 million under the rates approved herein.

The Commission is also aware that AT&T's financial operating results based
upon the limited financial data available at the close of the hearing in this
case indicates that AT&T is experiending negative earnings on its North
Carolina intrastate operations. Further, such data indicates that even after
consideration of the totality of Southern Bell's rate proposals and leased
revenues AT&T would be experiencing only minimal earnings.

Based upen the revenue cost shortfall experienced by AT&T on its directory
assistance services and the current earnings level of AT&T, the Commission
cencludes that no offsetting reduction in other toll service rates or increases
in access charges are necessary or reasonable at this time.

IT IS, THEREFORE, ORDERED as follows:

1. That Southern Bell Telephone and Telegraph Company, AT&T, and the
independent telephone companies in North Carolina undexr the Commissien's
jurisdiction are hereby authorized to adjust the rates and charges applicable
to intrastate toll directoxy assistance as proposed by Southern Bell.

2. That Southern Bell shall file revised access tariffs with the
Commission to reflect the Commission's ruling on access provided on Feature
Group A FX lines.

3. That within 10 days from the date of this Order, Southern Bell shall
file tariffs necessary to reflect the revisions in rates and charges approved
in Paragraph 1 and 2. Work papers supporting such proposals should be provided
to all parties (formats such as Item 30 of the minimum filing requirements,
NCUC Form P-1 are suggested).

\

4. That the Public Staff and any other party may file written comments
concerning Southern Bell's tariff proposals within five (5) days from the date
the tariffs are filed with the Commission.
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5. That rates, charges, and regulations necessary to implement the
changes authorized herein shall be effective upon the issuance of a further
order by the Commission.

6. That all rates and charges not herein adjusted remain in full force
and effect.

ISSUED BY ORDER OF THE COMMISSION.
This is the 31lst day of August 1984.

NORTH CAROLINA UTILITIES COMMISSION
(SEAL) Sandra J. Webster, Chief Clerk
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DOCUMENT NO. P-100, SUB 69
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of
Investigation of Long Distance Directory
Assistance, WATS and Interexchange Private
Line Rates of All Telephone Companies Under
the Jurisdiction of the North Carolina
Utilities Commission

ORDER SETTING
RATES

St N Nt Nt Nt

BY THE COMMISSION: On August 31, 1984, the Commission issued an Order
Granting Partial Rate Increase. In effect, the Order granted authority to
Southern Bell Telephlone and Telephone Company and AT&T to increase directory
assistances charges from 20¢ to 50¢ and required the independent telephone
companies te concur. Also, the Commission Order states that intralATA toll
charges should apply to toll calls made on an open end FX number to another
number within the same LATA but outside the local calling area. Southern Bell
was allowed ten (10} days to file tariffs reflecting the abovementioned
decision,

On September 4, 1984, and September 10, 1984, Southern Bell filed revised
tariffs accurately reflecting the charges set forth in the August 31, 1984,
Order. AT&T filed appropriately revised tariffs on September 5, 1984. The
Public Staff notified the Commission that the tariffs are in compliance with
the Commission's guidelines.

The Commission is of the opinion that good cause exists to place into
effect the rates established in its August 31, 1984, Order.

IT IS, THEREFORE, ORDERED:

1. That the directory assistance service and the Feature Group A
switched access service tariifs filed in this docket on September 4 and 10,
1984, by Southern Bell and the tariffs filed on September 5, 1984, by AT&T are
hereby approved to become effective at 12:01 a.m., September 24, 1984.

2. That all regulated telephone companies are authorized to place inte
effect the rates herein approved effective at 12:01 a.m.; September 24, 1984,

3. That AT&T shall be responsible for the cost associated with the
statewide distribution of the attached Notice to Subscribers. Said Notice of
the rate changes herein approved shall be included as a bill insert in the
same billing cycle which first reflects the rate change.

ISSUED BY ORDER OF THE COMMISSION.
This the 14th day of September 1984.

NORTH CAROLINA UTILITIES COMMISSION
(SEAL} Sandra J. Webster, Chief Clerk
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NOTICE TO SUBSCRIBERS

Effective October 28, 1984, the long distance directory assistance (DA)
charge for request for numbers within North Carelina will be increased from
20¢ to 50¢ per DA request. The increase was authorized by the North Carolina
Utilities Commission after months of investigation and hearings in Docket No.
P-100, Sub 69.

In addition, the Commission modified the Access Service Tariff as it
relates’ to the provision of interLATA foreign exchange (FX) service. The
tariff modification makes it clear that the local calling area of the foreign
exchange service is limited to the local calling area of the exchaoge from
which dial tone is furnished.
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DOCKET NO. E-2, SUB 494
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of

Complaint and Petition by Texasgulf Inc., Against Carolina ) ORDER

Power and Light Company for Order to Enforce PURPA Contract ) DENYING

Rights ) COMPLAINT

HEARD IN: The Commission Hearing Room, 430 N. Salisbury Street, Raleigh,
North Caroclina, on October 1, 1984, at 10:30 a.m.

BEFORE: Chairman Robert K. Koger, Presiding; and Commissioners Sarah
Lindsay Tate, Edward B. Hipp, Ruth E. Cook, and Hugh A. Crigler,
Jr.

APPEARANCES:

For the Complainant:

Iucius W. Pullén, Division Counsel, Texasgulf Inc., P.0. Box
30321, Raleigh, North Carolirna 27622-0321

For Carolina Power and Light Company:

Robert W. Kaylor, Associate General Counsel, P.0. Box 1551,
Raleigh, North Carolina 27602

BY THE COMMISSION: On September 17, 1984, Téxasgulf Inc, filed =2
Complaint and Petition with the Commission asking that Carolina Power and Light
Company be orderfed to enter into a contract with Texasgulf for the sale and
purchase of electricity from Texasgulf's qualifying cogeneration facility 'in
accordance with terms and conditions similar to those in contracts heretofore
entered into, including the requirement ‘that Carolina Power and Light purchase
the electricity to be supplied from Petitioner's cogeneration facility under
Carolina Power and Light's Rate Schedule CSP-6CA."™ Attached to the Complaint
and Petition were Exhibits A through G.

On September 18, 1984, the Commission issmed its Order Serving Complaint
and Petiticn, serving the Complaint and Petition upon Carolina Power and Light
Company and directing Carolina Power and Light Company to satisfy the
Complainant or file an answer within 20 days.

On September 20, 1984, Carolina Power and Light Company filed its Response
of Carolina Power and Light Company with the Commission, setting forth its
defenses to the allegations of the Complaint and Petition and asking that the
relief sought by Texasgulf be denied and that Carolina Power and Light Company
be allowed "to move forward with a contract based on the rate in effect at the
time the contract is signed." Attached to the Response were Exhibits A through
F.

On September 24, 1984, the Commission entered an Ordexr scheduling oral
argument for the time and place indicated above. That Order noted that the
parties had requested the right to present oral argument on the exhibits
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presented by them but that neither party had requested the right to an
evidentiary hearing.

The oral argument came on as scheduled before the Commission. At that
time, the parties stipulated that the Commission could enter a decision on the
basis of the exhibits presented by the parties plus the Commission's judicial
notice of certain of its own records as described by counsel at the oral
argument. The parties presented oral argument and the Commission took the
proceedings under advisement.

On the basis of the oral argument and stipulated exhibits and records, the
Commission enters the following order:

Pursuant to the stipulation of the parties, the Commission finds the facts
to be as set forth in the exhibits attached to the Complaint and Petitien of
Texasgulf and the Response of Carolina Power and Light Company plus its own
records judicially noticed. The same are incorporated by reference and will
not be set forth herein.

Cn the basis of the exhibits and records, the Commissior concludes that
the relief sought by Texasgulf should be denied. The exhibits reveal that
Carclina Power and Light Company consistently took the position that it would
sign a contract with Texasgulf on the basis of the rate schedule in effect at
the time of the signing of the contract. 8See, e.g., Carolina Power and Light
Company Exhibits A, B, and E and Texasgulf Exhibits A and F. This is
consistent with the provisions of FERC Regulation 292.304(d)(2) which provides
that a qualifying facility shall have the option of a contract with a utility
on the basis of avoided cost rates calculated either at the time the contract
is signed or at the time of delivery of emergy or capacity.

The currently approved avoided cost rate schedule for Carclina Power and
Light Company is CSP-7A. See Texasgulf Exhibits C and D. Texasgulf argues,
among other peints, that CSP-7A was only allowed in effect by Order of the
Commission, that CSP-6 represents the last avoided cost rates set by the
Commission pursuant to a full hearing, and that Texasgulf anticipated CSP-6
would remain in effect for two years, thus allowing time for contract
negotiations. The Commission notes that Rate Schedule CSP-7A was allowed in
effect after detailed proceedings before this Commission in which many parties
participated. See Docket E-100, Sub 41A. The rationale for the Commission's
action is as set forth in its orders in that docket, especially the Order of
March 23, 1984, Texasgulf Exhibit C. The Commission finds no grounds for
reexamining that action. Texasgulf had notice of those proceedings (see, e.g.,
Carolina Power and Light Company Exhibits C and F and Texasgulf Exhibit B);
however, Texasgulf did not participate in those proceedings. The applicable
law makes clear that a rate schedule, once established, should be reviewed at
least every two years. Thus, two years is a maximum, not a minimum, time for
such rates to remain in effect., Nothing in the law or the regulations of this
Commission prevents a more frequent change of rates.

Texasgulf also argues that it is entitled to a contract at CSP-6 because
it has an letter of intent from Carolina Power and Light Company. Soon after
this Commission allowed Rate Schedule CSP-7A into effect, it issued an order on
April 4, 1984, including the following provision:
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"In recognition of the expense and effort undertaken by all potential
cogenérators and small power producers who had obtained either a
certificate of public convenience and necessity from this Commission
or a letter of intent from Carolina Power and Light Company as of
March 23, 1984, the Commission’ will permit such potential
cogenerators and small power producers to negotiate with Carolina
Power and Light Company for a contract rate between Rate Schedule
CSP-6 and CSP-7A. Carolina Power and Light Company is reminded of its
obligation to negotiate in good faith with such parties, giving
consideration to any letter of intent given by it."

The records of the Commission reveal that this provision was ordered on 'motion
of Cogentrix, a potential cogenerator who had obtained a letter of intent from
Carolina Power and Light Company specifically citing the CSP-6 rate. The
letter of intent from Carolina Power and Light Company to Texasgulf pre-dates
March 23, 1984, but it includes no citation of a specific rate schedule. It
cites the then currently avajlable options and states, "Future options will be
in accordance with tariffs that exist at the time a contract is signed." The
Commission concludes that "giving consideration to [this] letter of intent,"
Texasgulf is not entitled to any rate other than the rate in effect at the time
of signing the contract.

IT IS, THEREFORE, ORDERED that the relief sought by the Complaint and
Petition filed in this cause by Texasgulf on September 17, 1984, to the effect
that the Commission order Carolina Power and Light Company to centract with
Texasgulf at the CS8P-6 rate schedule should be, and the same hereby is, denied.

ISSUED BY ORDER OF THE COMMISSION.
This is the 9th day of October 1984.
NORTH CAROLINA UTILITIES COMMISSION
(SEAL) Sharon Credle Miller, Deputy Clerk
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DOCKET NO. E-22, SUB 277
BEFORE THE, NORTH CAROLINA UTILITIES COMMISSION

In the Matter of

Roanoke Voyages Corrider Commission, )
Complainant )
v. ) ORDER
Virginia Electric and Power Company, )
Respondent )
HEARD IN: Commission Hearing Room, Dobbs Building, 430 North Salisbury

Street, Raleigh, North Carolina, August 15, 1984 at 9:30 a.m.

BEFORE: Commnissioner A. Hartwell Campbell, Presiding; and Commissioners
Edward Hipp and Hugh A. Crigler, Jr.

APPEARANCES:
For the Cemplainants:

James B. Richmond, Special Deputy Attorney General, and Evelyn
M. Coman, Assistant Attorney General, N.C., Department of
Justice, P, 0. Box 25201, Raleigh, North Carolina 27611
Appearing for Roancke Voyages Corridor Commission

For the Respondents:

Edward 8. Finley, Jr., and Guy T. Tripp, II1, Hunton &
Williams, P. C. Box 109, Raleigh, North Carolina 27602
Appearing for Virginia Electric and Power Company

BY THE COMMISSION: On May 11, 1984, Roanoke Voyages Corridor Commission
(the Corridor Commission) filed a complaint with the North Carolina Utilities
Commission asserting that the Corridor Commission has adopted regulations
requiring that new electric wtility installations along the U.5. Highway 64 and
264 travel corridor through Roanoke Island be placed underground and secking to
obtain a ruling from this Commission "whereby Vepco would be directed to comply
with the regulations of the Corridor Commission with respect to new utility
installations and to do so at the expense of Vepco."

On June 8, 1984, Vepce filed an answer stating that insufficient
information existed to respond to the complaint and requesting that the matter
be continued. The Corridor Cemmission requested a hearing by a filing of July
2, 1984, and this Commission scheduled a hearing for the time and place
indicated above. On August 6, 1984, Vepco filed a further answer asking that
the relief requested by the Complainant be denied,

A hearing was held as scheduled, The Complainant presented three
witnesses: James M. Greenhill, Assistant to the Highway Administrator of the
Department of Transportation; John F. Wilson, IV, Chairman bf the Corridor
Commission; and Norman Brantley, the developer of a proposed motel and
restaurant project along U.S. Highway 64 and 264. Respondent presented the
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testimony of James T. Earwood, Jr., Vice-President and Division Manager of
Vepco's Southern Division.

Based upon the testimony and evidence presented it the hearing, the
Commission makes the following:

FINDINGS OF FACT

1. The Corridor Commission was created by the General Assembly for the
purpose of enhancing "the appearance and aesthetic quality of the U.S. Highway
64 and 264 travel corridor through Roanoke Island for the benefit and enjoyment
of local citizens and visitors to the historic, education, and cultural
attractions on the Island.™

2. The General Assembly granted the Corrider Commission authority, among
other powers, to establish reasonable standards of appropriateness and provide
rules, regulations, and guidelines for "the aboveground and wunderground
location and installation of wires and cables, including peles, conduit and
other supporting structures therefor, used for the transmission of electric
power . . . which are placed or are to be placed on the right-of-way of the
highway or within 50 feet of the right-of-way of the highway." The highway
referred to herein (hereinafter referred to as the corridor) is U.S. Highway 64
and 264 on Roanoke Island between the William B. Umstead Memorial Bridge over
Croatan Sound and the Washington Baum Bridge over Roanoke Sound.

3. The Corridor Commission has adopted regulation$s which require that new
utility installations for electric power on the corridor be placed underground.
New installations idnclude initial installations, replacement of existing
facilities with those of a different type or capacity, and replacement of
existing facilities at a new location on the corridor.

4. The General Assembly did not provide funds for the underground
placerent of new utility installations, and the Cérridor Commission's
regulations do not address the issue of who must pay for underground placement.

5. Vepco is a public utility providing electric power service to Roanocke
Island and is subject to the jurisdiction of this Commission.

6. Vepco's usual method for providing electric service is by overhead
installations. Vepco has tariffs which have been approved by and are on file
with this Commission which deal with underground service. These tariffs, which
will be referred to as Tariffs IIA and XXIID, provide that when underground
service is requested by a non-residential custemer or is required by
governmental authority in an area not designated by Vepco as an Underground
Distribution Area (which the corridor is not), payment must be provided to
Vepco for the difference in cost between overhead and underground placement of
the service.

7. Hr. Norman Brantley plans to construct and operate a motel and
restaurant project on Roancke Island along the corridor, a few hundred feet
from the Croatan Sound bridge.

8. At present, an overhead line on single wooden poles providing single
phase service runs within the corrider from the Shrine Club property near Fort
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Raleigh to Croatan Sound. Mr. Brantley's development will require three~phase
service, and a three-phase line must be installed within the corridor from the
Skrine Club property to the site of Mr. Brantley's development, a distdance of
approximately 4700 feet. -

9, The différence in cost of overhead snd underground placement of this
4700 feet of line is approximately $14,000.

10. Mr. Brantley has requested that the service line from the corridor to
the point of connection on his property be placed underground and has stated
that he is willing to pay for underground placement of this line.

3

Based upon the above findings of fact, the Commission draws the following:

CONCLUSIQONS OF LAW

1. The General -Statutes give this Commission broad authority to regulate
the public utilities within this State. :

2. It 4is the policy of this Commission that the cost of enhanced utility
service should be borne by the persons who cause the cost to be incurred or
enjoy the benefits of the service and not by the utilitiy providing it.

3. Neither the legislation creating the Corridor Commission nor the
Corridor Commission's regulations address the issue of who must pay for
underground placement, and thus neither is inconsistent with the policy of this
Cormission.

4. Vepco should not be required to bear the cost of underground placement
of new electric utility installations along the corrider.

5. The Corridor Commission, as the body causing the cost of underground
placement to be incurred, must assume responsibility for finding the funds te
pay for the cost differential.

DISCUSSION OF EVIDENCE AKD CONCLUSICNS

The Gemeral Assembly has enacted a comprehensive statutory scheme for the
regulation of public utilities in G.S., Chapter 62. It has given this
Commission ‘“such general authority to: supervise and -comtrol the public
utilities of the State as may be necessary to carry out the laws providing for
their regulation, and all such other powers and duties as may be necessary or
incident to the proper discharge of its duties." G.5. 62-30. This broad grant
of jurisdiction includes, among other things, the power to make and enforce
reasonable and necessary rules and regulations and power to regulate the
extension, addition, repair or improvement of existing facilities. Pursuant to
its authority, this Commission has approved the terms and cenditions for
service by Vepco. These terms and conditions include Tariffs IIA and XXIID
which provide that when underground service in an area not designated. as an
Underground Distribution Area is requested by a non-residential customer or is
required by governmental authority, payment must be made to- Vepco for the
deferential in cost between overhead and underground facilities. These tariffs
reflect the policy of this Commission that when enhanced service is provided to
a customer, those who benefit from the enhanced service should pay the cost of
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it. Neither the utility nor the utility's ratepayers should bear this cost.
It is clearly within the authority of this Commission to establish this policy
and teo approve the tariffs of Vepco.

The Commission has had several occasions to voice its policy. From the
Quter Banks alone, citizens of Kill Devil Hills, Nag's Head, Duck, and the
Currituck Sound area have recently presented inquiries to the Commission
regarding underground placement of electric lines as service to those areas has
been upgraded. The Commission has consistently taken the position that those
who desire underground placement must assume the responsibility for the cost
differential.

The General Assembly has authorized the Corridor Commission te establish
reasonable standards of appropriateness and rules and regnlations for the
"aboveground and underground" location and installation of electric lines and
supporting structures which are placed or are to be placed within the corrider.
It is the Corridor Commission, not the General Assembly, that has ruled that
all new electric wtility installations be underground. We see no conflict
between our policy and the Corridor Commission's regulations. However, the
Corridor Commission must address the financial consequences of its regulatioms.

The Corridor Commission's regnlations do not deal with the cost of
underground placement. The Corridor Commission, according to its Chairman, has
acted on the assumption that the cost will be borne by Vepco and will be passed
on to Vepco's ratepayers. We cannot agree. Such a result would be at odds
with our policy and Vepco's approved tariffs. The body of the public receiving
the benefit of the underground placement of utilities within the corridor does
not. coincide with the body of Vepco ratepayers. The beneficiaries may be
fewer, i.e., the local citizens and businesses of Roanoke Island, or they may
be more numerous, i.e, all of the citizens of the State; however, it can not be
argued that all Vepce ratepayers and only Vepco ratepayers benefit. To impose
this cost on Vepco ratepayers would constitute unjust and unreasonable rates as
to them. See G.5. 62-130(a2). Further, to require Vepco to bear the cost of
underground placement in this instance would unreasonably discriminate against
other similarly situated areas that desired underground service and paid for it
pursuant to Vepco's tariffs. See G.S. 62-140. Thus, we cannet require Vepco
to bear these costs.

The Corridor Commission argues that its requirement of underground
placement is a valid exercise of the police power delegated to it by the State
and that a utility must bear the cost of complying with the police power of the
State. The goal of preserving the historical integrity of Roanoke Island is a
worthy one. As the site of the first English settlement in the New World, the
Island is, as witness Wilson called jit, the "spiritwal birthplace of our
nation." The settlement’s fort, Fort Raleigh, has been declared a national
historic site and it is owned by the National Park Service. The replica ship
Elizabeth II is maintained by the State at Manteo as a state historic site.
The drama The Lest Colony and the Elizabethan Gardens commemorate the
settlement. However, the present regunlation deals not with these sites but
with the highway corridor providing access to the entire Island. The purpose
of this regulation is, as stated in the legislation creating the Corridor
Commission, to enhance the appearance and aesthetic quality of the corridor for
the benefit of local citizens and visitors. This is also a worthy goal, but it
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does not follow that Vepco must pay the cost. The Corridor Commission can cite
no case or statutory law dictating this result,

In conclusion, neither the law of North Carclina nor the Corridor
Commission has specifically addressed the matter of who must pay for regulation
such as that adopted herein. The policy of this Commission, as reflected in the
approved tariffs of Vepco, does address this matter, and it must prevail. The
complaint of the Corridor Commission must be denied insofar as it seeks a order
requiring Vepco to comply with its regulations at Vepco's own expense.

We now feel it incumbent upon us to address in more detail the specific
fact situation that gave rise to this complaint, Mr. Brantley's plans for
construction of a motel and restaurant project along the corridor. Mr.
Brantley is entitled to the electric service necessary to carry forward with
his business venture, and Vepco is obligated to provide this service. Mr.
Brantley has requested that the service line from the corridor to the point of
connection on his property be underground and has stated that he is willing te
pay for this underground installation. Vepco should put this line underground
and Mr. Brantley should pay pursuant to Vepco's Tariff IIA. Mr. Brantley has
not requested that Vepco make underground placement of the 4700 feet of line
necessary to bring three-phase service from the Shrine Club to the point in the
corridor at which his connection takes off, and this section of line does not
come within Tariff ITA. Instead, it is the Corridor Commission that requires
this sectiod of line te be installed underground.

We full well recognize that the Corridor Commission does not have money on
hand to pay Vepce the $14,000 difference in cost. However; it is the bedy that
has adopted the underground placement regulation. It includes local citizens
and officials of Roancke Island and Dare County, and it is the body who tan
best determine how the funds to pay for such enchanced service can be raised.
A number of options present themselves. The Corridor Commission can go the
General Assembly and seek taxing authority, as did the residents of Duck when
they wanted underground service in their community in order to preserve its
unique character. The Corridor Commission can seek funding outright from the
General Assembly or from local government. The Cerridor Commission may decide
that the new businesses along the corridor should pay for the underground
extensions necessary to serve them with electricity, and it may decide to
impose some sort of fee, akin to a tap-on fee, on these businesses as they
develop so that each pays its proportionate share of the cost of the
undexrground extensions. The Corridor Commission may find it appropriate 'to
reexamine its ordinances in any number of ways, but it is the'body that must
address the funding issue. :

Many of the options available to the Corridor Commissiem will require time
to effect. Mr. Brantley does not have the luxury of time if he is to complete
his project on schedule. We are sympathetic to the time and financial
constraints facing Mr. Brantley. MNe has received the necessary permits for his
project, he has the right to eélectric service, and he should be able to
proceed. A practical solution for the time being is for Mr. Brantley to turn
over the §14,000 difference in cost to the Ceorridor Commission to be
transmitted by the Corridor Commission to Vepco to expedite service to Mr.
Brantley, subject to this sum. being refunded < te him when the Corrider
Commission achieves its funding or subject to proportionate shares being
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refunded to him should the Corridér Commission decide to impose on new
customers along this extension something akin to a tap-on fee.

In any event, Vepco is entitled to look to the Corridor Commission, as the
body requiring underground placement by administrative ruling, for a solution
to the funding issue that will be consistent with Vepco's tariffs and with the
policy of this Commission that those who benefit from enhanced service must pay
the cost deferential thereof. That responsibility must go hand-in-hand with
the Corridor Commission's decision to require underground placement of new
utility installations.

IT IS, THEREFORE, ORDERED that the complaint filed with the Commission by
the Corridor Commission should be, and the same hereby is, dismissed.

ISSUED BY ORDER OF THE COMMISSION.
This is the 20th day of September 1984.
NORTH CAROLINA UTILITIES COMMISSION
(SEAL) Sandra J. Webster, Chief Clerk
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DOCKET NO. E-7, SUB 338 AND 358
BEFQRE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of

Duke Power Company - Extra Facilities Charges } ORDER REVISING
) EXTRA FACILITIES
) CHARGES
HEARD: Comission Hearing Room, Dobbs Building, 430 North Salisbury

Street, Raleigh, North Carolima, on January 17, 1984

BEFORE: Commissicner A. Hartwell Campbell, Presiding; Chairman Robert
X. Koger amd Commissicners Sarzh Lindsay Tate, Edward B. Hipp,
Douglas P. Leary, amd Ruth E. Cook

APPEARANCES:
For Duke Power Company:

Steve C. Griffith, Jr., Senior Vice President and General
Counsel, amd William Larry Porter, Associate General Counsel,
Duke Power Company, P.0. Box 33189, Charlotte, North Carolim
28au2

For the Using and Consuming Publiec:

Gisele L. Bankin, Staff Attorney, Public Staff - North Carolira
Utilities Commission, P.0. Box 991, Raleigh, North Carolim
27602

Steven F. Bryant, Assistant Attorney General, HNorth Carolim
Department of Justice, P.0. Box 629, Raleigh, North Carolim
27602

For North Carolim Textile Manufacturers Asscclaticn, Ine.:

Thomas R. Eller, Attormey at Law, ,Suite 205, Crabtree Center,
4600 Marriott Drive, Raleigh, North Carolim 27612

BY THE COMMISSION: ©On November 1, 1982, this Commission entered an Order
in Docket E-7, Sub 338, granting a rate Increase to Duke Power Company.
Ordering Paragraph No. 9 of saild Order is as follows:

That Duke Power Company shall amend 1its service regulations
conceming extra facilities by revising paragraph 11d{(5) of Leaf L to
read: "The installed cost of extra facillties shall be the origimal
cost of material used, ineluding spare equipment, 1f any, plus
applicable labor, transportatiocn, stores, tax englneering, and general
expense, all estimated if not known."

This Order was not appealed. In Duke Power's subsequent General Rate Case,
Docket No. E-7, Sub 358, the Public Staff - HNorth Caroline Utilities
Comnissicn, through testimony filed on July 27, 1983, called the attention of
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the Commission and the partles to the fact that Duke Power Company had not

complied with Ordering Clause No. 9, and recommended that 1t be required to do
s0.

On August 11, 1983, Duke Power Company filed a responslve pleading to
Ordering Clause No. 9, in Docket E-7, Sub 338. This contained a proposed
Paragraph 11(d}( 11} for Leaf L of the Company's tariff and proposed contract
language relating to extra facilities in the Company's electric service
agreement.

On August 12, 1983, the Attorney General filed a Motion in Docket No. E-7,
Sub 338, and E-T, Sub 358, entitled "Motion to Strike Extra Facilities Charges
Filing in Docket E-7, Sub 338, and Compel Said Filing in Docket E-7, Sub 358.,"

On August 12, 1983, the North Carolim Textile Manufacturers Association,
Ine. (NCTMA), filed a Motion in Dockets E-7, Sub 338, and E-7, Sub 358,
whereby the Commission was requested to consolidate the Dockets E-7, Subs 338
and 358, for the limited purposes of determining whether Duke Power Ccmpany
has complied with the previous Order regarding its extra facilitles charges
and of establishing a service regulation and rate for extra facilities charges
which 1s just, fair, and reasonable.

By Order issued August 15, 1983, in Dockets E-7, Sub 338 and Sub 358, the
Commission suspended the proposed tariff and contractural changes conceming
extra facilities services and charges and scheduled hearings on the matter for
October 24, 1983. Said Order again required Duke Power Company to amend its
service regulations and rates in conformity with Ordering Clause No. 9 of the
Commission's Order dated November 1, 1982, in Docket Wo. E-T7, Sub 338. The
Commission also denled the Motions filed by the Attorney General and NCTMA on
August 12, 1983, in Dockets E-T, Sub 338 and Sub 358.

Ordering Clause Ne. 5 of said Order of August 15, 1983, in Dockets E-7, Sub
338 amd Sub 358, provided as follows:

That Duke Power Company shall amend 1ts serviece regulations in
conformity with decretal paragraph number 9 of the Commissicn Order
dated November 1, 1982, in Docket No. E-7, Sub 338 and shall flle said
amended service regulations with the Commission not later than fifteen
(15) days from the date of this Order.

On August 29, 1983, Duke made its filing pursuant to Ordering Clause No. 5
of said August 15, 1983, Order.

On September 30, 1983, Duke filed the testimony of N. James Covington and
M. T. Hatley, Jr. The Public Staff filed the testimeny of Timothy J. Carrere
on October 14, 1984, The WNotice of Interventlon of Charles B. Mierek, a
developer of hydroelectric power in the Duke Power Company servlce area, also
was filed on October 14, 1983.

By Order issued October 18, 1983, the Commission, on its own moticn,
rescheduled the hearing date to January 17, 1984. Public notice of the date,
time, and place of the hearings was not required to be published by Duke Power
Company for the hearing date as origimlly acheduled or as postponed.
However, the parties of interest to Docket E-7, Sub 338, were notified by
coples of the respective Orders.
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The matter came on for hearing on Januvary 17, 1988, as rescheduled. Duke
Power Company offered the testimony and exhibits of N. James Covington,
Mamager, Industrial Power Department for Duke Power, who testified as to his
responsibility in supervising the extra facilities operation of the Companys;
M. T. Hatley, Jr., Vice President - Rates for Duke Power, who testified about
the history of extra facllitles and the Company's effort to place the extra
faellities charge on the user of the service; and Opie D. Lindsay, Mamager of
Rate Regulation for Duke Power, who testified that historically extra
facilities customers have mnot pald all costs agsociated with the extra
facilities.

The Public Staff offered the testimony of Timothy J. Carrere, Utilities
Engineer in the Electrie Division of the Public Staff, who testified as to the
Public Staff's views on how to determine a fair amd equitable extra facllities
charge.

Charles B. Mierek, Intervenor, did not appear amd testify. His testimony
was atftached to the record in the case, but is mot a part of the offlelal
record of evidence In the case. HNo public witnesses appeared or intervened.

Upon a careful review and consideration of the entire record as a whole,
including the briefs, arguments, and contentions of counsel for the parties,
the Commission makes the following

FINDINGS OF FACT

1. The parties to the proceedings in Docket E-7, Sub 338, are properly
befere the Commissicn. The Commission has Jurisdiction over the retail
utility services, rates, and practices of Duke Power Company in the State, and
it has jurisdicticn to enter an Order affecting the subject matter involved in
thiz proceeding.

2, The sole 1ssue 1n this proceeding 1s whether or not Duke's proposed
Service Hegulations goverming Extra Facilities Charges, amd the practices by
which they are proposed to be applied, are just arnd reasonable.

3. It is not within the scope of this proceeding to consider and determine
whether Duke Power Company's charges for extra facilities services should be
increased or decreased, or whether revenue levels aasceiated with extra
facilitles servlces are adequate or imdequate.

4, "Extra facilities" are those facilities required by an indlvidual
customér of the Company to meet said customer's individual needs, where such
facilitles are In addition to the facilities generally used in providing
standard, or normal, service to the customer classification as a whole.

5. The meeting of reasonable demands of -customers for extra facilities
services iz as much a part of bthe regulated electrlc utllity's function as is
the provision of standard service. The Service Regulations applicable to the
provision of electric service, iIncluding those affecting Extra Facilities
Charges, are as much a part of the regulated electric utility service ard
ratesg as the standard, or basic, service and rates of the utility.

6. The charge to be pald by those customers requiring extra facilities
must be carefully constructed to avold subsidization by other customers of a



ELECTRICITY - EXTRA FACILITIES CHARGES 117

service which sald other customers do not use or bemefit from. On the other
hand, the charge must bé constructed so that the extra facility customers will
not be charged more than a Just and reasonable price for eéxtra facility
service.

7. Individual extra facility charges to individual extra facility
customers will vary depending upon the amount of the extra facility investment
cost which the utility incurs to provide extra facility service to each
customer. The individual extra facility customer must expect bo provide
the ecapltal service costs, a depreciation allowance, maintenance costs,
operating expenses, retum, and taxes qn the facilities dedicated to him in
addition to his standard, or basie, service and rates.

8. The methed of computing the charge for extra facilities services is
based on the cost of Investment in theé extra facility multiplied by a Carrylng
Charge. The result 1s the monthly Extra Facility Charge made to the customer
for extra facilites services provided to him. Only the applicability, method
of computing, and administering the cost of investment in the extra facility
is involved in this proceeding. Duke's approved "Carrylng Charge" of 1.7% per
month, or 20.45% per amum, is not at issue in this case.

9. Leaf L of the Company's Service Regulations céntains the regulations
applicable to extra facilities. With the exception of aituations involving
interconnection with cogenerators amd 'small power producers under the Public
Utility Regulatory Polieles Aet of 1978, the customer has the option of
purchasing the extra facilities for himself.

10. On Awgust 29, 1983, Duke filed a revised paragraph 11(d)(5) of Leaf L
which defines the installed cost of extra facilities as the "origimal cost of
materials used," ete. Duke proposes to further define the origiml cost of
materials used as "the prevailing prices as of the time the equipment is
installed.”™ The Public Staff propeoses to further define the origiml cost of
materials used as "the current price of the equipment at the time it 1s
insta2lled, whether that equipment ia new or out of inventory."

11. Duke proposes to add a new paragraph 11{d)(11) of Leaf L which, among
other things, further clarifies the definition of the installed cost of extra
fac{lities in the event that an existing extra facility customer requests a
modification of such extra facility. The Public Staff proposed the same
clarification using different but similar language. Both proposals would
specify that the installed cost of extra facilities shall be hased on the
installed cost of unchanged equipmént, plus the installed cost of new
additions, less the installed cost of equipment removed. Each proposal would
define the installed cost of unchanged equipment o of equipment removed or
added as the cost new of such equipment at the time of the modification.

12, The NCTMA proposes that the origiml cost of materials used be
interpreted to mean the actual origimal cost of each plece of equipment used
in a specific extra facility, Iincluding modifications, etc. The Attorney
General essentially proposes such an Interpretation also. All parties concede
that Duke dees mot now account for the origiml cost of equipment in its
inventory on an item by item basis, so that it camot mnow identify the
origiml cost of those pleces of equipment utilized for extra facilities
versus the ocorigimal cost of those pieces of equipment utilized for the
standard, or basie, serviee. The NCTMA proposes that Duke be regquired to
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account for the original cost of equlpment in such a way that it will be able
to i1dentify the actual original cost of equipment utilized for extra
facilities, and NCTMA contends that Duke would already be able to identify
such actual original cost of equipment utilized for exbra facilities if it had
kept iks books and records in accordance with the Uniform System of Accounts
and in compliance with North Carolima Llaw requiring original cost valuation of
utility property for rate-making purposes.

13. Duke proposes to include a requirement in its proposed new paragraph
11 (a){(11) of Leaf L that the installed cost of extra facilities be
redetermined once every five years based on the current installed cost new of
the materilals and labor at the time the installed cost is being redetermined,
and that the installed cost of extra facilitles be redetermined in the same
mamer for a given extra facility in the event of a change in the customer
using sald extra facility {in addition to the five-year redetermimtion). The
other parties oppose such Duke proposal.

14. Duke contends that inflaticnary increases in 0&M expenses for a given
extra facility are mot properly reflected in the "Carrying Charge" rzte
applied to the original Installed cost of sald extra facility. Duke proposes
t0 resolve the problem by redetermining the installed cost of said extra
facility every five years, whereas the Public Staff proposes to resolve the
problem by redetermining the "Carrying Charge" rate periodically in general
rate cases.

CONCLUSIONS -~

1. The Unifcorm System of Accounts requires the company to identify the
total origiml cost of all pleces of equipment in inventory. It does mot
require the company to didentify the origiml cost of a2 given plece of
equipment in inventory separately from every other plece of equipment in
inventory. A considerable amount of additicnal accounting effort and expense
would be necessary in order for the company to be able to 1dentify the actual
origiml cost of a given plece of equipment in inventory. Basing the
Installed cost of extra facilities on the current market price at the time
such extra facilitles are installed will provide a reasonable altemative to
identifying the actual origiml cost of a glven piece of equipment in
inventory when such piece of equipment 13 used for extra facilities.

2. Simllar charges for similar ubllity services would be a reasonable
prineiple to folleow where a separate rate or charge for each individual
customer camnot easlily be determined or administered. However, where a
separate charge for each individual customer must be caleulated anyway, such
as for extra facllity charges, then such charge should be based on the acbual
cost of service to each respective extra facllity customer to the extent
reasonably possible. Where extra facility customers have been payilng for
extra facllity services for significantly different periods of time, the
actual cost of gervice to each individual customer may be very different.

For example, if customer A has been paying for extra facilities for a
significantly longer period of time than customer B, and the extra facilities
of customer A are simllar to the extra facilities of customer B, the customer
A has paid a significantly greater accumulated depreciation on his extra
fagilities than customer B has. Therefore, the extra facllity charge of
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customer A should be lower than the extra facility charge of customer B in
order to reflect the greater accumulated depreciation {and lower rate base)
attributable to customer A.

Basing the installed cost of extra facilities on the current market price
at the time each of such extra facilities was installed will recognize the
respective lengths of time each extra facility has been in place, and thereby
better reflect the relative accumulated depreciation and rate base
attributable o each extra facility for purposes of the extra facilities
charge.

3. The Commission has concluded that the installed cost of extra
facilities should be based on the current market price of each extra facility
at the time such extra facility is installed in order to reflect the different
ages (and, therefore, the different accumulated deprociation and the different
rate base) associated with each respective extra facllity. For this reason
the Commission must reject the propesal to redetermine the installed cost of
extra facilities every five years or when there 13 a change in customer. For
the same reason, the Comnission will accept the proposal to redetermine the
installed cost of a given extra facility when modiffeaticn of said extra
facility 1s requested by the customer. Such redeterminmation should be based
on the same criteria as the initial determimation of the installed cost of
extra facilities.

However, in order to remain consistent with the procedures adopted herein
for wvaluation of a given extra faclility when medifidation of said extra
faeility 13 requested by the customer, the Commission must also allow
redetermimtion of the cost of a given extra facllity when modification of
said extra facility is not requested by the customer, assuming that such
modification (repair, replacement, ete.) 1s necegsary to continued
fumishing of said extra facility service in a safe and reliable mamer.
Such a redetermimation would ensure, for example, that when a glven extra
facility wears out, the cost of replacing it would not be bome by the company
or by those ratepayers who do not benefit from such replacement.

4. The Commission Is of the opinion that the 0&M expenses for a given
extra facility are not directly related to the installed cost of said extra
faci1lity, and that such 0&M expenses probably camot be fairly reflected in a
"Carrying Charge" rate which is based on the average 04M expenses for all
extra facilities. For example, an older extra facllity is likely to have
higher O0&M expenses than a similar but newer extra facility, although the
older extra facility would 1likely have a lower Installed cost than the newer
extra facility. The Commission concludes that the Carrying Charges for a
given extra facllity should be calculated separately from the 0&M expenses for
sald extra facility in order to betber reflect the appropriate 0&M expenses
for gald extra facility. The Commlssicn would welcome detailed proposals
alog such lines, but thus far no one has offered such proposals.

IT IS, THEREFORE, ORDERED as follows:

1. That Duke Power Company 1s hereby required to amend paragraph 11 (d)(5)
of Leaf L of its Service Regulaticns to read:

"The installed cost of extra facilities shall be the origiml cost
of material uged, including spare equipment, if any, plus applicable
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labor, transportation, stores, tax, engineering, and general expenses,
all estimated if not known. The origimal cost of materlals used is
the current market price of bthe equipment at the time the equipment is
installed, whether said equipment is new or out of inventory.”

2. That Duke Power Company 13 hereby required to add paragraph 11 (d)(11)
to Leaf L of its Service Regulations to read:

"In the event that an existing extra facility must be modified or
replaced, whether or not such modification or replacement 1s requested
by the affected extra facility customer, then the installed cost of
extra facilities on which the monthly Extra Facilities Charge 1s based
shall be the installed cost of unchanged equipment, plus the installed
cost of new additions, less the installed cost of equipment removed.
The installed cost of unchanged equipment shall be the same lnstalled
cost used for sald equipment immediately prior to the modifieation or
replacement. The installed cost of new additions shall be the current
market price of said new additions at the time the new additions are
installed. The installed cost of equipment removed shall be the same
installed cost used for said equipment immediately prior to removal."

ISSUED BY ORDER OF THE COMMISSION.
This the 17th day of April 1984,
NORTH CAROLINA UTILITIES COMMISSION
(SEAL) Sandra J. Webster, Chief Clerk
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DOCKET NO. E-7, SUB 338 and 358
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of
Duke Power Company - Extra Facilities Charges ) ERRATA ORDER

BY THE COMMISSION: It has been made to appear that the Commission Order
Revising Extre Facilities Charges of April 17, 1984, in Docket No. E-7,
Subs 338 and 358, contains an error in that ordering paragraph 2 of said Order
requires specific langnage to be added as paragraph 11 (d) 11 of Leaf L of
Duke's service regulations and the fifth and seventh lines of said paragraph 11
{(d) 11 both contain the phrase "unchanged equipment" when such phrase should
read "existing equipment".

The Commission is of the opimion that the phrase in the fifth and seventh
lines of said paragraph 11 (d) 11 should be changed from "unchanged equipment"
to "“existing equipment” in order to clarify that the phrase refers to equipment
prior to any modificatioms.

IT 1S, THEREFORE, ORDERED as follows:

That the Commission Order Revising Extra Facilities Charges issued
April 17, 1984, in Docket No. E~7, Subs 338 and 358, is hereby amended by
changing the phrase "unchanged equipment" in the fifth and seventh lines of
paragraph 11 (d) 11 of Leaf L of Duke's service regulations as described herein
to "existing equipment."

ISSUED BY ORDER OF THE COMMISSION.
This the 8th day of May 1984.
NORTH CAROLINA UTILITIES COMMISSION
(SEAL) Sandra J. Webster, Chief Cilerk
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DOCKET NO. E-2, SUB H57T
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of
Proposed Dual-Fuel Hate for Carolim ) FINAL ORDER ESTABLISHING
Power & Light Company ) DJAL-FUEL TEST PROGRAM AND
) RULTNG ON EXCEPTIONS AND MOTION

HEARD IN: Commission Hearing Room, 430 North Salisbury Street, Raleigh,
North Carolim, on January 23, 1984, at 11:00 a.m.

BEFORE: Chairman Robert K. Koger, Presiding; and Commlssioners Sarah
Lindsay Tate, Edward B. Hipp, A. Hartwell Campbell, Douglas P.
Leary, Ruth E. Cook, and Charles E. Branford

APPEARANCES:
For the Respondents:

Robert W. Kaylor, Associate General Counsel, Carolim Power &
Light Company, P.0. Box 1551, Raleigh, North Carolim 27602
For: Carolim Power & Light Company

Edgar M. Roach, Jr., Hunton & Willlams, Attorneys at Law, F.0Q.

Box 109, Raleigh, North Carolima 27602
For: Virginia Electric and Power Company

For the Intervenors:

Ponald W. MeCoy, MeCoy, Weaver, Wiggins, Cleveland, and Raper,
Attorneys at Law, Box 2129, Fayetteville, North Carolima 28302
For: North Carolim Natural Gas Corporation

James M. Daye and F. Kent Burms, Boyce, Mitchell, Bums &
Smith, P.A., Attorneys at Llaw, P.0. Box 2479, Raleigh, Nerth
Carolima 27602

For: Public Service Company of North Carolima, Inec.

For the Using amd Consuming Public:

Antoinette R. Wike, Staff Attomey, Publie Staff -~ North
Carolim Utilities Commission, P.0Q. Box $91, Ralelgh, HNerth
Carollm 27602

BY THE COMMISSION: By Order 1ssued September 16, 1982, in the
above-captioned matter, the Commission created a separate docket for
consideration of a dual-fuel tariff for Carolim Power & Light Company (CP&L).
By Order dissued November 16, 1982, in the above-capticned matter, the
Comnisslon made Virginia Electric and Power Company (Vepeo) a party to the
proceeding for the purpose of further consideratlon of the dual-fuel tariff
previously approved for Vepco. The Comaission desigmated CP&L and Vepco as
Respondents, and the Publie Staff, Public Service Company of North Carolim
{Public Service), Piedmont Natural Gas Cempany {Pledmont), and North Carolim
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Natural Gas Company (NCNG) as Intervenors. Public hearings were held during

April and May 1983, before Hearing Examiner Samy R. Kirby. On November 17,
1983, a Recommended Order was issued in the matter.

Exceptions to the Recommended Order were flled with the Commission on
December 2, 1983, by NCNG.

A Motion was filed with the Comission on December 2, 1983, by Public
Service requesting that the Commissicn establish a Committee to recommend
testing guidelines, format, amd reporting requirements for the proposed
dual -fuel test program, and also requesting that it be heard on any exceptilons
flled in the matter.

By Order issued December 8, 1983, the Commission scheduled cral argument on
the exceptions by HNCNG. By Order of December 21, 1983, the Commlssion
scheduled oral argument on the Motion by Public Service for the same time ard
place as the oral argument on the exceptlons by NCNG. Cral arguments were
heard cn the lssues on January 23, 1984, at the scheduled time and place.

Based wupon the oral arguments and the entire record in this matter, the
Comnissicn concludes that the Recomended Order issued November 17, 1983,
should be modified by clarifying the provislons regarding mtural gas service
to existing customers, by limiting the avallability of the dual-fuel tariffs
during the pericd such rates are being studied, and by creating an advisory
comitbee {0 menltor the test pregrams.

IT IS, THEREFORE, ORDERED as follows:

1. That a test program covering three heating seasons shall be inibiated
to determine (1) the ‘impact of dual-fuel heating systems on the peak demand of
electric utilities, (2) the Impact of such systems on the peak demand of
natural gas utilities, and (3) the appropriate rates for each type of ubility
service to dual-fuel heating systems.

2. That Vepco's present dual-fuel tariff, Schedule 1-DF, shall be
contirmued as previously approved, except for the limitations hereinafter
provided, and that CP&L's proposed dual-fuel tariff test program shall be
approved as proposed by CP&L, except for the limitations hereimafter provided.

3. That the dual-fuel tariffs of Vepco and CP&L shall not apply to
customers with dual-fuel heating equipment that ineludes a natural gas backup
fumace and that the tariffs sghall apply to customers with all other types of
backup heating systems.

4. That the dual-fuel tariffs proposed by the mtural gas utilities are
not approved, that the matural gas utilities shall continue to offer service
to all existing residentlal customers with dual-fuel heating equlpment that
now includes a natural gas backup fumace, and that in the case of any future
installations of dual-fuel heating systems by existing gas heating customers,
the continuation and availability of the gas heating rate wil)l be dependent on
the outcome of the costing studies ordered hereln.

5. That during the test period, Vepco, CPi4L, and the matural gas
utilities shall each undertake to 1dentify as many as possible of its
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customers with dual-fuel heating equipment ard shall conduct such customer
usage, cost of service, and other studies of all or part of these customers as
each deems approbriate; that said studies shall be designed to determine,
among other things, bthe effects of these dual-fuel customers, as opposed to
other comparable customers, on the peak demands of the eléetric and natural
gas utilities and to quantify the cost reflected thereby; that during the test
perlod, Vepco and CP&L shall each undertake additionmal studies of its
customers on the dual-fuel tariff in order to determine the extent of the
tariff's impact on these customers' cheoice of dual-fuel heating equipment; and
that the results of these studles shall be reported to the Commissicn no later
than May 1986.

6. That all promotional literature prepared by Vepco and CPEL with
respect to thelr dual-fuel tariffs shall speeify bthat the Utiliti{es Commission
does mot endorse or recomend any type of heating system over amother, but
instead, urges each homeowner to make an informed decision based upon the
homeowner's particular eircumstances.

7. That during the perieod in which these costing studies are being made,
the mtural gas ubilities shall not be required %o extend their mains or
install service 1lines to provide mtural gas service to residential or
comercial customers for the sole purpose of providing backup fuel for such
customers' elactric heat pumps. ,

8. That the electric and natural gas ubillities are directed to form a
comitbtee to be chaired by one of the electric utilitles for the purpose of
monitoring the proposed test programs, that a member of the Public Staff and a
member representing the propane gas association shall be appointed to the
comittee, and that the comittee shall be advisory only.

9. That the-avallability of the. dual-fuel tariffs of Vepeo and CP&L shall
be limited %% not more than 50 customers.

10. That except as modified herein, the Recomiended Order heretofore
entered 1in this docket on November 17, 1983, be, and the same is herebdy,
otherwise affirmed.

- 1. That except as allowed herein, the excepbioné to the Recommended Order
filed herein by NCNG on December 2, 1983, be, and the same are hereby,
otherwise denied.

12. That except to the extent allowed herein, the motlon filled herein by
Publice Service on December 2, 1983, be, and the same.is hereby, otherwise
denied. )

ISSUED BY ORDER OF THE COMMISSION.
This the 2nd day of March 1984,
NORTH CAROLINA UTILITIES COMMISSION
{SEAL) Sandra J. Webster, Chief Clerk
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DOCKET NO. E-2, SUB 457
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of
Proposed Dual-Fuel Rate for Carolina Power & Light ) ORDER AMENDING
Campany ) FINAL ORDER

BY THE COMMISSION: By Order issued March 2, 1984, the Commission approved
dual-fuel rates for CP&L and Vepco subject to certain limitations, said
limitations including the availabllity of the dual-fuel tariffs to not more
than 50 customers for each company and the wnavailability of the dual-fuel
tariff to customers utilizing a natural gas back-up furnace.

It has now come to the Cammission's attention that Vepco had already begun
serving more than 50 customers (i.e., approximately 60-70 customers) under its
previously approved dual-fuel tariff, that at least one of said customers
already had a natural gas back-up furnace, and that several potential
customers had already made extensive preparations for taking service from
Vepco under the dual-fuel rate and were awaiting final hookup by Vepco.

The Commission is of the opinion that the dual-fuel tariff for Vepco should
be limited to the number of customers currently served by Vepco, plus those
customers who have made extensive preparations for taking service from Vepco
under said rate and are awaiting final hookup by Vepco.

IT 1S, THEREFORE, ORDERED as follows:

That the dual-fuel tariff of Vepco is hereby amended in order to limit the
availability of said tariff to the customers currently being served under said
tariff, plus those customers who have made extensive preparations for taking
service from Vepco under said tariff and are awaiting final hookup by Vepco.

ISSUED BY ORDER OF THE COMMISSION.
This the 22nd day of March 1984,
NORTH CAROLINA UTILITIES COMMISSION
(SEAL) Sandra J. Webster, Chief Clerk
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DOCKET NO. E-2, SUB 481

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of

Application by Carclina Power & Light Company ) RECOMMENDED ORDER
for Authority to Adjust and Increase Its Electric ) GRANTING PARTIAL
Rates and Charges ) INCREASE IN RATES

) AND CHARGES
HEARD IN: Superior Courtroom, 5th Floor, Buncombe County Courthouse,

BEFORE:

APPEARANCES:

Courthouse Plaza, Asheville, North Carolina, on June 12, 1984

The Wayne Center, Corner of George and Chestnut Streets,
Goldsboro, North Carolina, on June 14, 1984

Courtroom 317, Courthouse Annex, Corner of Fourth and Princess
Streets, Wilmington, North Carolina, on June 18, 1984

The Commission Hearing Room, Debbs Building, 430 North
Salisbury Street, Raleigh, North Carolina on July 9, 1984,
July 16-20, July 27, July 30 - August 3, and August 6-9, 1984

Commissioner Edward B. Hipp, Presiding, and Commissioners Sarah
Lindsay Tate and Ruth E. Cook

For the Applicant:

Richard E. Jones, Vice President & Senior Counsel; Robert W.
Kaylor, Associate General Counsel; and Margaret 5. Glass,
Associate General Counsel, Carolina Power & Light Company, P.O.
Box 1551, Raleigh, North Carolina 27602

Edward M. Roach, Jr., Hunton & Williams, Attorneys at Law, P.O.
Box 109, Raleigh, North Carolina 27602

Linda Markus Daniels, Walter E. Daniels, P.A., P.0. Box 13039,
Research Triangle Park, North Carolina 27709
For: Carolina Power & Light Company

For the Intervenmor State Agencies Representing the Using and Consuming

Public:

Vickie L. Moir .and G. Clark Crampton, Staff Attorneys, Public
Staff - North Carolina Utilities Commission, FP.0. Box 991,
Raleigh, North Carolina 27602

For: Public Staff - North Carolina Utilities Commission
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Robert Camsler, Assistant Attorney General; Alfred N. Salley,
Assistant Attorney General; Steven F. Bryant, Assistant Attorney
General; and Angeline M. Maletto, Associate Attorney -General,
North Carolina Department of Justice, P.0. Box 629, Raleigh,
North Carolina 27602

For: The Attorney General of the State of North Carolina

For the Other Interwvenors:

Thomas R. Eller, Jr., Attorney at Law, Suite 205, Crabtree
Center, 4600 Marriott Drive, Raleigh, North Carolina 27612
For: Carolina Utility Customers Association, Inc.

David A. McCormick, Regulatory Law Office, Department of the
Army, Nassif Building, Falls Church, Virginia 22041
For: Department of Defense of the United States

John Runkle, Attorney at Law, 307 Granville Road, Chapel Hill,
North Carolina 27514
For: Conservation Council of North Carolina

Ralph McDonald and Carson Carmichael, III, Bailey, Dixon,

Wooten, McDonald & Fountain, Attormeys at Law, P.0. Box 2246,

Raleigh, North Carolina 27602

For: Carolina Industirial Group for Fair Utility Rates - Federal
Paper Board Company, Inc.; Hurom Chemicals of America,
Inc.; LCP Chemicals & Plastics, Inc.; Monsanto Company;
Union Carbide Corporation; Clark Equipment Company;
Corning Glass Works; Diamond Shamrock Chemical Company;
Masonite Corpoxation; North Carolina Phosphate
Corporation; Qutboard Marine Corporation; Firestone
Tire and Rubber Company; and Weyerhaeuser Company

Wilbur P. Gulley, Gulley and Eakes, Attorneys at Law, P.O.
Box 3573, Durham, North Carelina 27702

and
Harriet S. Hopkins, Attorney at Law, 109 North Church Street,
Durham, North Carolina 27702
For: ZXudzu Alliance

BY THE COMMISSION: On February 21, 1984, Carolina Power & Light Company
(Applicant, the .Company or CP&L) filed an application with the North Carclina
Utilities Commission {NCUC or the Commission) seeking authority to adjust and
increase electric rates and charges for its North Carclima retail customers.
Said application seeks rates that produce approximately $§151,600,000 of
additional annual revenues from the Company's North Carolina retail operatioms,
an approximate 12.6% increase in total North Carolina retail rates and charges.
The Company requested that such increased rates be allowed to take effect for
service rendered on and after March 22, 1984. The principal reasons set forth
in the application supportimg the requested increase in rates were (1) the need
to improve earnings so as to attract capital necessary for plaant modifications
and expansion; (2) the need to earn the cost of fimancing capital additions to
plant under construction; (3) the .recovery of CP&L's investment in cancelled
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Harris Unit No. 2; and (4) the- increased expense of the overall operation of
the Company's system.

In addition to the application, the Company also filed on February 21,
1984, an Undertaking. Corrections to the Undertaking were filed by the Company
on March 6, 1984. .

This docket was originated by the Company's filing on January 19, 1984,
its letter of intent to file an application for an increase in its general
rates as is required by Commission Rule R1-17(a). The Company filed a request
for waiver of certain Form E-1 requirements on January 25, 1984. On
February &, 1984, the Public Staff filed its response to the Company's waiver
request; and on February 15, 1984, the Commission issued an Order Waiving E-1
Filing Requirements.

The Attorney General and the Public Staff filed Notices of Intervention on
March 1, 1984, and Harch 8, 1984, respectively. On March 12, 1984, the
Petition of the Secretary of Defense on behalf of the Department of Defense of
the United States for Leave to Intervene was filed with the Commission. By
Order issued March 14, 1984, the Commission allowed the Department of Defense
to intervene.

On March 22, 1984, the Commission issued an Order declaring CP&L's
application to be a general rate case pursuant to G.3. 62-137, suspending the
Company's proposed rates pursuant to G.5. 62-134 for a period of up to 270 days
from the proposed March 22, 1984, effective date, and stating that provision
for the scheduling of public hearings and publishing of notice would be by
separate Commission Order. By Order issued March 29, 1984, the Commission
scheduled public hearings on the application, established the test period to be
the 12-month period ended September 30, 1983, and required public notice of the
application and hearings.

On April 2, 1984, the Company filed a Motion to Amend Order Scheduling
Public Hearings and Requiring Public Notice. 'On' April 4, 1984, the Commission
issued an Order Approving Undertaking and Amending Notice to the Public, which
approved the Company's revised Undertaking, granted the Company's April 2,
1984, Motion to Amend, changed the location of the public hearing scheduled to
be held in Wilmington, and required a revised Notice of Hearinmg.

Carolina Utility Customers Association, Inc. (CUCA), filed its Petition to
Intervene and Protest on April 13, 1984. CUCA was allowed te interveme by
Commission Order dated April 19, 1984.

On April 16, 1984, a Petition to Intervene was filed on behalf of the
Carolina Industrial Group for Fair Utility Rates, CIGFUR II, consisting of:
Federal Paper Board Company, Ine.; Huron Chemicals of America, Inc.; LCP
Chemicals and Plastics, Inc.; Monsanto Company; and Union Carbide Corporation.
CIGFUR II's intervention was allowed by Commission Order issued on April 19,
1984.

On April 20, 1984, a letter from Robert P. Gruber, Executive Director of
the Public Staff, was filed. Mr. Gruber's letter forwarded a letter from an
Asheville citizen concerning the location of the Asheville hearing and
requested that it be given favorable consideration. On April 20, 1984, the
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Commission issued an Order Scheduling Additional Public Hearing, which
scheduled an additiomal public hearing in Asheville and required notice of the
additional hearing,

On May 4, 1984, CUCA filed its Motion to Require Preduction of Documents
and Data. The Company filed its response to CUCA's Motion on May 11, 1984,
objecting to certain items and requesting until June 7, 1984, to respond to the
items requested. The Commission issued an Order on May 11, 1984, ordering that
the Company réspond to all items not objected to no later than June 1, 1984,
and that the Company not be required to respond teo the items objected to unless
CUCA filed justification and the Commission issued a further order so
requiring. On May 15, 1984, CUCA filed its Reply of Carolina Utility Customers
Association, Inc., to CP&L's Objections dated May 11, 1984, and Commission
Order of same date. The Company filed Carolina Power & Light Company's
Comments to CUCA reply on May 21, 1984. The Commission issued its Order Ruling
On Discovery Request on May 24, 1984.

CUCA filed a Motion to Require Additional Production of Documents and Data
on May 21, 1984. By Order issued May 25, 1984, the Commission required CP&L to
respond to CUCA's May 21, 1984, request no later than June 1, 1984,

On May 30, 1984, North Carolina Eastern Power Agency filed a Petition to
Intervene. The Conservation Council of North Carxolina filed a Petition to
Intervene on June 7, 1984. By Commission Order issued on June 12, 1984, the
Conservation Council was allowed to intervene.

The Company filed an amendment to the Company's Form E-1 Information
Report on June 8, 1984.

On June 28, 1984, Kudzu Alliance filed its Petition for Intervention.
Kudzu Alliance was allowed to intervene by Commission Order issued July 2,
1984.

By letter dated and filed July 10, 1984, Commissioner Hipp requested all
the parties to file and serve on the other parties the name of the party's
witnesses and the order in which they would be called and an estimate of the
length of cross-examination for each witness who had prefiled testimony. The
Attorney General, CUCA, the Eastern Municipal Power Agency, the Public Staff,
CPSL, CIGFUR, and thé Department of Defense all filed the information requested
by Commissioner Hipp. During the hearings, the Conservation Céuncil of North
Carolina provided the requested information and the Public Staff and CP&L
revised certain of their estimates.

On July 10, 1984, CIGFUR II filed a Petition t¢ Amend Intervention to
include Clark Equipment Company, Corning Glass Works, Diamond Shamrock Chemical
Company, Masonite Corporation, North Carolina Phosphate Corporatiom, Outboard
Marine Corporation, the Firestone Tire and Rubber Company, and Weyerhaeuser
Company. CIGFUR's Petition to Amend Intervention was granted by Commission
Order issued July 12, 1984.

Varions other filings and motions were made and Ordexrs entered prior to
and during the hearing, all of which are a matter of record. Further, pursuant
to various Commission Orders or requests, also of record, various parties were
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directed or permitted to file and serve certain exhibits, either during or
subsequent to the hearings held in this matter.

Public hearings were held as scheduled by the Commission for the purpose
of receiving the testimony of public witnesses. The following persons appeared
and testified:

Asheville: Pink Francis, William Beinoff, David Spicer, Fred Sealy,
Charles Brookshire, Helen Reed, Gregory T. Neff, Garret Al Derfer, David
Huskins, Charles Price, George Ingle, and Carolyn Goodwin.

Goldsboro: Steve Sams, Ronnie Jacksom, Berry Franklin Godwin, Margaret
Martin, Laura Smith, James D. Barnwell, Ernest Smith, Rachel Jefferson, Ed
Harris, Ed Allen, Rev. Willard Carlten, and Doris Petrak.

Wilmington: Oswald Singer, Elaine Johmnson, Elias H. Pegram, Jr., Raymond
Mager, Bill Haughton, Joseph 5. Moorefield, Grace Everette, R. H. Walker,
Ronald Sparks, Lou Ellen Vestile, and Larry Vestile.

Raleigh: Virgil Reed, Dr. David 0. Weaver, Malcolm Montgemery, Stephen
Welgos, Paul Brummitt, Gregg Strickland, Frank Penny, Oline Spence, Eula Mae
Davis, Jane R. Montgomery, Jean Smith, Richard E. Giroux, Betsy Levitas, David
Drooz, Carolyn Cochran, Larry Martin, James Berry, Joseph R. Overby, Daniel F.
Read, Gerald C. Folden, Deb Lecnard, Davis Bowen, Dr. Nettie Grove, Elisa
Wolper, Slater Newman, Joseph Reinckens, and Jane Sharpe.

On July 16, 1984, the case in chief came on for hearing as ordered for the
purpose of presenting the Applicant's evidence. The Applicant presented the
testimony and/or exhibits of the following witnesses:

1. BSherwood H. Smith, Jr., President, Chief Executive Officer, and
Chairman of the Board of Directors of CP&L;

2. Edward G, Lilly, Jr., Executive Vice President and Chief Financial
Officer of CP&L;

3. Dr. James H. Vander Weide, President of Utility Financial Sexvices,
Inc., and Adjunct Professor of Finance at the Fuquay School of Business, Duke

University;

4. Dr. Robert M. Spann, Principal and Member of the Board of Directors of
ICF, Incorporated;

5. M. A. McDuffie, Senior Vice President, Nuclear Generation;
6. Patrick W. Howe, Vice President, Brunswick Nuclear Project;
7. James M. Davis, Jr., Senior Vice President of Operations Support;
8. Steven 8. Faucette, Jr., Director of Regulatory Accounting;

9. Paul 8. Bradshaw, Vice President - Accounting Department and
Controller;
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10. David R. Nevil, Manager - Rate Development and Administration in the
Rates and Service Practices Department;

11. " Joe A. Chapman, Independent Utility Consultant, formerly Supervisor -
Rate Support in the Rates and Service Practices Department; and

12, Norris L, Edge, Vice President - Rates and 'Service Practices
Department.

The Intervenor Conservation Council of North Carolina presented the
testimony and exhibits of Dr, G. George Reeves, President of Energy Control
Systems.

The Intervenor Carolina Industrial Group for Fair Utility Rates presented
the testimony and exhibits of Nicholas Phillips, Jr., Consultant,
Drazen-Brubaker & Associates, Inc.

The Intervenor Carolina Utility Customers Association, Inc. presented the
testimony and exhibits of Dr. Carcline'M. Smith, Senior Economist, and Dr. Jochn
W. Wilson, Economist and President, J. W. Wilson and Associates, Inc.

The Intervenor Kudzu Alliance presented the testimony and exhibit of Wells
Eddleman, Independent Emergy and Pollution Control Consultant.

The Public Staff presented the testimony and exhibits of the following
witnesses:

1. Thomas S. Lam, Engineer with the Electric DPivision of the Public
Staff; .

2. Richard N. Smith, Jr., Engineer with the Electric Division of the
Public Staff; -

3. Michael W. Burnette, Engineer with the Electric Division of the Public
Staff;

4., Benjamin R. Turner, Jr., Engineer with the Electric Division of the
Public Staff;

5. George E. Dennis, Supervisor of the Water Section o¢f the Accounting
Division of the Public Staff;

6. George T. Sessoms, Jr., Public Utilities Financial Analyst with the
Economic Research Division of the Public Staff;

7. Hsin-Mei C. Hsu, Director of the Economic Research Division of the
Public Staff; and -

8. Candace A. Paton, Staff Accountant with the Accounting Division of the
Public .5taff.

Based upon the verified application, the testimony and exhibits received
into evidence at the hearings, and the record as a whole of these proceedings,
the Commission now make the following
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FINDINGS OF FACT

1. CP&L is engaged 4in the business of developing, generating,
transmitting, distributing, and selling electric power and energy to the
general public within a broad ares of eastern and western North Carolina, with
its principal office and place of business in Raleigh, North Carolina.

2. CP&L is a public utility corporation organizéd and existing under the
laws of the State of North Carolina and is subject to the jurisdiction of this
Commission. CP&L is lawfully before this Commission based upon its application
for a general increase in its North Carolina retail rates and charges pursuant
to the jurisdiction and authority conferred upon the Commission by the Public
Utilities Act.

3. The test period for purposes of this proceeding is the 12-month
period ended September 30, 1983, adjusted for certain known changes based upon
circumstances and events occurring up to the time of the close of the hearings
in this docket.

4. By itg application, CP&L seeks rates to produce jurisdictional
revenues of $1,353,776,000 based upon a test year ended September 30, 1983.
Revenues under the present North Carolina retail rates, according te the
Company, were §$1,202,132,000, thereby necessitating an increase of
$151,644,000.

5. The overall quality of electric service provided by CP&L to its North
Carolina retail customers is adequate.

6. The “summer/winter peak and average" method as discussed herein is
the most appropriate method for making jurisdictional allocations and for
making fully distributed cost allocations between customer classes in this
proceeding. Consequently, each finding of fact appearing in this Order which
deals with the overall level of rate base, revenues, and expenses for North
Carolina retail service has been determined based upon the summer/winter peak
and average cost allocation method.

7. CP&L should be allowed to recover its abandonment loss sustained as
the result of the Company’'s having terminated construction on, and having
cancelled and abandoned, its proposed Shearon Harris Nuclear Unit No. 2 on
December 21, 1983, Recovery of the Company's investment in its project to
construct that unit should be accomplished over a 15-year amortization peried.
It is neither fair nor reasonable to include any portion of the unamortized
balance of that investment in rate base, and no adjustment which would have the
effect of allowing the Company to earn a return on the unamortized balance of
that investment, or any portion thereof, should be allowed.

8. CP&L should be allowed to continue the recovery of its abandonment
losses sustained as the result of the Company, at various times in the past,
having terminated construction on, and having cancelled and abandoned, its
South River Project, its Brunswick cooling towers project, and its proposed
Shearon Harris Nuclear Units Nos. 3 and 4, in the same manner which the
Commission determined to be appropriate in the Company's last general rate
case, Docket No. E-2, Sub 461. No adjustment should be allowed which would
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have the effect of permitting the Company to earn any return on or with respect
to the unamortized balance of those abandonment losses, or any portion thereof.

9. A normalized test-period generation mix which reflects a level of
nuclear generation associated with a system nuclear capacity factor of
approximately 53.4% is both reasonable and appropriate for use in determining
the base fuel component of the rates established in this proceeding.

10, The base fuel cost component which is appropriate for use in this
procéeding is 1.582¢/kWh excluding gross receipts tax and which reflects a
reasonable fuel cost of $316,653,000 for North Carolina retail service.

11. The deferred fuel account established in CP&L's last geperal rate
case should be closed out as of the date new rates go into effect; and if the
balance of the account at that time when reduced by the $1,675,945 already
effectively refunded is positive, the positive balance should be refunded to
CP&L's ratepayers.

12, A 459,985,000 working capital allowance for coal inventory and z
$6,150,000 working capital allowance for liquid fuel inventory are appropriate
for North Carclina retail service in this proceeding. .

13. The reasonable allowance for working capital is $586,830,000.

14. The proper amount of reasonable and prudent expenditures for
construction work in progress (CWIP) to allow in rate base pursuant to G.S.
62-133(b) (1) is $692,604,000. Inclusion of this amount of CWIP in rate baseé is
both in the public interest and necessary to the fipnancial stability of CP&L.
These expenditures relate entirely to Harris Unit 1.

15. The allowance. for funds used during construction accrued on 4.97% of
Roxboro No. 4 during the period September 15, 1980, to September 24, 1982,
should be excluded from electric plant in service. R

16. CP&L's reasonable original cost rate base used and useful in
providing service to the public within the State of North Carelina is
$2,375,265,000; consisting of electric plant in service of $2,483,116,000, net
nuclear fuel of $21,863,000, construction work in progress of $692,604,000, and
a working capital allowance of 586,830,000, reduced by accumulated depreciation
of 5597,182,000 and accumulated deferred income taxes of $§311,966,000.

17. Appropriate gross revenues for CP&L for the test year, under present
rates and after accounting and pro forma adjustments, are $1,202,132,000.

18. The reasonable level of test year operating revenue deductions for
the Company after normalized and pro forma adjustments is $957,729,000. An
adjustment to increase operating income by $6,824,000 for one-third of the gain
associated with the sale of assets to the North Carolina FEastern Municipal
Power Agency is appropriate. )

19. The Company should, -in its next general- rate proceeding, present
information to the Commissiom concerning the Edison Electric Imstitute (EEI)
which will show all direct and indirect contributions to and through EEI from
all sources and all expenditures by program and by 2 system of accounts.
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20, The reasonable capital structure to be employed as a basis for
setting rates in this proceeding is composed as follows:

Long~term debt 47.5%
Preferred stock 12.5%
Common equity 40.0%

Total 100.0%

21. The Company's embedded cost of debt and preferred stock are 9.73% and
9.18%, respectively. In view of the Commission's decisions with respect to the
level of CWIP allowed in rate base and the reasonable fuel factor adopted in
this proceeding, the reasonable rate of return for CP&L to be allowed to earn
on its common equity is 15.25%. Using a weighted average for the Company's
cost of long-term debt, preferred stock, and common equity, with reference to
the reasonable capital structure.heretofore determined, yields an overall fair
rate of return of 11.87% to be applied to the Company's original cost rate
base. Such rate of return will enable CP&L, by sound management, to produce a
fair return for its shareholders, to maintain its facilities and services in
accordance with the reasonable requirements of its customers, and to compete in
the market for capital on terms which are reasopable and fair to its customers
and. to existing investors.

22, Based upon the foregoing, CP&L should increase its annual level of
gross revenues under present rates. by §$64,339,000. The annual revenue
requirement approved herein is $1,266,471,000, which will allow CP&L a
reasonable opportunity to earn the rate of return on its rate base which the
Commission hHas found just and reasomable. The revenue requirement approved
herein is based upon the original cost of CP&L's property used and useful in
providing service to its customers and its reasonable test year operating
revenues and expenses as previously set forth in these findings of fact.

23. Residential Schedules RES, .R-TOU and R-TOUE should be amended to
require the same insulation standards for mebile homes as for conventional
homes in order to qualify for the 5% energy comservation discount.

24, The <Company should implemeﬁt a test program for -extending water
heater load control to 30-39 gallon water heaters.

25. The Company should determine an appropriate billing credit for
residential air conditioner load control independent of water heater load
control.

26. The Company should consult with the Public Staff to consider a
program to test the effectiveness of appliance control for residential
time-of-use customers with equipment to interrupt water heaters during on-peak
hours.

27. The Residential (RES) rate schedule should be modified to reduce the
difference in price between nonsummer usage under 800 kWh per month and
nonsummer usage over the first 800 kWh per month.
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28. The rate designs, rate schedules, and service rules proposed by the
Company, except for the modifications thereto as described herein, are
appropriate and should be adopted.

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

The evidence supporting these findings of fact is contained in the
Company's verified application, in prior Commission Orders in this docket of
which the Commission takes notice, and in G.S. 62~3(23)a.1 and 6.S. 62-133.
These findings of fact are essentially informational, procedural, and
jurisdictional in nature, and the matters which they involve are essentially
uncontested.

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 3 AND 4

The evidence supporting these findings of fact is contained in the
Company's verified application, the Commission Order issued March 29, 1984, and
the testimony and exhibits of the Company witnesses.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 5

The evidence for this finding of fact concerning the quality of service is
found in the testimony of Company witness Smith and in that of the various
public witnesses who appeared at the hearings held in Asheville, Wilmington,
Goldsboro, and Raleigh. A careful consideration of all such testimony leads
the Commission to conclude that the quality of electric service being provided
to retail customers in North Carolina by CP&L is adeguate.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 6

The evidence for this finding of fact concerning the proper production
cost allocation methed consists primarily of the testimony and exhibits of
Company witness Chapman, Public Staff witmess Turnmer, CIGFUR II witness
Phillips, CUCA witness Wilson, and Kudzu Alliance witness Eddleman.

CP&L provides retail service in two states, as well as wholesale service
to certain municipalities and electric membership cooperatives and supplemental
service to the Power Agency. For this reason, it is necessary to allocate the
cost of service among jurisdictions and among customer classes within each
jurisdiction. In this proceeding the Company again has proposed the use of the
summer/winter peak and average (SWP&A) method for cost allocation. The SWPSA
method allocates approximately 60% of production plant and production-related
expenses on the basis of each class's kWh consumption and the remaining 40% on
the basis of the average of each class contribution to the summer and winter
peak demands. The 60/40 split is determined by the system load factor for the
test year. The Commission initially adopted the peak and average method in
Docket No. E-2, Sub 391, in which case the Company had proposed a peak and
average method using only the summer peak. In Docket No. E-2, Sub 444, the
Commission modified the Company's peak and average method by utilization of a
combination of the summer and winter peaks.

Public Staff witness Turner agreed with the use of the SWPSA method for
the purpose of assigning costs te the North Carolima retail jurisdiction and
for allocation to the retail classes. Witoess Turner, in Docket Nos. E-2,
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Sub 444 2nd Sub 461, recommended the summer/winter peak and base (SWP&B)
methed, which allocates 35% of production costs based on kWh consumption and
65% based on demand. He concluded after his investigation in this case that
the SWP&A method is the more appropriate method of representing the
energy-related component, In his investigation, witness Turner analyzed the
minimum load on the CP&L system that must be met by the Company in each hour of
the year. Based on his calculations, 46.5% of the Company's investment in
production plant is now required to supply the minimum load, and 78.7% will be
required in the spring of 1986, when Harris Unit No. 1 has been placed in
commercial operation. The midpoint of the range, 62.6%, was approximately the
same percentage as that derived from the SWPSA calculation. Based on these
findings, witness Turner recommended that the Commission adopt the SWP&A method
as the more appropriate method.

CIGFUR witness Phillips proposed to allocate production costs based on the
one-hour coincident: peak (CP) allocation method. Witness Phillips contended
that it is primarily the system peak demand that drives the need for the
addition of capacity, and once that capacity is in place, it represents a fixed
cost that does not fluctuate with the output of kWh. He contended that the
peak and average method is not consistent with respect to allocating fuel costs
in that it does not assign the high load factor customers the lower fuel costs
associated with the high capital cost units.

Witness Eddleman testified that the most appropriate way to allocate costs
is to use the summer/winter coincident peak methodeclogy.

The Commission has concluded in previous rate cases that the cost
allocation method used for rate-making purposes should recognize the
energy-related portion of fixed costs.” Furthermore, the Commission has
previously concluded that not all fixed costs represent the cost of meeting
system peak demand and that a significant portion of fixed costs represents the
cost ¢f producing kWh throughout the year. The Commission continues to be
persuaded in this proceeding that the SWP&A method most effectively recognizes
the energy-related portion of fixed costs,

The Commission has concluded in previous rate cases that system capacity
is not installed to meet a single system peak and that both the summer peak and
the winter peak should be recognized in the cost allocation process. The
evidence presented in this proceeding continues to persuade the Commission that
the summer/winter peak propesed by the Company and the Public Staff is
appropriate for use as a part of the cost allocation process. Therefore, the
SWP&A method continues to be. the most appropriate method for allocation of
production facility costs. ' ’

CUCA witness Wilson proposed that a normalized test year generation mix be
used to develop the Power Agency supplemental energy allocation facter.
Witness Wilson testified that since the Power Agency shares ownership in the
Company's Brunswick units, the Power Agency's supplemental power needs would be
reduced by normalizing Brunswick generation. The Commission is not persuaded
that allocation factors utilized in the cost allocation studies should be
normalized, and declines to do so in this proceeding. However, this does not
preclude the Commission from feconsidering the issue in future proceedings
wherein the issue may be discussed more fully.
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The final allocation issue regards the development of a cost allocation
study using all 8,760 hours in a year. The Order of this Commission in the
Company's last case, Docket No. E-2, Sub 461, required the Company to work with
the Public Staff in exploring the development of such a study. The Company
filed a report containing its conclusions on March 19, 1984, which raised
several questions with respect to the problems that would be encountered in
performing the study, including an estimated cost of approximately $22,000,000.
The Company indicated, however, that it was willing to pursue alternatives to
the original study that would be less costly and time-consuming.

Public Staff witness Turner testified that the Company and the Public
Staff should be allowed by the Commission to continue to work on the
development of an alternative, less costly, 8,760-hour study. He suggested
using the PROMOD computer model to develop an alternative study.

The Commission believes that it is useful for the Company and the Public
Staff to continue to pursue the development of a study that would provide
additional information regarding production costs in different tims periods,
The Commission therefore directs the Company and the Public Staff to continue
in this effort.

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 7 AND 8

Testimony concerning the proper rate-making treatment of the Harris Unit 2
abandonment loss, and also the abandonment losses associated with Harris Unitg
3 and 4, the Brunswick coecling towers, and the South River project, was
presented by Company witnesses Smith, Lilly, Vander Weide, McDuffie, and
Bradshaw. Public Staff witness Paton and CUCA witnmess Wilson also addressed
the issue of the appropriate rate-making treatment of these abandonment losses.

On December 21, 1983, CP&L, by action of its Board of Directors, made a
decision to cancel the construction of Harris Unit 2. The project was only
approximately 4% complete when cancelled. 1In this proceeding, CP&L has
requested that it be allowed to recover the Harris Unit 2 abandonment loss over
ten years and that the Company alse be allowed to earnm a retura on or with
respect to the portions of the unamortized balance of the loss supported by
long-term debt and preferred stock.

Company President Smith, alluding to the recent decisions of this
Commission in which no return has been allowed on or with respect to plant
abandonment losses, testified in ‘support of the Company's proposal as follows:

"Timely recovery of this investment is essential to¢ the financial
stability of the Company. 1 cannot agree that exclusion of the
upamortized balances of cancelled preojects from rate base represents
a fair and reasonable allocation of the risks of abandoned projects."

Company witness Lilly suggested that one step which the Commission could
take to minimize the risk of a bond downgrade would be to make a commitment to
allow the Company to recover both its investment in cancelled plants and the
carrying costs related to such cancelled plants.

Company witness Bradshaw contended that, in his opinion, since the
investment in Harris Unit 2 and the decision to cancel said nuclear generating
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unit were both made for the benefit of CP&L customers, collecting the cost of
the investment through rates would be both fair and reasonable. Howevex, other
evidence presented by the Company, including the testimony of witness McDuffie
and Company President Smith, indicates that the cancellation of Harris Unit 2
was die to a variety of causes and was in the best interests of both the
Company and its ratepayers.

Mr. Bradshaw also testified that the Company was requesting a return on
the portions of the unamortized balances of Harris Units 2, 3, and 4 and the
Brunswick cooling towers abandomment losses supported by long-term debt and
preferred stock. In support of that position, he argued as follows:

"If such costs are not recovered from the ratepayer, the common
stockholder not only fails to receive a return on his investment, his
return is further reduced by the amount of debt and preferred
payments."

Public Staff witness Paton recommended that the Harris Unit 2 abandonment
1oss be amortized to the .cost of servige over 15 years and that the Company not
be allowed to recover any ' return on, or with respect to, the unamortized
balance of the loss, or any portion thereof. She presented evidence indicating
that the Public Staff's proposed treatment of the Harris Upit 2 abandonment
loss would result in a nearly equal sharing of the economic costs associated
with the abandonment between ratepayers and shareholders when compared on a
present value basis. Ms. Paton further testified that counsel for the Public
Staff had advised her that it was not legally permissible to allow the Company
to recover any carrying costs on the unamortized balances of plant abandonments
and that no return should be allowed for that reason. Consequently, she
recommended that the Company should not be allowed to recover the long-term
debt and preferred stock costs of the remaining unamortized balances of the
Harris Units 3 and 4 and Brunswick cooling towers abandooment losses, as sought
herein.

‘In addition to addressing the fairness and legality of her proposed
treatment of the Harris Unit 2 abandonment loss, witness Paton pointed out that
CP&L's rates already reflect abandonment losses associated with Harris Units 3
and 4, the Brunswick cooling towers, and the South River project, which are
currently being amortized as permitted and directed in prior Commission
decisions. She also contended that a 15-year amortization period for Harris
Unit 2, as opposed to a 10-year amortization, would lessen the impact of the
rate increase which would be imposed on ratepayers if Harris Unit 1 begins
commercial operations as scheduled in 1986.

Dr. Wilson made several recommendations concerning the appropriate
rate-making treatment for the abandonment losses associated with Harris Units
2, 3, and &4 and the Brunswick ceoling towers.

Concerning Harris Unit 2, Dr. Wilson proposed a 20-year amortization,
stating as follows:

"A 10-year amortization period would put CP&L in the advantageous,
but undeserved, position of recovering the cost of a failed project
more than twice as rapidly as would be the case if the project had
been completed and actually put into service to ratepayers."
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Dr. Wilson, like witness Paton, also opposed allowing the Company to
recover long-term debt and preferred stock costs associated with the
unamortized balances of plant abandonments, stating that:

"CP&L's attempt to recover through rates a senior capital return on
its numerous abandoned plants clearly violates the 'used and useful’
criterion for inclusion of plant in rate base."

Dr. Wilson also addressed two additional abandonment related issues that
were not brought up by either the Company or the Public Staff. TFirst, he
recommended that the unamortized deferred income taxes resulting from the
write-off of Harris Units 2, 3 and 4 and the Brunswick ccoling towers be
deducted from rate base in this proceeding.

The Commission notes that all parties to this proceeding who made a
recommendation on the matter have proposed that the abandonment losses in
question be amertized to the cost of service net of tax losses. To also
deduct from rate base the deferred taxes resulting from the write-offs would
significantly change the relative portion of the costs associated with those
losses which would otherwise be borne by the ratepayers and shareholders so as
to increase the costs borne by the shareholders. The Commission finds that it
would be unjust and unreasonable to place this additional burden on the
Company's sharehclders.

Dr. Wilson also recommended that the North Carolina contra-AFUDC related
to Harris Unit 2 be offset against the first year of the Harris Unit 2
amortization to be included in the cost of service in this proceeding. He
testified that the contra-AFUDC related to Harris Unit 2 represents amounts
paid in by ratepayers as a result of the inclusion of Harris Unit 2 in rate
base. Dr. Wilson contended that there was no justification for a 10-year delay
in returning those funds to ratepayers. Additionally, he contended that a
one-year flow back would enhance the likelihood that the same ratepayers who
paid in the contra-AFUDC would alse be the ratepayers who benefited from the
flow back.

The Commission does not agree with Dr. Wilson's rationale for his proposed
treatment of contra-AFUDC. His contention that the contra-AFUDC paid in by
ratepayers should be flowed back to them quickly, if accepted, would give rise
to a similar and seemingly equally valid contention by the Company that the
monies provided by its investors for the ipvestment in Harris Unit 2 should
also be quickly returned to them. The Commission concludes that it would be
unjust and unreasonable to place this additional burden on the Company's
shareholders. '

The remaining issmes to be decided in this proceeding regarding the proper
rate-making treatment of plant abandonments are: (1) the appropriate
amortization period for the Harris Unit 2 abandomment loss and (2) what return,
if any, to allow on the unamortized balances of the abandonment 1osses
associated with Harris Units 2, 3, and 4 and the Brunswick cooling towers.
{(The Commission notes that no return on the South River abandonment loss has
been requested in this proceeding.)

The Commission will first discuss the issue of what return, if any, should
be allowed on, or with respect to, the unamortized abandonment losses. This
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issune has been before the Commission in several prior cases with the result
that until the decision of this Commission in Docket No. E-2, Sub 461, there
was a lack of uniformity in the Commission's decisions regarding that matter.
However, approximately one year ago this Commission, noticing the lack of
uniformity, reexamined the issue in CP&L's last general rate case. As a result
of the reexamipation of the issue in that case, the Commission determined that
it was unjust and unreasonable to allow any return to be earned on or with
respect to abandonment losses. Since the decision of the Commission in that
case, the Commission has consistently adhered to that position in all
subsequent cases in which that issue has arisen.

Although technically the Company is not proposing to include the
unamortized balances of the subject abandonment losses in rate base, the
Company's proposed adjustments to net income so as to recover the long-term
debt and preferred stock carrying costs of such unamortized balances are
essentially the same as including those balances in rate base. The transfer of
these capital costs to the cost of service is nothing more than a superficial
.change and is merely a thinly disguised attempt to avoid the rather obvious
legal problems associated with the more straightforward approach. However,
substance must prevail over form. The result produced is the same as including
the balances in rate base. The Commission finds- and concludes that including
the return components in the cost of service as the Company proposes is the
same as rate base treatment for the unamortized balances of the abandonment
losses.

Based upon a careful consideration of the foregoing, the Commission finds
and concludes that it would be unjust and unrxeasonable to allow any return to
be earned by CP&L with respect to its abandonment losses for the reason that. an
equitable sharing of the economic losses involved as between ratepayers and the
Company's shareholders would not result. .The Commission has concluded that
this treatment provides the mest equitable allocation of the loss between the
utility and its consumers. This matter will be discussed in more detail
hereinafter as a part of the discussion of the appropriate amortization period.

With respect to the appropriate amortization period for the Harris Unit 2
abandonment loss, although the parties to this proceeding disagree regarding
what should be the amorxtization period, they do agree that the Company should
be allowed to recover its prudently invested cost in this abandoned preject
over some period of time. Three different amortization periods were proposed.
The Company has proposed a 10-year amortization, the Public Staff and the
Attorney General have proposed a 15-year amortization, and CUCA proposed a
20-year amortization.

In CP&L's last two general rate cases, Docket Nos. E-2, Subs 444 and 461,
the Commission determined that the Harris Units 3 and 4 abandonment losses
should be amortized over 10 years. No alternative amortization period for
those abandonment losses has been proposed by any party to this proceeding.
Nor has any party proposed an alternative to the amortization periods which
this Commission approved in the Cowmpany's last general rate case for the South
River and Brunswick cooling tower losses. However, the determimation of the
appropriate amortization period for the Harris Unit 2 abandonment loss must
properly be made separate and apart from any previous determinations concerning
Harris Units 3 and 4 or, indeed, any other abandonment lesses.
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The Commission, based upon the evidence presented in this proceeding, must
determine an amortization period which will result in a fair and equitable
treatment of the abandonment loss- to both the ratepayers of CP&L and the
Company's shareholders. The Commission finds that it would be unjust and
unreasonable to place the entire burden of the costs of the plant abandonment
losses on either the Company's shareholders or ratepayers. Therefore, the
Commission must determine the treatment that providés the most equitable
allocation of the loss between ratepayers and shareholders.

Public Staff witness Paton testified that it is the position of the Public
Staff that a 15-year amortization period will provide the most equitable
sharing of the total ecomomic costs of the Harris Unit 2 abandonment loss
between ratepayers and shareholders. ‘Those total economic costs consist of the
actual investment in the project and the foregone return on such investment
during the period over which it is recovered. The present value analysis which
was presented by witness Paton indicates that the Public Staff's proposed
15-year amortization period, assuming no return on the unamortized balance,
will result in an almost equal sharing of the overall costs mentioned as
between ratepayers and shareholders. The Commission finds that present value
analysis to be highly persuasive of the merits of the Public Staff's proposal.
S8imilarly, the Commission notes that witness Paton presented evidence
indicating that adoption of the Company's proposed 10-year amortization period,
either with or without a partial return, would result in a disproportionately
large amount of the total economic .costs of the abandonment being borne by
ratepayers. Furthermore, Company witness Bradshaw indicated upon
cross-examination that the Company's 10-year amortization propesal was not
based upon any analysis of how the loss would be shared by the ratepayers and
shareholders. Although it was considered by CP&L, the size of the loss
apparently was not a determinative factor in proposing the 10-year
amortization. The 20-year amortization period proposed by Dr. Wilson errs in
the other direction and is ‘unacceptable because it would result in a
disproportionately large portion of the total economic costs of cancellation
being borne by the Company's shareholders. -

The Commission is persuadéd and therefore Ffinds and concludes that the

15-year amortization period proposed herein by the Public Staff and Attorney
General for the Harris Unit 2 abandonment loss results in the most equitable
sharing of the total economic costs associated with the loss and that such
amortization period is appropriate for use in this proceeding. This is
especially true in view of the fact that the Company's cost of service already
includes $7,652,000 on an annual basis reflecting CP&L's abandonment of Harris
Units 3 and 4, South River, and the Brumswick coaling towers, all of which are
currently being amortized to the cost of service over a ten year period. In
addition, utilization of a 15-year amortization period for Harris Unit 2,
rather than the 10-year period proposed herein by CP&L, will also lessen the
impact of the future rate ircrease which will necessarily be imposed upon
ratepayers when Harris Unit 1 begins commercial operatioms in 1986.
The Commission further concludes that the amortization periods which were
previously determined to be appropriate in CP&L's last'general rate case for
Harris Units 3 and 4 and the South River and Brunswick cooling tower projects
remain appropriate for use in this proceeding. Of course, the Commission has
already determined that no return should be allowed upon or with respect to the
unamortized balances of those losses, or any portion thereof.
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EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. §

Company witnesses Nevil, McDuffie, Howe, and Davis, Public Staff witness
Lam, CUCA witness Wilson, and Kudzu witness: Eddleman provided evidence
regarding the appropriate _generiation mix and nuclear capacity factors to be
used in this proceeding.

The process of determining the reasonable cost of fuel for the Company in
this proceeding, in very broad and simple terms, involves three basic steps.
First, the reasonable annual level of generation in terms of total number of
kilowatt-hours must be determined. The parties appear to be in agreement with
respect to the reascnable total annual level of generation to be used. There
is some disagreement, however, regarding how much of that total annual level of
generation is properly to be attributed to the Power Agency and therefore
“backed out." This disagreement arises primarily from differences in
methodology. Second, it must be determined what generation mix will provide
the annual level of geperation determined in the first step, including a
determination regarding how much of that annual level of generation will be
produced by each of the various types of geperating resources of the Company
consisting of nuclear, coal, IC (i.e. oil), and hydro. As a part of the
generation mix determination, the reasonable level of energy purchases and
sales must also be determined. Third, a determination must be made of the
reasonable cost to be attributed to each component of the generation mix
determined in step 2. Such costs are then multiplied by the number of kwhs
produced by each component of the generation mix in order to derive a total
annual fuel cost.

The particular generation mix which is used in deriving the reasonable
cost of fuel is very important. There are wide variations in the fuel costs
which are associated with each of the six components of the Company's
generation mix (i.e., nuclear, coal, IC turbine, hydro, purchases, and sales).
For example, Company witness Nevil testified that the fuel cost involved in
generating a kilowatt hour with o0il was approximately 10¢ to 14¢, and that the
fuel cost of generating a kilowatt hour with coal was approximately 2¢, whereas
the fuel cost of generating a kilowatt hour with nuclear was only approximiately
1/2¢. Those cost relationships illustrate that to the extent that more nuclear
generation is included in the generation mix which is used to set fuel costs,
in lieu of- coal generation (costing approximately four times as much), or in
lieu of IC generation (costing more than twenty times as much)}, the impact upon
the resulting overall reasonable cost of fuel can be significant. Thus,
relatively small differences in the assumed levels of nuclear generation can
have a =significant impact wupon the resulting overall cost of fuel.
Furthermore, the level of nuclear generation heavily influences the levels of
coal, IC, and purchases in the generation mix because nuclear generation is
normally used to generate electricity in preference to other relatively more
costly generating resources.

The generation mix which Company witness Nevil used in deriving the
Company's proposed base fuel component reflected what was essentially the
Company's actmal test year level of nuclear generatien. The Company's actual
test year nuclear generation was 8,883.6 gWh, or 26.18% of the generation mix,
and the level of nuclear generation in the Company's "PROMOD Recreated
Adjusted" computer-simulated generation mix, which -was used by witness Nevil in
deriving his recommended base fuel factor of 1.701¢/kWh, was 8,921.0 GWH, or
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25.18% of that total generation mix. A comparison of the Company's actual. test
year generation mix with the computer simulated "PROMOD Recreated Adjusted"
generation mix used by witness Nevil indicates that nuclear and hydre
generation in the latter reflect the actwmal test year level of each, whereas
the increased overall generation in the latter is reflected, for all practical
purposes in increased coal and oil~fired internal combustion ("IC") generation.
In short, witness Nevil's proposed generation mix assumes essentially actual
test year levels of nuclear and hydro generation, which increases the more
expensive coal and IC components of the generation mix.

The other parties to this proceeding who tock a position on the matter
proposed a "normalized" level of nuclear generation, with resulting decreases
in one or more of the relatively more expensive components of the generation
mix, 'such as IC and coal. Witness Lam of the Public Staff proposed a
normalized level of nuclear generation associated with a system nuclear
capacity factor of 53.4%. Witness Wilson of CUCA proposed a normalized level
of nuclear generation associated with a system nuclear capacity factor of 609,
Kudzu witness Eddleman recommended a normalized level of nuclear generation
based on the average of 60% and 70% nuclear capacity factors.

The question regarding whether the actual test year level of nuclear
generation should be normalized invelves whether such nuclear generation is
reasonably representative of the level of nuclear generation which it can be
reasonably assumed will eoccur in the near future, and particularly in the
upcoming 12-month period. To the extent that the actual test year level of
nuclear generation was "abnormal," or not reasonably representative of what
should reasonably be expected, then a normalized level must be determined and
used. In fact, witness Nevil himself proposed and used an adjustment to the
Company's actual test year level of kWh sales in order to normalize for the
abnormal weather which cccurred during the test year.

The normalization concept is one of the most basic precepts of ratemaking.
It is a concept which arises out of the statutery requirement that a test year
be wused as the basis for a reasonably accurate estimate of what may be
anticipated in the near future. Obviously, to the extent that the test year
experience reflects an abnormality, such as an abaormaily low level of nuclear
generation, then it will not result din a reasonably accurate estimate of what
may be anticipated in the near future unless an appropriate adjustment is made
to "normalize" the abmormality. The Supreme Court of this State has recognized
or applied this proposition in numerous decisions. State
ex rel. Utilities Commission v. City of Durham, 282 N.C. 308, 193 S.E. 24 95
(1972); State ex rel. Utilities Commission v. Duke Power Company, 285 N.C. 377,
206 S.E. 2d 269 (1974); State ex rel. Utilities Commission v. Vepco, 285 N.C.
398, 206 S.E. 2d 283 (1974); State ex rel. Utilities Commission v. Edmisten,
291 N.C. 327, 230 S.E. 2d 651 (1976); State ex rel. Utilities Commission v.
Duke Power Company, 305 N.C. 1, 287 §.E. 2d 786 (1982).

We turn now to the question of whether the evidence in this record
establishes that the test year level of nuclear generation is normal in the
sense of whether it is reasonably representative of what is likely to occur in
the near future, particularly during the period that the rates set in this case
are likely to remain in effect.
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The evidence establishes that during the test year the Company had an
overall system nuclear capacity factor of only approximately 45%. That overall
system nuclear capacity factor is a composite of the actual test year capacity
factors of the Company's three nuclear generating units appropriately weighted
by generating capacity of each of those units. Those were a 15% capacity
factor for Brunswick Nuclear Generating Unit No. 1, a 57% capacity factor for
Brunswick Nuclear Generating Unit No. 2, and a 67% capacity factor for the
Robinson Nuclear Generating Unit No. 2.

Company witness McDuffie testified that as of October 31, 1983, the
Robinson Nuclear Unit Ro. 2 had a lifetime, or cumulative capacity factor of
"over 66 percent." His testimony further established that the unit can be
expected to operate at significantly higher capacity factors than were
experienced during the test year after its return to service in early December
1984, due to the elimination of the adverse impacts caused by the steam
generator problems "and other improvements." Specifically, witness HMcDuffie
testified that during the period when the unit comes back on line in early
December 1984 until some point in time after the end of October 1985 the
Company is expecting the unit to run at an 85% capacity factor.

The actual test year capacity factor of the Brunswick Nuclear Generating
Unit No. 1 was only 15%. However, as of the end of 1983 the unit had a
lifetime capacity factor of 46.0%. That unit did not operate at all during a
period of approximately nine months during the test year due to an extended
outage. Company witness Howe indicated that significant and major
modifications and improvements were made to the unit during the extended outage
vhich should improve its level of performance. Witness Howe pointed out that
for the period from the end of that extended outage, on August 29, 1983, until
July 16, 1984, Brunswick Unit 1 had achieved a capacity factor of 73%, which
was indicative of the 4improved performance of the unit due teo those
modifications and improvements. Witness Howe further testified that Brumswick
Unit 1 could be expected to achieve a capacity factor of "on the order of 70%"
when the unit is not in an extended outage. On the other hand, witness Howe
testified that the Company expected the unit to have a capacity factor of 29%
for the period October 1, 1984, through October 1, 1985, which reflects the
effects of the Company's present ountage schedule for the wunit {which
contemplates a six-week outage from October 31, 1984, until December 12, 1984,
and an extended outage for further improvements and modifications begipning
Mazrch 31, 1985, and continting until after October 1, 1985).

The actual test year capacity factor of the Brumswick Nuclear Generating
Unit No. 2 was 57%. Witness Howe's testimony indicates that improvements and
modifications which have already been made to that umit during the test year
and since its end are expected to result in improved performance and improved
capacity factors. Witness Howe testified that during the pericd October 1,
1984, through October 1, 1985, the only scheduled outage for Brunswick Unit 2
was from October 1, 1984, until November 17, 1984, and that the expected
capacity factor for that unit for the period during which the rates set in this
proceeding are likely to be in effect (October 1, 1984, through September 31,
1985) was 65% after taking into account the scheduled outage period mentioned.

The Commission concludes that the 45% system nuclear capacity factor which
was experienced by the Company during the test year was abnormally low and is
clearly not reasonably representative of the system nuclear capacity factor
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which the Company can reasonably be expected to experience in the near future,
including the period during which the rates set in this proceeding are likely
to remain in effect. This conclusion is based on the fact that the 45% nuclear
capacity factor reflects an abnormal extended outage on Brunswick Unit 1, and
reflects the abnormal impact of steam generator related problems on Robinson
Unit 2 which are being remedied and should not continue. This conclusion is
further supported by the testimony of both Public Staff witness Lam and CUCA
witness Wilson, indicating a national average level of performance for nuclear
units on the order of a 60% capacity factor.

The testimony of Company witnesses McDuffie and Howe indicates that the
Company expects a system nuclear capacity factor of approximately 53.5% for the
period October 1, 1984, to October 1, 1985, The Public Staff estimates a
system muclear capacity factor for the same period which is practically the
same (53.4%), although it was arrived at using a different set of assumptioms.
Moreover, witness Nevil testified that historically the Company's system
nuclear capacity factor has been in the range of 51%.

Based upon all of the evidence, the Commisson concludes that a normalized
generation mix which reflects a system nuclear capacity factor of approximately
53.4% and a level of nuclear generation which is properly associated with that
capacity factor are appropriate for use in this proceeding.

EVIDENCE AND CONCLUSIONS FOR FINDING QF FACT NO. 10

Company witness Nevil, Public Staff witness Lam, CUCA witness Wilson, and
Kudzu witness Eddleman provided testimony recommending a base fuel cost
component to be included in general rateg. The Company recommended a base fuel
component of 1.701¢/kWh, whereas the Public Staff recommended 1.582¢/kWh, CUCA
recommended 1.510¢/kWh, and Kudzu recommended 1.358¢/kWh.

Company witness Nevil's recommended base fuel cost component was derived
by utilizing a computerized production simulation model (PROMOD) to recreate
the test year generation mix which would have occurred if the test year were
adjusted to reflect: weather normalization, customer growth, one full years
operation of Mayo No. 1, additional load portion of NCEMPA, the actual test
year capacity factor of each of the Company's nuclear units, the actual test
year hydro generation, and the resultant levels of purchased power, coal, and
IC turbine generation. June 1984 inventory prices were utilized for coal and
0il prices. Witness Nevil then made adjustments to the resultant fuel costs to
eliminate nonfuel components from purchased power and sales and nuclear fuel
disposal costs. From this resultant figure he subtracted the fuel costs of the
portion of the plants owned by the Power Agency and added back in the amount
paid to the Power Agency by CP&L for purchase of power from Mayo Unit 1 under a
"buy-back" agreemeat for a final total company fuel cost of $536,341,900, or
1.701¢/kWh after ©being divided by system adjusted company sales of
31,535,371,230 kWhs. The North Carolina retail portion of the fFfuel cost is
$340,472,000. The 1.701¢ per kWh base fuel cost was based on the actual test
year system nuclear capacity factor of approximately 45%.

Public Staff witness Lam's recommended base fuel factor was derived by a
methodology which normalizes the capacity factor for each nuclear plant as
discussed elsewhere herein, uses a normalized level of hydro generation equal
to the median hydro generation as reported in the Company's most recent Power
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System Report (FERC Form 12), and prorates the remaining fossil fuel generation
and outside purchases and sales in proportion to the actual test year level of
each. Witness Lam also computed and backed out the same types of Power Agency
and nonfuel costs as did witness Nevil. Witness Lam accepted ' CP&L's
methodology to calculate the impact of the Mayo 'buy back" agreement and the
savings in energy provided by the Harris-Asheboro and Harris-Fayetteville
transmission lines. Using June 1984 burmed fuel values, witness Lam computed a
total company fuel cost of $498,808,000 ($316,653,000 attributable to the North
Carolina retail jurisdiction) which when divided by system adjusted company
sales of 31,535,371,000 kWhs produces his recommended base fuel facter of
Lﬁﬂﬂ%,ﬂdﬁhgp%smm@ﬁtﬂ.Tm15&¢wrWhmsM“d@ma
normalized system nuclear capacity factor of approximately 53.4%.

CUCA witness Wilson advocated the adoption of a base fuel component which
reflected a minimum 60% capacity factor for all nuclear generating units.
Witness Wilson's base fuel component of 1.510¢/kWh utilizes CP&L's estimated
June 1984 inventory prices for coal and oil and is based on CP&L's PROMOD
computer program.

Kudzu witness Eddleman's recommended base fuel component of 1.358¢ per kWh
is calculated utilizing a 65% system nuclear capacity factor.

The Commission is of the opinion that a normalized generation mix is
appropriate for use in this proceeding and that such should reflect a level of
nuclear generation associated with a reasonable system nuclear capacity factor
of approximately 53.4%. Such a method would be similar to the method utilized
by the Commission in Docket Nos. E-2, Subs 444 and 461, and E-7, Subs 338 and
373.

Based upon the foregoing and a careful consideration of all of the
evidence bearing upon this matter, the Commission concludes that the
appropriate fuel factor for use in this proceeding is 1.582¢/kWh, which
reflects a reasonable fuel cost of $316,653,000 for North Carolina retail
service.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 11

The evidence for this finding of fact is found in the testimony of Company
witness Nevil and Public Staff witnesses Lam and Paton.

Company witness Nevil presented Nevil FExhibit No. 6 showing the actual
monthly balances through June 1984 and the projected monthly balances through
September 1984 for the deferred fuel account established by this Commission in
CP&L's last general rate case, This exhibit showed the actual balance through
June as $7,675,552 and the projected balance through September as (54,570,07).
He testified that, since the final balance in the deferred account cannot be
known until after the Commission issues an Order in this case, the Commission
should not take any action relating to the deferred account at this time, but
should instead defer the matter until CP&L's next general rate case or fuel
charge adjustment proceeding.

Public Staff witness Lam offered testimony as to the monthly balances in
the deferred account. On cross-examination, he agreed that the actual balances
shown on Nevil Exhibit No. 6 are correct. He testified that the Commission
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should examine thé deferred account balance at the latest time possible prior
to establishing new rates.

Public Staff witness Paton agreéd on cross-examination that the Company
had made an adjustment to test year Q& expenses which had the effect of
refunding to ratepayers the September 1983 per books balance in the deferred
account. The amount of this adjustment was $1,675,945. Nevil explained that
this adjustment was higher than the actual September 1983 balance shown on
Nevil Exhibit No. 6 because the September 1983 per books balance was an
estimate. Paton stated that, if the Cempany is directed to refund the amount
in the deferred account, the refund should be reduced by the $1,675,945 figure
already effectively refunded.

CUCA took the position, through counsel's cross-examination, that CP&L
should be required to refund the actual June 1984 balance of $7,675,552.

The deferred fuel account was originally established by the Commission in
its Order Granting Partial Increase in Rates and Charges which was issued on
September 19, 1983, in CP&L's last general rate case, Docket No. E-2, Sub 461.
The Commission undertook reconsideration of that Order and issued its Order on
Reconsideration on December 7, 1983. That Order, in pertinent part,
established a new fuel factor, continued the deferred fuel account, and
provided for review of the deferred account and refund of overcollectiems. 1In
this regard, the Commission stated the following:

"Since minor changes in the normalized test year generation mix and
resulting changes in fuel costs can cause overcollection or under-
collections of tens of millions of dollars, and in light of CP&L's
erratic nuclear operational experience and the absence of Commission
rules for implementing G.S5. 62-133.2, the panel is reluctant to set a
fuel factor without providing some explicit protection for the rate-
payers. Therefore, the Commission finds that the 1.677¢ per kWh fuel
factor should bé considered provisional in the sense that it may be
reduced if actual experience demonstrates that it has been set too
high, but fixed if actual reasonable fuel costs equal or exceed it.
By the Commission taking this approach, CP&L has the burden, and
properly so, to maintain its fuel costs at or below the level found
to be reasonable therein. If it is unable to do so, it will have the
burden of attempting to institute a proceeding under G.5. 62-133.2,
even in the absence of Commission rules, to recover its additiomal
reasonable fuel costs. However, the Commission is mnot willing to
place such a burden on CP&L's customers or their representatives.
Accordingly, the Commission directs CP&L to establish a deferred fuel
expense account and place any net overcollections in it. The
Commission will review the Company's actual fuel costs in its pext
general rate case or in a G.S5. 62-133.2 proceeding and will require
the Company to refund any overcollections to its customers. The
status of this deferred account shall be reported to the Commission
no later than one year from the date of this Order or 30 days prior
to the beginning of the hearings in CP&L's next general rate case.
The status of this account is to be made available to the Public
Staff at any time."
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The Commission directed that net overcollections be placed in the deferred
account and that the Commission review the Company's actual fuel costs in its
next general rate case or fuel charge adjustment proceeding and require net
overcollections to be yefunded. It follows from this language that the
Commission intended for the deferred account to be reexamined when a new fuel
factor was set and for any net overcollections to be refunded at that time.
The testimony herein provides only an estimate as to the balance for Septembexr
1984. The relevant balance is the actual balance as of the time new rates go
into effect, and this figure cannot be known prior to issuance of the
Commission's decision herein. Therefore, CP&L should be, and hereby is,
directed to file with the Commission and serve upon all parties to this
proceeding a verified report of the balance of the deferred fuel account as of
the date that new rates go into effect as a result of the present geperal rate
case. Any party to this proceeding may request a hearing within 10 working
days following filing of this report for the purpose of resolving any doubts or
questions as to the correct balance of the account as of the date specified.
Such a hearing, if requested, will be held before the present panel and will be
limited to the accuracy of the report filed by the Company. If as a result of
the report or as a result of any hearing that might be requested and held in
order to determine the accuracy of the report, it is determined that there is a
positive balance in the deferred fuel account, the panel will reduce this
balance by the $1,675,945 figure already effectively refunded to CP&L's
ratepayers. If there is still a positive balance in the account, this panel
will enter an order directing that such positive balance be refunded to the
Company's ratepayers. This procedure gives effect to the directions in the
Order on Reconsideration.

In its Brief submitted in this case, CP&L argues that the Commission
should not deal with the balance in the deferred account past September 1983
since to do so would go beyond the test year in this case. The Company argues
that the deferred account should be continued and that all post-September 1983
balances should be dealt with in the future. The Company also argues that
since fuel costs vary from month to month, it would be unfair to deal with the
deferred account on the basis of less than one full year's experience. As it
happens, our present action follows almost exactly one year after the
establishment of the deferred account, so the Company's argument for one full
year's experiepnce with the deferred account is met.

The Commission has determined that the deferred account should not be
continued. A major factor prompting the Commission to establish it in the last
general rate case was the absence of Commission rules for implementing G.S5.
62-133.2, the statute dealing with fuel charge adjustment proceedings. On Hay
1, 1984, the Commission issued an Order in Docket No. E-100, Sub 47, adopting
rules for implementation of the fuel charge adjustment proceeding statute.
With this proceeding now readily available to all parties, the Commission finds
ne basis for continuing the deferred fuel account and concludes that it should
be closed out according to the procedure outlined above. Having decided to
close out the account, the practical solution is to proceed to determine the
balance at the time new rates go into effect by the procedure outlined above.
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EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 12

The evidence bearing on the issue of fuel inventory was presented by
Company witnesses Davis and Nevil, Public Staff witness Burnette, and CUCA
witness Wilson.

The first part of the fuel stock issue relates to the coal inventory cost.
CP&L seeks a working capital allowance of $64,920,775 for the North Carolina
retail coal inventory. The Public S$taff recommends an allowance of 559,985,479
for the North Carolina retail coal inventory.

Company witness Davis used the "maximum drawdown" methodology in order to
derive a coal inventory requirement of 2,129,945 tons, which when multiplied by
the June 1984 inventory coal price of $47.86 per ton, results in $101,939,168
total company investment, or §64,920,775 for the North Carolina retail
jurisdiction. The 2,129,945-ton inventory used by witness Davis would provide
a 77.2-day supply based on the projected 27,598-ton daily burn rate which he
used in his maximum drawdown methodology. That projected burn rate was derived
by dividing an "adjusted test year" level of cocal consumption of 10,073,200
tons by 365 days., He acknowledged on cross-examination that the "adjusted test
year" level of ceal consumption had been provided to him by Company witness
Nevil and was based upon witness Nevil's fuel cost analysis and generation mix.
The Company's proposed inventory of 2,129,945 tons would provide an 84-day
supply based on the 23,362-ton daily burn rate calculated by Public Staff
witness Burnette.

Public Staff witness Burnette recommended a 594,189,724 investment
allowance for coal inventory on a systemwide basis and an allowance of
$59,985,479 for the North  Carolina retail jurisdiction. During
cross-examination witness Burnette agreed that the calculation wused in
computing the daily burn rate should be net of Power Agency. His recommended
1,968,026 tons of coal inventory would provide a 78-day supply based on his
recomprended 25,362-ton  daily burn rate. Vitness DBurnette calculated a
25,362-ton daily burn rate based on: (1) the normalized coal generation (net
of Power Agency) which was utilized by Public Staff witness Lam to calculate
his recommended fuel costs in this proceeding, (2) the historical fossil heat
rate (net of Power Agency), and (3} the actual heat value of the coal (net of
Power Agency) based on data provided by the Company. Witness Burnette's
1,968,026 tons of inventory would provide a 77.2~day supply if the daily burn
rate should increase to 25,500 tons per day. Witness Burnette used the same
$47.86 per ton inventory value as did witness Davis.

CUCA witness Wilson also recommended a lower average daily burn rate to
reflect his estimate of coal-fired generation. He used a 77.2-day supply to
compute a 1,861,521-ton inventory, and priced the inventory at $47.14 per ton
resulting in a coal inventory valued at $87,752,100 on a systemwide basis.

The primary difference between the Company's recommendation and that of
the Public Staff and CUCA is the daily burn rate which should be used. The
daily burn rate used by witness Davis is appropriate only if the Company's
recommended generation mix is accepted by the Commission. The Commission has
adopted the Public Staff's proposed generation mix, upon which witness
Burnette's current daily burn rate is based in part. Based upon a2
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consideration of all of the evidence regarding this matter, the Commission
¢oncludes that the working capital allowance of §59,985,479 for coal inventory
as recommended by witness Burnette is appropriate for use in this proceeding.

The second part of the fuel stock issue relates to the liquid fuel
inventory cost. There was no disagreement between the Company and the Public
Staff regarding the amount of the liguid fuel inventory. The disagreement
between the Company and CUCA centers on the quantity of liquid fuel that should
be included in the fuel stock amount.

Company witness Davis recommended a total liquid fuel inventory cost level
of 49,660,505. This figure is comprised of 9,445,477 gallons of No. 2 oil at
the June 1984 inventory cost of 85 cemts per gallon and 2,365,000 gallons of
propane at the June 1984 inventory cost of 69 cents per gallon. Witness Davis
based his recommendation on the Company's liquid fuels inventory ‘guidelines
which consider availability of fuels by anticipating varying demands for and
prices and availabilities of Ne. 2 o0il, natural gas, and propane.

CUCA witness Wilson proposed an 8,554,967-gallon oil inventory and a
647,057-gallon propane inventery based on test year average inventory balances.
He priced these inventories at unit wvalues of 85 cents per gallon for oil and
65 cents per gallon for propane. This resulted in a system oil inventory of
$7,271,722 and a system propane inventory of $417,337.

The Commission finds the Company's recommendation of $9,660,505 for total
liquid fuel cost for the system to be the most appropriate for this proceeding.
The North Carolina retail portion of this amount is $6,152,000. This amount,
plus the previously discussed appropriate coal stock amount of $59,985,000 and
the miscellaneous per book components of the fuel stock aceount of $(2,000),
results in a total North Carolina retail fuel stock of $66,135,000.

EVIDENCE AND CONCLUSIONS FOR FINDGING OF FACT NO. 13

Company witness Faucette and Public Staff witnesses Dennis, Paton, and
Burnette presented testimony and exhibits in regard to the proper working
capital allowance. The amount of working capital included in the respective.
proposed Orders of the Cempany and the Public Staff is shown in the chart
below:

(000's Omitted)

Public
Item Compan Staff Difference

Investor funds advanced

for operations 417,003 514,270 $(2,733)
Materials and supplies 88,613 83,556 . (5,057)
Other rate base additions

and deductions (15,788) (16,269) (481)
Total working capital

allowance $89,828 $81,557 § (8,271)

In additienr, CUCA witness Wilson presented testimony and exhibits on the
investor funds advanced for operations component of the working capital
allowance. Dr. Wilson's calculations showed $7,382,000 for this segment, a
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decrease of $9,621,000 from the Company amount and $6,888,000 less than that of
the Public Staff. Also, Dr. Wilson recommended adjustments to the Company's
proposed level of materials and supplies. The Company, the Public Staff, and
CUCA were the only parties to the proceeding which presented specific
recommendations and evidence bearing on the appropriate amount of the working
capital allowance.

The first area of disagreement between those parties as to the appropriate
amount of working capital iz the determination of the investor funds advanced
for operations. .All three parties determined a different level of investor
funds advanced for operations. The different levels proposed by the witnesses
for each party resulted in part .from the Company's use of a formula method as
opposed to the other two parties' use of a lead-lag study. The lead-lag
studies presented by the Public Staff and CUCA were based on the study filed by
the Company in its initial E-1 data filing. The Public Staff and CUCA adjusted
the study filed by the Company to reflect adjustments to certain amounts in the
cost of gervice and to reflect assignment of different lag days to various
components of the cost of service. Additionally, incidental collections were
deducted from investor funds advanced for operations.

Concerning the Company's use of the formula methed in this proceeding to
calculate a reasonable level of investor funds advanced for operations, Company
witness Faucette testified that, based on the amount of investor funds advanced
for operations allowed by the Commission in the Company's last two general rate
proceedings as compared to the related per books amounts of operation and
maintenance expenses adjusted for the Leslie coal mine loss and Power Agency, a
consistent trend is shown in the relationship of investor funds advanced for’
operations allowed to operation and maintenance expemses allowed. Witness
Faucette contended that a reasonable approach to determining investor funds in
this proceeding would be to apply the percentage which reflected the
relationship which investor funds advanced bore to per books operation and
maintenance. expenses found appropriate by the Commission in Docket No. E-2,
Sub 461, to the test year per books operation and maintenance expenses in this
case, after adjusting for the Power Agency and Leslie Coal mime loss. Tn
support of the formula method which he proposed, witness Faucette asserted that
it was an easier and less costly method of determining investor funds advanced
than was a lead-lag study. However, witness TFaucette did not present any
evidence regarding the costs of preparing a lead-lag study.

Additionally, witness Faucette testified that if the Commission did .not
accept the Company's proposed formula methodology, then it should use a
full-blown lead-lag study which includes all of the Company's pro forma and
end-of-period adjustments.

Both CUCA witness Wilson and Public Staff witness Dennis asserted that
the 'lead-lag study approach to determining investor funds advanced for
operations is preferable to using a formula or ratio method, as the Company
contended should be done. Witness Wilson testified that there is no basis for
the Company's assumption that a constant percentage of adjusted operation and
maintenance expenses would reflect the working capital provided by investors
from year to year. Witness Dennis testified that a properly prepared lead-lag
study is an in-depth analysis which reflects the Company's current reasonable
cash working capital needs measuring the lag in collections from the customers
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of the cost of providing service and the lag in payments by the Company of the
cost of providing said service.

The Commission recognizes that there are at least three methods used to
détérmine the cash working capital requirement for a regiulated utility. Those
aré the balance sheet method, the formula method, and the lead-lag method, with
many wvariations to each of these approaches. The Company's method of
determining investor funds in this proceeding is a var1at1on of the formula
method. While the Company's proposed formula method may be a simpler and more
easily understandable approach than the lead-lag method, the Commission does
not believe that this fact alone is justification for a departure from the
traditional lead-lag study approach vhich has been repeatedly used and approved
by the Commission over the past several years. Although the Company's formula
method is based upon the percentage relationship of investor funds advanced for
operations to operation and maintenance expense found appropriate by this
Cormission in Docket No. E-2, Sub 461, the Commission concludes that there is
no reasonable basis to suppose that this percentage relationship accurately
reflects or will reflect the actual payment practices of CP&L and its customers
in this or future proceedings. In support of this conclusion, the Commission
notes that Company witness Faucette agreed under cross-examination that payment
practices would change from one time period to another. Therefore, based on
all the foregoing and the entire evidence of record, the Commission concludes
that since the lead-lag method more clearly identifies the capital required as
a result of the customers' and the Company's actual current payment practices
and the capital available from sources other than the investor to meet that
need, then said method should be used to determine a fair and reasonable level
of investor funds advanced for operations, to be used in calculating an
appropriate level of working capital to be used in this proceeding.

In regard to the question of using a full-blown lead-lag study instead of
a lead-lag study based on a per books cost of service, the Commission has ruled
in previous CP&L general rate cases that a lead-lag study based on the per
books cost of. service, adjusted only for significant changes, represents a
reasonable approach to determining investor funds advanced fer operations.
Accordingly, the Commission reaffirms that position in this proceeding.

The Commission has reviewed the adjustments proposed by Public Staff
witness Deonis to the per books cost of service amounts presented in the
Company's lead-lag study included in its initial E-1 data filing. The Company
presented no evidence in opposition to these adjustments proposed by Public
Staff witness Demnis, except to the extent, as spoken to above, that the
Company asserted that the lead-lag approach was inappropriate. Therefore, the
Commission concludes that the adjustments to the per books cost of service
amounts, as presented by the Public Staff, are proper and should be con51dered
in this proceeding.

Similarily, the Commission has reviewed the adjustments made by the Public
Staff to the lag days assigned to various components of the cost of service
within the lead-lag study. Here again, with but one exception, the Company
provided no opposition to said adjustments except to the extent that the
Company considered the lead-lag study to be improper. The Company asserted
that Public Staff witness Dennis' adjustment to assign the level of revenue lag
days to the investment tax credit item of the per books cost of service was
inappropriate. )
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Witness Dennis and witness Wilson testified that it was inappropriate to
include an addition to working capital relating to investment tax credits
(ITC). Witness Dennis testified that the purpose of the lead-lag study in a
general rate case proceeding is to measure the level of investor or customer
funds advanced for operations. Witness Dennis further testified that, to the
extent that those funds measured through the lead-lag study are supplied by
investors, they represent valid additions to rate base upon which the investors
are given the opportunity to earn a fair rate of return; however, to the extent
that funds are not supplied by investors, they do not qualify as walid
additions to rate base. Witness Dennis stated that ITC are not supplied by
investors; therefore, the Company's lead-lag study should be adjusted so that
CP&L does not receive any working capital allowance relative to ITC and that
the assignment of the revenue lag of 39.63 days to ITC would accomplish that
result.

The central issue concerning this matter is whether the Internal Revenue
Code allows the treatment advanced by the Public Staff or whether it mandates
the treatment advocated by the Company. Initially, one should note that the
treatment advocated by the Company is the same as that put forth by beth the
Company and the Public Staff, and accepted. by this Commission, im previous
general rate case proceedings. Additionally, it should be neted that the
evidence is clear that the Public Staff's treatment would effectively nullify
any consideration of the Investment Tax Credits in determining an appropriate
level of working capital, while the Company's treatment would include
consideration of the ITC.

The Company asserts that the position of the Public Staff concerning this
matter could be found to be in violation of the Internal Revenue Code, placing
the Company in jeopardy of losing millions of dellars in ITC. Clearly the
Public Staff and the Company agree that the ITC unamortized balance should not
be directly deducted from rate base, as that would be in violation of the
Internal Revenue Code and would subject the Company to the loss of the ITC.
However, the parties disagree concerning the interpretation of whether or not a
reduction te rate base by virtue of a reduction in the working capital
allowance, based on the lead-lag metheodology, should be considered in the same
light as a direct reduction to rate base.

The Commission, in its review of this matter, has taken judicial notice of
I.R.S. Regulation 1.46-6(b)(ii) which states in part:

"(ii) In determining whether, or to what extent, a credit has been used
to reduce rate base, reference shall be made to any accounting treatment that
affects rate base. In addition, in those cases in which the rate of return is
based on the taxpayer's cost of capital, reference shall be made to any
accounting treatment that affects the permitted return on investment by
treating the credit in any way other thap as though it were capital supplied by
common shareholders to which a "cost of capital" rate is assigned that is not
less than the taxpayer's overall cost of capital rate {(determined without
regard to the credit)."

Based on the foregoing, and a review of the eatire record concerning this
matter, the Commission concludes that the Public Staff's adjustment would
result in a reduction in rate base, and consequently would be in contradiction
to the IRS regulations. Therefore, the Commission concludes that the Public
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Staff's adjustment related to the appropriate treatment of Investment Tax
Credits in the Jlead-lag study is improper and should not be adopted. The
Commission further concludes that all other adjustments proposed by the Public
Staff concerning the assignment of appropriate lag days in the lead-lag study
are proper and therefore should be approved.

Based on all the foregoing, the Commission concludes that the appropriate
level of investor funds advanced for operations, to be used in establishing
fair and reasonable rates in this proceeding, is $18,941,000.

The second area of difference between the Company and the Public Staff
with regard to working capital is the proper amount teo be included in rate base
for materials and supplies. The Company proposed a level of $88,613,000 for
this item, while the Public Staff's recommendation would result in a level of
$83,556,000. The sole difference between the Company and the Public Staff is
attributable to the difference between them with respect to the appropriate
amount of working capital allowance for the coal and liquid fuels inventory
balances. The chart below illustrates the components of the respective
positions of the Company and the Public Staff with respect to materials and
supplies.

(000's Omitted)

Public
Item Compam Staff Difference
Fuel stock inventory:
Coal $64,921 $59,983 $(4,936)
Other liquid fuels 6,150 6,029 (121)
Plant materials and supplies 17,542 17,542 -
Total meterials and supplies $88,613 $83,556 $(5,057)

Based on the Commission's determination in Finding of Fact No. 12 of this
Order, the appropriate working capital allowance for coal and other liquid fuel
inventory for use in this proceeding is 559,985,000 and 46,150,000,
respectively. Since the level of plant materials and supplies is uncontested
in this case, the Commission concludes that the uncontested amount of
$17,542,000 is appropriate. The Commission therefore concludes that materials
and supplies of %83,677,000 is appropriate for use herein.

The final area of disagreement between the parties as to working capital
concerns the proper level of other rate base additions and deductions. The
Company recommended a net deduction of $15,788,000, while the Public Staff
recommended a net deduction of $16,269,000. The difference of $481,000 relates
entirely to the unamortized balance of the gain on the sale of assets to the
North Carolina Eastern Municipal Power Agency. Both the Company and the Public
Staff agreed that the unamortized balance of the gain on the Power Agency sale
should be deducted from rate base. The parties are in disagreement however as
to the amount of the unamortized gain. The Commission hereinafter in Evidence
and Conclusions for Finding of Fact No. 18 fully discusses this issue, Based
upon the conclusions reached therein the Commission finds the Publie Staff's
proposed adjustment of $481,000 to other rate additions and deductions
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inappropriate, The Commission therefore finds other rate base additions and
deductions of $15,788,000 reasonable and appropriate for use herein.

In summary, the Commission concludes that a working capital allowance of
586,830,000 is reasonable and proper, consisting of investor funds advanced for
operations of $18,941,000, materials and supplies of §$83,677,000, and other
rate base additions and deductions of $(15,788,000).

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 14

The evidence for this finding of fact concerning inclusion of comstruction
work in progress (CWIP) in the rate base was presented in testimony and
exhibits of Company witnesses Smith, Lilly, Vander Weide, Spann, McDuffie,
Bradshaw, and Chapman; Public Staff witness Sessoms; Kudzu Alliance witness
Eddleman; CCNC witness Reeves; and CUCA witness Wilson.

In 1977, an amendment to North Carolina G.S. 62-133(b)({1) provided that
reasonable and prudent expenditures for CWIP incurred after July 1, 1979, shall
be included in rate base. By definition allowing CWIP in the rate base means
that the annual cost of money (interest, etc,) borrowed and invested to
construct plant facilities are charged to customers on a curreat basis rather
than deferred and added to the cost of the facility at the time the plant is
completed. Including CWIP in the rate base does not mean that the customers
are investing in the "bricks and mortar" of ceonstruction expenditures. On
June 17, 1982, North Carolina G.S5. 62~133(b)(1) was further amended to provide
that reasonable and prudent expenditures for CWIP may be included in the rate
base of a public utility to the extent the Commission considers inclusion to be
in the public interest and necessary to the financial stability of the utility
in question. Since the effective date of the initial amendment to North
Carolina G.S. 62-133(b)(1), the Commission has approved the inclusion of a
portion of CWIP in CP&L's rate base in five proceedings: NCUC Docket Nos. E-2,
Sub 366; E-2, Sub 391; E-2, Sub 416; E-2, Sub 444; and E-2, Sub 461. CP&L is
requesting in this proceeding that $695,275,923 of CWIP, all related to Harris
Unit No. 1, net of Power Agency ownership, be imncluded in its North Carolinpa
retail rate base. This figure represents approximately 61% of the Company's
total North Carolina retail CWIP at March 31, 1984

As the Commission has noted in previous Orders since the 1982 amendment
the amount of CWIP in rate base determined to be appropriate results from the
application of the following criteria: (1} the expenditure must be reasonable
and prudent, (2) the inclusion must be in the public interest, and (3) the
inclusion must be necessary to the financial stability of the utility in
question.

Company witness McDuffje presented evidence that showed expenditures made
for construction of Harris Unit No. 1 to date have been both reasonable and
prudent. Witness McDuffie testified that a recent study of construction costs
of other utilities showed that the Company's total plant costs are favorable
when comparisons are made on a similar basis. Public Staff witness Sessoms
testified that he had made no examination of whether CWIP expenditures were
reasonable and prudent. Kudzu Alliance witness Eddleman and CCNC witness
Reeves alleged that Harris Unit No. 1 is unnecessary and should be cancelled,
and that any further expenditures on this unit would not be reasonable.
However, evidence presented by Company witness Smith in Item 35 of the Form E-1
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Information Report and in previous load forecast hearings shows that Harris
Unit No. 1 will be necessary to meet future customer requirements. Therefore,
the Commission finds that the expenditures under consideration in this case for
Harris Unit No. 1 have been reasonable and prudent.

Several witnesses offered testimony on the public interest criterion.
Company witness Spann presented a quantitative study and testimony concluding
that the inclusion of the requested amount of CWIP would benefit ratepayers by
minimizing the net present value of revenue requirements through the year 2000.
Dr. Spann testified that it would be less costly on a present value basis to
place CWIP in rate base in order to maintain an A bond rating than not to place
CWIP in rate base and have CP&L's bonds downgraded, with a commensurate
increase in interest expense and therefore total cost of the plant. Dr. Spann
further testified that a ratepayer would have to have an after-tax effective
investment rate of over 20% to be able to receive a better present value
investment return than from the payment of a return on CWIP in the rate base.
Dr. Spann noted that the current rate on tax-free bonds was approximately 10%.

Dr. Spann also testified that inclusion of CWIP in rate base helps to
levelize rates and minimize rate shock as new plants go into service. To the
extent that carrying charges have been eliminated due to the inclusion of CWIP
in the rate base, the total dollars placed into the rate base when Harris Unit
No. 1 comes on line and on wvhich customers must pay a return are reduced
substantially.

CP&lL witness Bradshaw testified that the amount of CWIP CP&L is requesting
to have placed in the rate base is the amount which the Company estimated would
be eligible for inclusion as of March 31, 1984. Public Staff witness Paton
testified that as of March 31, 1984, the actual amount of eligible CWIP related
to Harrxis No. 1 was $692,604,000.

Public Staff witness Sessoms testifjed that inclusion of CWIP in the rate
base could rxesult in lower future rates for ratepayexs but that such rates did
not mean that the ratepayers as a group would benefit financially from the
inclusion of CWIP in the rate base. Witness Sessoms indicated that in order to
determine the benefits to ratepayers the opportunity cest of money to
ratepayers as a group; must be established i.e., the ability of ratepayvers to
invest in something with a higher return to them. According to witness Sessoms
that cost was "difficult, if not impossible, to measure." Witness Sessoms
further testified that the inclusion of CWIP in the rate base was unfair to
ratepayers who did not remain in the service area. Witness Sessoms recommended
that the amount of CWIP placed in the rate base under these circumstances
should be limited to %5496,597,912. Contrary to witness Sessoms' assertions,
Company witness Spann testified that CP&L had studied its 1983 customer base
and determined that 84% of CP&L's residential customers and 87% of its
commercial and industrial customers were customers seven Years earlier, so that
a valid assumption -can be made, that the vast majority of customers will
continue to require CPAL™ service through the time when Harris Unit No. 1
becomes commercial and would therefore benefit from the then lower rates. The
Commission notes further that the current best estimates aye that Harris No. 1
will become commercial by March 1986, approximately two years from the
effective date of this Order. Hence, the Commission concludes that the
intergenerational equity argument lacks significance in this instance and does
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not outweigh the benefits to ratepayers derived from inclusion of CWIP 1n rate
base in this proceeding. —_

Kudzu Alliance witness Eddleman testified that no CWIP should be included
in the rate base. The basis of hisz testimony was his belief that inclusion of
CWIP is not cost effective and is in reality a forced loan from consumers to
the Company. CCNC witness Reeves also testified that inclusion of CWIP is not
in the public interest. The basis of his testimony was his belief that load
management and conservation methods can save the same amount of energy as it is
currently estimated will be needed to be produced by Harris Unit No. 1 and that
these methods are cheaper than completing the plant. Finally, CUCA witness
Wilson testified that it was not fair to allow xecovery on the plant until it
is used and useful. Witness Wilson testified that capitalization of AFUDC
matches cost incurrence with provision of service, and in his opinion this was
the only method of collecting for plant costs which is truly in the public
interest.

The Commission finds that, in determining whether the public interest is
served, it is appropriate to consider a number of factors. Although the
near-term impact on present ratepayers is certainly an important facter, it is
not totally dispositive of the issue. When the public interest is viewed in a
broader sense, it becomes clear that for purposes of this proceeding additional
Wﬂ1nmmbuemusuwthpwhcmmmnd%mthfutwuruﬁ
will be somewhat higher in the near term.

The quantitative evidence presented in this case supports, and the
Commission so finds that, inclusion of additional CWIP in rate base will result
in lowexr revenue requirements on a net present value basis through the year
2000. Thus, inclusion in rate base of the additional CWIP approved in this
case will serve to provide power to CP&L's customers at the lowest cest over
the life of Harris Unit I which is certainly in the public interest. The
inclusion in rate hase of the CWIP requested by the Company in this proceeding
is also in the public interest because: (1) with the inclusion of CWIP rates
will increase gradually over the period of construction rather than all at once
when the plant goes into service; (2) placing additional CWIP in rate base is a
lower cost method of improving CP&L's cash flow, interest coverage, and other
key financial indicators than available alternative policies; (3) with CWIP in
rate base, ratepayers will receive the accurate pricing sigpals regarding the
cost of electricity necessary to make decisions regarding home insulation,
appliances, and other energy-sensitive investments; (4) migration studies have
shown that most of the Company's present ratepayers will also be future
ratepayers; and (5) assurance of adequate service in the future attracts
industry and jobs and bolsters the current economy in the service area by
providing jobs and tax revenues for such public needs as schools and highways.

Several witnesses also testified om the financial stability criterion.
Company witness Spann provided the following analysis of CP&L's financial
position as compared to other A and Baa utilities for the 12-month period
ending March 31, 1984:
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Average  Average

Factor A Rated Baa Rated CP&L Comments
Pretax interest coverage 2.71 2.04 2.4 In between
CWIP/net plant 24.6 34,68 38.3 Below Baa
AFUDC/net income 39 61.33 59.5 Closer to Baa
Common equity 39 36.50 40,4 Better than A
Internal generation/ .
coostruction expense 57 52.00 38.0 Below Baa

In summary, witDess Spann stated that CP&L looks more like a Baa-rated utility
than an A-rated utility. Company witness Lilly provided similar information
showing that the Company did not meet minimum criteria for fimancial stability,
as defined by a strong A bond rating and financial indicators commensurate with
such a rating. Company witnesses Spann, Lilly, and Vander Weide testified that
without inclusicn of all eligible CWIP in rate base, the risk of CP&L's bonds
being downgraded escalated substantially. A downgrade would have a serious
impact on the Company's ability to raise the capital necessary to complete
Harris,Unit No. 1 at a reasonable cost and would ultimately result in notably
higher rates to customers due to the increased financing cost.

Public Staff witness GSessoms oprovided some figures to support his
contention that CP&L's finmancial statistics were well within the range of an A
utility and therefore a bond downgrading was not likely if additional CWIP were
not added to the rate base. On cross-examination, however, witness Sessoms
admitted that certain of the financial indicators- he presented showing CP&L to
be within the range of an A-rated utility, also showed CP&L to be closer to or
worse than the average BBB/Baa utility. Witness Sessoms stated however that
CP&L's financial indicators had improved recently and in his opinion the
Company's requested CWIP additions to rate base were not necessary to CP&L's
financial stability.

The Public Staff, through its cross-examination of CP&L witness Lilly,
attempted to show that the rating of CP&L's bonds was. mot overly important
since CP&L has little financing left to undertake prior to Harris Unit No. 1
coming into service. As explained by the witness, however, by May 1985 CP&L
must remarket $272 million worth of pollution control bonds in pubklic
offerings, and it anticipates a common stock issue closing in the fall of 1984
in an estimated amount of 370 to $80 million. In addition, the Company's April
1984 financial forecast projected that $134 million must be raised through
stock purchase plans in the remainder of 1984 and 1985, and $134 million must
be raised through outside firancing during 1985. Any earnings centributing to
increased internal cash generation which might occur in 1986 would not be
available in 1985 to offset these financings. In addition, all of these
projections assume that CP&L is able to include all eligible CWIP for Harris
Unit No. 1 in the rate base and that the cost to complete the unit does not
increase. If these assumptions prove inaccurate, the financing requirements
will increase. Moreover, in financing additional requirements arising from the
noninclusion of CWIP in rate base, it can be anticipated that CP&L will be
required to pay higher than currently expected interest rates on those borrowed
funds.
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CUCA witness Wilson testified that he had undertaken an analysis that
shows inclusion of CWIP is not necessary to¢ CP&L's financial stability.
Witness Wilson did not, however, produce that study or its results. Witness
Wilson also stated that CP&L does not need any additional CWIP and that the
amount of CWIP can be reduced. However, witness Wilson presented no evidence
to support the assumption that CP&L's current rates are covering operating
expenses, interest, dividend requirements, and substantially all construction
expenses, which underlaid his assertion.

The financial stability criterion of the CWIP in rate base issue is
perhaps the most crucial and difficult issue which the Commission must
determine. The Commission has carefully studied and evaluated all of the
evidence presented by each of the parties on this issue. Clearly, the
witnesses testifying in this regard do not all agree that the requested
additional amount of CWIP in rate base is necessary to the Company's financial
stability. However, the Commission must conclude based upon its own review and
analysis that the weight of the evidence overwhelmingly indicates that the
inclusien of additional CWIP in rate base is crucial to the financial stability
of CP&L.

The Commission notes that several of the parties in the proceeding assert
that, because certain of CP&L's financial indjcators have improved somewhat in
recent years and because some of the massive external financing requirements of
the Company necessitated by CP&L's construction program have been met, the
inclusion of additional amounts of CWIP in rate base are not necessary toc the
Company's financial stability and, indeed, that the current level of CWIP may
even be reduced with no fear of impairing the fimancial health of the Company.
The Commission believes that the following excerpt regarding CP&L from the
Jine 29, 1984, issue of Value Line Investment Survey clearly reflects the
fallacy of such assertions:

"The Harris #1 nuclear plant appears headed for early 1986 operation.
CP&L has an 84% interest in the 85%-completed unit. The plant has
had no significant construction problems to date. Fuel loading is
scheduled for the spring of 1985. Capital outlays for the next two
years, chiefly for this facility, are expected to top §1.2 billion.
We expect no more than 30% of the required funds for the period to be
generated internally. This means probable issues of $250 million in
long-term debt and a public offering of three-to-four million shares
of commen in the current year. We are lowering this utility's
financial strength rating from B++ to B+ and the stock's Safety a
notch to 3 (Average)."

In the Commission's view CP&L is in a crucial stage of its construction program
and the present financial stability of the Company necessitates the inclusion
of additional amounts of CWIP in rate base.

It is the finding of this Commission from the evidence presented that the
financial stability of CP&L requires the inclusion of an additional amount of
CWIP in rate base. It is important to promote investor confidence in CP&L at
this time so0 investors will undertake to finance the final stages of
construction of the Harris Plant. An improvement in the Company's financial
statistics will not only promote that confidence but alsc will provide a hedge
against any possible regulatory, licensing, or similar delays in completion of
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the Harris Plant that would otherwise have an adverse impact on raising the
necessary funds. The Commission has determined that inclusion of $692,604,000
of CWIP in rate base represents reasonable and prudent expenditures, is in the
public interest, and is necessary for the Company's financial stability. Such
amount reflects the actual amount of eligible CWIP associated with Harris Unit
No. 1 as of March 31, 1984.

Inclusion of CWIP in rate base is in the public interest and is necessary,
if not essential, te the financial stability of CP&L. The Commission does not
portend that, -should it exclude all or.a part of the requested CWIP from rate
base, such action would inevitably or immediately result in the collapse of
CP&L's financial viability. Hopefully, such an eventuality would not occur.
In any case, however, CP&L's financial viability would, nevertheless, be
significantly diminished to the significant detriment of CP&L's ratepayers and
shareholders.

Many of the factors and much of the evidence presented which the
Commission carefully considered and weighed in reaching its decision in this
regard have been heretofore presented and discussed. However, there is one
additional major factor which the Commission will now more fully develop and
discuss that is worthy of further comment. This factor concerns the
interrelationship between the inclusion of CWIP in rate base and the
concomitant effect that: such inclusion has on the Company's cost of capital or
more specifically the cost of common equity capital. It is a well-established
fundamental principle of finance that the return reguired by a risk averse
investor varies in a positive manner with the perceived risk of the investment.
Thus, it seems quite leogical since CWIP in rate base effectively reduces risk
to investors,. that the cost of capital should be based on the inclusion of CWIP
in CP&L'S cost of service.

The Commission in establishing the cost of cormon equity capital for use
herein has given careful consideration to the positive correlation that exists
between risk and return. Accordingly, the Commission has chosen the lower end
of the range of reasonable and fair rates of return for CP&L's common equity
investors in order to reflect the full effect of all facets of the reduction in
risk to CP&L ihvestors occasioned by the inclusion of CWIP in rate base,

Before proceeding to other matters, there is one additional advantageous
aspect of the Commission's having included CWIP in the rate base that needs to
be discussed. Such additional aspect concerns CP&L's .capitalization of
Allowance for Funds Used During Conmstruction (AFUDC) related to CWIP not
included in the rate base. This additional economic advantage te ratepayers
arises because the AFUDC rate utilized by CP&L is based on this Commission's
approved rate of return. Since the overall rate of return is lower than it
otherwise would be, absent the inclusion of CWIP in the rate base, the AFUDC
rate is less, thereby resulting in the capitalization of still less capital
cost which serves to further moderate the need for future rate increases while
minimizing the current cost of capital.

The propriety of inclusion of CWIP in rate base is a matter which is
discretionary to the Commissgion. As  previously noted, however,
G.5. 62-133(b)(1) does limit the Commission's authority in this regard. The
limjtation provides that the Commission may include reasonable and prudent
expenditures for CWIP in rate base to the extent the Commission considers such
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inclusion in the public interest and necessary to the financial stability of
the utility in question. From a purely economic perspective, when based upon
the record as noted, the Commission concludes that the inclusion of CWIP inm
rate base is in the public interest. From a purely social perspective, the
propriety of inclusion of CWIP in rate base requires review separate from that
based on economic reasoning. Nevertheless, when the social and economic
advantages and disadvantages of inclusion of CWIP in rate base are considered
in the aggregate, the Commission concludes that the inclusion of CWIP in CP&L's
rate hase is in the public interest.

Another criterion which the Commission must decide in the affirmative, as
previously mentioned, 1is that the inclusion of CWIP in rate base is
", ..necessary to the finaneial stability of the utility in questiom..." The
judgment which must be 'exercised by the Commission in this regard is, perhaps,
a bit more subjective than that required in addressing the question of public
interest. At this juncture it is instructive to note that the specific
language of the statute employs the terminology "nmetessary to the finmancial
stability" and not "essential to the financial wviability" of the utility in
question.

In a recent decision (June 1984) regarding a request by Duke Power Company
for a general rate increase in Docket No. E-7, Sub 373, the Commission denied
in its entirety Duke's request that CWIP be included in rate base as a result
of having concluded that such inclusion was not necessary te the financial
stability of Duke Power Company. In the instant proceeding, some may consider
the detision of the Commission with regard to the issues of public interest
andfor financial stability to be a very close question and one that should be
resolved in a manner consistent with the Duke decision. However, each case
decided by the Commission mnst be solely decided on the evidence in that case
and the Commission clearly stated its rationale for denying CWIP to Duke as an
exercise of its statutory and regulatory authority. The facts and evidence in
this case clearly warrant a finding that the CWIP requested herein by CP&L
meets the statutory criteria set forth in 6.5. 62-133(b) which was not the case
in Docket No. E-7, Sub 373.

In conclusion, the Commission wishes to reiterate for reasons heretofore
discussed that it believes the evidence in the instance case overwhelmingly
supports the Commission's decision to include a level of CWIP of $692,604,000
in rate base. Such inclusion is clearly in the public interest and necessary
to the financial stability of CP&L.

The Commission is very much aware that its decision to include the
additional CWIP in the rate base accounts for 61% or $39,409,000 of the
increase approved herein and that 29% or §692,604,000 of CP&L's total North
Carolina retail rate base of $2,375,265,000 is composed of CWIP. Thus, 11% or
$139,256,000 of the total revenue CP&L is authorized to collect from its North
Carolina retail customers ariseg from the inclusioch of CWIP in rate base. A
typical residential customer using 1000 kWh per month will incur a charge of
approximately $7.00 per month is a result of the inclusion of CWIP in rate
base. However, the Commission’ is convinced that the overall economic and
social costs of the Commission's not'having included such CWIP would far exceed
the cost of such inclusion. The Commission notes that the Public Staff.is in
agreement that CWIP of $496,598,000 should be included in the rate base in this
proceeding which equates to approximately $99,846,000 in annual revenue
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requirements and approximately $5.02 per month for a typical residential
customer using 1000 kWh per month. Thus the amount in contention in this case
equates to approximately $1.98 per month for a typical residential customer
using 1000 k¥Wh per month.

In addition to the CWIP included by the Commission in CP&L's North
Carolina retail rate base, the Company currently has an additional investment
in CWIP of §450,508,000 applicable to its North Caroclina retail operations
which is not eligible for inclusion in rate base. .Such CWIP places a
significant burden on CP&L's financial resources. It is further anticipated
that additional expenditures of $558,122,000 will be inéurred by the Company on
a North Careclina retail bagis relative to Harris No. 1 prior to its in-service
date. Such expenditures will place additionmal financial burden upon the
Company during the period in which the rates established in this proceeding are
in effect.

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 15 AND 16

Company witnesses Faucette and Bradshaw, Public Staff witnesses Burnette,
Sessoms, Dennis, and Paton, and CUCA witness Wilson presented testimony
regarding CP&L's reasonable eriginal cost rate base. The following table
summarizes the amounts which the Company and the Public Staff contend are the
proper levels of original cost rate base to be used in this proceeding.
Although not reflected in the table, the CUCA positions will also be discussed
hereinafter. .

(000's Omitted)

Publie _

Item Company Staff Difference
Electric plant in service $2,4B4,159 $2,483,116 $ (1,043)
Net nuclear fuel 21,863 21,863 -
Construction work in

progress 695,276 496,598 (198,678)
Accumulated depreciation (598,438) (598,391) 47
Accumulated deferred

income taxes (256,661) (311,371) (54,710)
Allowance for working }

capital 89,828 81,558 (8,270)
Total original cost

rate base $2,436,027 $2,173,373 $(262,654)

The first area of difference between the Company and the Public Staff
concerns the reasonable level of electric plant in 'sexrvice. The $1,043,000
difference in the amounts proposed for electric plant in service by the parties
relates solely to -an adjustment proposed by Public Staff witness Paton to
exclude from rate base allowance for funds used during comstruction (AFUDC)
that was accrued on 4.97% of Roxboro No. 4 during the period September 15,
1980, through September 24, 1982. This adjustment was also proposed by -CUCA
witness Wilson. Witness Paton testified regarding this issue as follows:
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"In Docket No. E-2, Sub 391, the Commission determined that 4.97% of
the cost of Roxboro No. 4 should be excluded from rate base while
boiler problems were being remedied. During the time that this
portion of the plant was excluded from rate base, CP&L transferred
that portion to CWIP and accrued AFUDC on it.

In Docket No. E-2, Sub 444 and Sub 461, the Commission ruled that the
AFUDC accrued on 4.97% of Roxbore No. 4 (while it was excluded from
rate base), should also be excluded from rate base. If the AFUDC is
included in rate base, it will negate the Commission's decision in
Sub 391 that CP&L should not be allowed to earn a return on 4.97% of
Roxbore No. 4 while repairs to the boiler were being made."

The Company, through the testimony of witness Bradshaw, maintains that
AFUDC accrued on 4.97% of Roxboro Unit No. 4 during the period September 15,
1980, through September 24, 1982, is properly included in electric plant in
service in this proceeding. Company witness Bradshaw testified that he thought
the Commission should reconsider the isswe because of recent indications that
the Federal Energy Regulatory Commission (FERC), havirg previously raised the
issue during an audit, had apparently determined not to oppose the Company's
proposed treatment of this issue. In that regard witness Bradshaw testified
that in March 1982 the FERC staff issued a preliminary audit report which
questioned the propriety of accruing AFUDC on the portion of Roxboro No. 4
excluded from rate base by the Commission in Docket No. E-2, Sub 391. Witness
Bradshaw stated, however, that the Company has subsequently received a final
audit report from the FERC in’ September 1983 in which no mention was made of
this issue.

The Commission has reviewed the decisions made in this regard in the
Company's previous two general rate cases. The Commission concludes that the
resolution of this issue as discussed in the Final Orders issued in Docket Nos.
E-2, Sub 461, and E-2, Sub 444, was entirely correct and appropriate and should
not be reversed. In the Final Order in Docket No. E-2, Sub 444, the Commission
concluded the following:

"The Commission concludes that it is neither just -nor reasonable to
require the ratepayers of the Company to pay capital cost accrued on
the Roxboro No. & investment during the period the investment was
excluded from rate base. In reaching its decision the Commission has
considered the context in which the Company undertook to remedy the
problems at Roxboro Unit No. 4 and that such remedies may have only
been rigorously pursued upon the prompting of the Commission."

The Commission is not persuaded by any evidence presented in this
proceeding that its prior determinations of this issue should be altered.
Based on the foregoing, the Commission concludes that the 1,043,000 decrease
in plant in service proposed by the Public Staff and CUCA is appropriate and
that the amount of electric plant in service for use in this proceeding is
$2,483,116,000. .

The next area of disagreement between the parties councerns the amount of
CWIP which should properly be included in rate base. Based on the decision
reached herein which is fully discussed in Evidence and Conclusions for Finding
of Fact No. 14 of this Order, the Commission concludes that $692,604,000 of
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CWIP related to Marris Unit No. 1 is properly included in rate base in this
proceeding. In reaching its decision the Commission has determined that CWIP
of $692,604,000 is properly included in the rate base in this proceeding since
such expenditures were prudently incurred by the Company, and the inclusion of
this amount of CWIP is in the public interest and necessary to the financial
stability of the Company.

The " next area of difference relates to the appropriate amount of
accumulated depreciation. The §47,000 difference between the parties concerns
the previously discussed issue relating to AFUDC accrued on Roxboro Unit No. 4.
The Commission has previously concluded that the adjustment to plant in service
proposed by the Public Staff concerning Roxboro No. 4 AFUDC is appropriate.
Therefore, the Commission concludes that the corresponding adjustment to
accumulated depreciation is also appropriate. The Commission concludes that a
further adjustment to decrease accumulated depreciation by §1,209,000 related
to nuclear decommissioning’ expense is warranted. This matter will hereinafter
be fully discussed in Evidence and Conclusions for Finding of Fact No. 18.
Based on the foregoing, the Commission finds and concludes that the proper
level of accumulated depreciation for use in this proceeding is §597,182,000,

The nekt area of disagreement between the parties concerns the appropriate
amount of accumslated deferred income .taxes to deduct from rate base. The
$54,710,000 adjustment to accumulated deferred income taxes proposed by Public
Staff witness Paton concerns deferred taxes related to assets which the Company
s0ld to the North Carolina Eastern Municipal Power Agency. CUCA witness Wilson
also proposed this adjustment.

Witness Paton testified that CP&L has received funds through payments made
by the Power Agency for tax liabilities of the Company which will net be paid
until sometime in the future. Since the Company has the use of the funds until
the taxes are actually paid, witness Paton views these deferred income taxes as
cost-free capital and has proposed to deduct such amounts from rate base.
Witness Paton stated that she did not believe that' the North Carolina retail
ratepayers should be required to pay a return on funds which were cost-free to
the Company. Witness Paton testified that the adjustment which she was
proposing was consistent with the adjustment ordered by the Commission in the
Company's last general rate case where this same issue was considered. Company
witness Bradshaw, upon cross-examination, agreed that the adjustment was
consistent with that made by the Commission in that case, but indicated that he
continuéd to disagree with it.

Counsel for the Company in cross-examining witness Paton ‘attempted to
elicit that there was no clear authority for the proposition that capital which
was provided by a third party (i.e., other than the Company's equity and debt
investors or the Company's ratepayers) should be treated as cost-free capital.
¥hile G.S. 62-133 is not explicit on this point, the Commission believes that
it is reasonably implicit that the "fair return" to which the equity investors
are entitled is only with respect to the portion of rate base which is
supported by capital which such investors have themselves supplied. To
construe the statute otherwise would provide those investors with what amounts
to an undeserved windfall. Looking at the other side of the coin, it would
clearly be unfair and unreasonable to cause the ratepayers to pay a return to
the investors on funds which the investors have not supplied. Decisions of the
North Carclina Supreme Court, at a minimum, make it clear that G.5. 62-133
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canitot be read literally so as to result in ratepayers being required to pay a
return on capital or assets provided or contributed by them, or on their
behalf. State ex rel. Utilities Commission v. Vepco, 285 N.C, 398, 206 S,E. 2d
283 (1974); State ex rel. Utilities Commission v. Heater Utilities, Inc., 26
N.C. App. 404, 216 S.E. 2d 4B7, Aff'd 288 N.C. 457, 219 S.E. 2d 56 (1975).
Moreover, in the last cited case the court noted the question regarding capital
supplied by a third party (govermment grant) but explicitly declined to.comment
on it because the issue had not been presented. The Commission believes that
the same type of fairness considerations which the court based its decisions
upon in those two cases militate in favor of treating the accumulated deferred
income taxes here involved as cost-free capital. In any event, there have been
numerous decisions by this Commission in which cost-free capital provided by
someone other than the ratepayers has been deducted from rate base. Some ‘of
those are as follows:

In Carolina Power & Light Company's general rate case Docket No. E-2,
Sub 366, on page 20 of the Final Order issued April 22, 1980, the Commission
concluded as follows:

. ..accounts payable - electric plant in service does represent cost
free capital and should be deducted in calculating the original cost
of CP&lL's investment in electric plant."

Likewise, in Carolina Telephone and Telegraph Company's gemeral rate case
Docket No. P-7, Sub 624, on page 11 of the Final Oxder issued April 20, 1979,
the Commission concluded as follows:

"...accounts payable - telephone plant in service is an appropriate
deduction in determining original pet investment. Accounts payable -
telephone plant in service represents creditor supplied capital,
which is cost-free to the Company. If those cost-free items of
capital are not deducted from rate base, it will have the effect of
building into the cost of service a capital cost which does not in
fact exist."

In Virginia Electric and Power Company's general rate case, Docket
No. E~22, Sub 257, the issue of noninvestor supplied cost-free capital arxose
again in regard to the proper treatment of a settlement from Westinghouse. The
Commission's Final Order in that case, issued on October 27, 1981, resolved
that issue by stating as follows: :

"The Commission concludes that the deciding point in this matter is
‘that Vepco has unrestricted use of the settlement proceeds and can
use them for any prudent corporate purpose. Indeed, though the
proceeds are a result c¢f a court suit involving nondelivery of
uranium, the unamortized portion is not strictly assignable to
nuclear fuel inventory for rate-making purposes. Therefore, the
Commission concludes that the unamortized North Carxolina retail
portion of the Westinghouse settlement received by Vepco of
$6,458,000 should be properly deducted from rate- base as cost-free
capital."”

The Commission agrees with the Public Staff and CUCA regaxrding this issue
and finds as it did in Docket No. E-2, Sub 461, that these deferred taxes
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represent cost-free funds to the Company since the funds have been provided to
CP&L by the Power Agency rather than by the Company's investors. The
Commission concludes that these deferred taxes should be treated as other
cost-free capital to the Company and deducted from rate base to prevent the
ratepayers from paying a return on capital which has no cost to the Company.

There is one other area of disagreement regarding the proper level of
deferred taxes to deduct from rate base which must be resolved. CUCA witness
Wilson proposed an additiomal adjustment to deduct 571,461,400 of deferred
taxes related to cancelled plants. Witness Wilson testified regarding this
issue as follows;

"The unamortized deferred income taxes resulting from the write-off
of Harris 2, 3 and 4 and the Brunswick cooling towers should be
deducted from CP&L's rate base in this case. CP&L has been allowed
to deduct the tax basis for its abandoned plants fxom its taxable
income in the vyear the abandonment took place, thus reducing the
actual tax liability in that year. However, the reductions in taxes
paid were not reflected as a current reduction in the cost of service
for rate-making purposes, but instead are being amortized to reduce
the cost of service over the amortization period allowed by the
Commission for the abandoned project losses. Ratepayers thus have
paid for tax expenses in excess of the Company's actual tax
remittances to state and federal goverments. Having beéen supplied by
ratepayers, these deferred taxes should be deducted from CP&L's rate
base just as other ratepayer-provided funds are deducted.”

The Commission has already discussed the appropriate treatment for the
above mentioned abandenments in the Evidence and Conclusions for Findings of
Fact Nos. 7 and 8. As indicated there, the Commission has approved a 15-year
amortization period for the Harris No. 2 net of tax loss apnd has denied the
Company any return oa the unamortized balance. This treatment provides a
nearly equal sharing of the costs between ratepayers and shareholders. The
important point to note is that the approved amortization is net of taxes.
Consequently, if deferred taxes are deducted from rate base as proposed by
witness Wilson, the cost sharing analysis as done by witness Paton and adopted
by the Commission would be altered, with the result that the shareholders would
bear a larger portion of the total economic loss because they would be
absorbing the return on a larger adandonment amount. Based on the foregoing
and the Commission's previous findings regarding the proper treatment of plant
abandonments, the Commission concludes that it would be unjust and unreasonable
to deduct from rate base deferred income taxes of $71,461,400 relating to plant
abandonment as proposed by CUCA witness Wilson.

The Commission notes that it is nmecessary to make a further adjustment to
accumulated deferred income taxes of §595,000 to reflect adjustments related to
nuclear decommissioning costs. This matter will be fully discussed hereinafter
in Evidence and Conclusion for Finding of Fact No. 18. Based on the foregoing,
the Commission concludes that the proper level of deferred income taxes for use
in this proceeding is $311,966,000.

The finmal area of disagreement between the parties concerns the
appropriate allowance for working capital. ‘Based on the Commission's
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determination set out in Finding of Fact No. 13 of this Qrder, the Commission
has included in rate base a working capital allowance of $86,830,000.

The Commission concludes, based upen the foregoing and the determinations
made in Findings of Fact Nos. 13 and 14, that the appropriate original cest

rate base for use in this proceeding is $2,375,265,000 calculated as follows:

(000's Qmitted)

Item Amount
Electric plant in service 32,483,116
Net nuclear fuel 21,863
Construction work in progress 692,604
Accumnlated depreciation (597,182)
Accumulated deferred income taxes (311,966)
Allowance for working capital 86,830
Total original cost rate base §2,375,265

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 17

The evidence supporting this finding of fact is found in the testimony and
exhibits of Company witness Nevil. The Company made five adjustments to test
year revenues in order to reflect revenues at an appropriate end-of-period
level. The first adjustment was to annualize the rate increase granted to CP&L
in Decket No. E=2, Sub 461. The second adjustment increased test year revenues
to a level reflecting the number of customers at year end. The third
adjustment eliminated the effects of abnormal weather conditions that occurred
during the test year. This adjustment applies only to the residential and
commercial customer classes. The fourth revenue adjustment was to reflect
known increases in 1984 revenues that the Company will receive from the
Southeastern Power Administration. The final revenue adjustment proposed by
the Company was to annualize test Yyear revenues to include discounts and
credits to bills of customers participating in the residential conservation
rate and the water heater and air conditioning control programs approved by the
Commission in Docket No. E-2, Sub 435, All these adjustments totaled to a
$123,044,235 increase im test year revenues. No party to this proceeding
proposed an alternative end-of-period level of revenues. The Commission
therefore concludes that the adjusted end-of-test-period level of revenues of
$1,202,132,000 proposed by the Company is appropriate for wuse in this
proceeding.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 18

The evidence for this finding of fact is found in the testimony and
exhibits of Company witnesses Bradshaw, Faucette, Nevil, and Chapman, Public
Staff witnesses Paton and Lam, and CUCA witness Wilson.

The following schedule sets forth the amounts proposed by the Company and
the Public Staff:
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(000's Omitted)

Item Company Staff Difference

Operation and maintenance '

expenses $5647,150 $622,726 $(24,424)
Depreciation expense 93,274 93,237 (37)
Taxes other than income 93,268 93,268 -
Income taxes ’ 136,409 153,398 16,989
Interest on customer deposits 309 309 -
Total operating revenue

deductions $970,410 962,938 § 7,472

Adjustments to operating income
Debt and preferred stock costs
associated with unamortized

balances of cancelled projects $(5,099) - $5,099
Amortization of Power Agency

gain 6,824 7,305 481
Total adjustments to operating

income i $1,725 57,305 - §5,580

As the schedule indicates, the parties are in disagreement on all the
items of operating revenue deductions with the exception of taxes other than
income and interest on customer deposits. Since the parties are in agreement
regarding these issues the Commission finds taxes other than income of
$93,268,000 and interest on customer depostis of §309,000 reasonable and
appropriate for use herein. The Commission will now analyze the reasons for
the items of operating revenue deductions in dispute.

The first difference between the parties is the level of operation and
maintenance expenses recommended for use in this proceeding. The following
table summarizes the adjustments proposed by the Public Staff which comprise
the $24,424,000 difference in the amounts proposed by the Company and Public
Staff.

(000's Qmitted)

Item Amount
1. Harris 2 abandooment loss 5 (5,542)
2. FYuel (17,603)
3. Variable nonfuel 0&M expenses (683)
4. Officers' salaries (233)
5. Advertising (363)
6. Total $(24,424)

CUCA witness Wilson also recommended adjustment No. 3 shown above.

The first item of difference relates to the Harris Unit No. 2 abandonmenﬁ
loss. This diftference relates entirely to the abandonment loss amortization
period. The Company proposed to amortize the loss over a 10-year period



ELECTRICITY - RATES 169

vwhereas the Public Staff proposed to amortize the loss over a 15-year period.
The Commission has previously determined in Finding of Fact No. 7 of this Order
that the Harris Unit 2 abandomment loss should be amortized over a 15-year
period, Consistent with that decision the Commission finds it appropriate to
reduce 081 expenses by $5,542,000 as recommended by Public Staff witness Paton
in order to reflect a 15-year amortization period.

The next area of disagreement relates to fuel expense. In Finding of Fact
No. 10, the Commission found the proper base cost of fuel to be $.01582 per k¥Wh
which results in North Carolina retail fuel expense of $316,653,000. Nowever,
there are additional fuel expenses not ineluded in the base cost of fuel which
should properly be included in test-period fuel expense in order to properly
reflect the Company's cost of providing service. These expenses include
nuclear fuel disposal costs and the nonfuel component of electric power
purchases and sales.

Nuclear fuel disposal costs (NFDC) are composed of two items, the amnual
amortization for the Robinson 2 Unit which was originally approved in Docket
No. E-2, Sub 297 (Order issued June 29, 1977), and the fee of 1 mill per kWh of
nuclear generation. The Commission has previcusly determined in Finding of
Fact No. 10 to adopt the base fuel component proposed by the Public Staff. In
deriving the base fuel component, Public Staff witness Lam deducted total
Company NFCD based on 1 mill per kWh of nuclear generation in the amount of
$9,109,000. Applying the North Carolina retail allocation factor propesed by
witness” Paton on Paton Exhibit I, Schedule 3-1 (b)(1) to NFDC of $9,109,000
results in $5,780,000 being attributable to the North Carolina retail
jurisdiction. NFDC, as shown on Paton Exhibit I, Schedule 3-1 (b)(1), also
includes the amortization of NFDC for the Robinson unit of $1,319,000 and
$837,000 on a total Company and North Carolina retail jurisdictional basis,
respectively. Based on the foregoing, the Commission finds the proper levél of
North Carolina retail NFDC cost to be $6,617,000.

Likewise, the Commission, having previously determined in Finding of Fact
No. 10 to adopt the base fuel compenent proposed by the Public Staff hereby
adopts the Public Staff's proposed levels of the nonfuel component electric
purchases and sales. 8Such amounts were deducted from total fuel expense in
calculating the base fuel expense. Thus, the Commission finds the nonfuel
component of electric power purchases of §15,208,000 on a total Company basis
and purchases of $9,649,000 on a North Carolina retail basis appropriate. The
level of the nonfuel component of sales found appropriate herxein is $8,720,000
on a total Company basis and §5,533,000 on a North Carolina retail basis.

Based on the foregoing, the Commission concludes that the proper amount of
fuel expense for wuse in this proceeding including NFDC and the mnonfuel
component of electric power purchases and sales is $327,386,000.

The next item of difference concerns variable nonfuel 0&{ expenses. The
Company calculated an adjusted year~end variable nonfuel 0&{ expense factor of
$.00317 per kWh. The variable nonfuel O&Y expense factor was' then applied to
the Company's adjustments to test year kWh sales for customer growth, weather,
and supplemental sales to the Power Agency.

Both Public Staff witness Paton and CUCA witness Wilson took exception to
two-of the expénse items that the Company included in calculating its nonfuel
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08 expense factor. One such item was the Company's proposed amortization of
unrecovered nuclear fuel disposal costs (NFDC). Witness Paton testified that
this amortization is a fixed amount and will not vary with kWh sales, and
further, that exclusion of the amortization of unrecovered mnuclear fuel
disposal costs is consistent with the Company's exclusion of plant abandonment
amortizations in determining the variable nonfuel 0SM expense factor.

Company witness Chapman stated, during cross-examination by counsel for
the Public Staff, that the NFDC amortization could be handled either as the
Company proposed or as the Public Staff and CUCA had recommended. Witness
Chapman testified that the actual amount of the amortization that will be
recovered through rates is dependent on the number of kWh's that are sold after
rates set in this proceeding go into effect, Witness Chapman further indicated
that under the Comany's approach a true-up of the recovery of the NFIC
amortization would be made at some future time.

The Commission concludes that the exclusion of NFDC amortization in
calculating the year-end variable nonfuel OSM expense factor as proposed by the
Public Staff and CUCA is appropriate. The level of NFDC amortization has
properly been determined and included in test-period OSM expenses contained
herein. NFDC amortization is a fixed amount which will not vary with kWh sales
and thus the Commission finds no further adjustment to be required.

The second item which Public Staff witness Paton and CUCA witness Wilson
contended should be excluded from the Company's calculation of the variable
nonfuel OSM expense factor was enmergy-related wages. The Public Staff and CUCA
asserted that, since wages had already been separately adjusted to an
end-of-period level, it would be inappropriate to further adjust the
energy-related portion of those wages as the Company had done. Witness Paton
also testified that her position on this issue was consistent with the Public
Staff's position in the last several Duke Power Company rate cases.

During cross-examination, Company witness Chapman testified that he
thought that both wage adjustments were necessary. Witness Chapman then went
on to describe the Company's end-of-period wage adjustment as follows:

"...that relates to the actual kWh's generated during the test year.

Those are the actual employees and the actual hours worked, that get

adjusted to the end of the test year."”
The Company annualized the September 1983 wages to arrive at the appropriate
end-of-period level of wage expense. To the extent that there is a
relationship between wages and customer growth and sales to the Power Agency,
wages have thus already been adjusted to reflect the appropriate end-of-period
levels. The Company's customer growth adjustment to revenues reflects
end~of-period customers. The Company's wage annualization adjustment reflects
end-of-period employees and wage rates. Thus, wage expense and customer levels
have been appropriately matched. The Company's contention regarding actual
kWh's and employeces addresses test year wage expense. If test year wages had
not been adjusted to an end-of-period level, then it would be appropriate to
adjust separately for customer growth. However, that is not the case.

As to the relationship between wage expense and weather, there are flaws
in the Company's rationale. In regard to the Company's adjustment to revenues
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for weather normalization, Company witness Nevil stated that the adjustment
applies only to the residential and commercial customer classes. However, in
the Company's variable nonfuel O8M exipense adjustment, expenses applicable to
all customer classes have been adjusted for weather normalization, More
specifically, however, if the Company believed that wages should be adjusted
for weather normalization, it could have adjusted the September 1983 wages, but
only those applicable to residential and commercial customer classes, 50 as to
match the weather normalization expense adjustment to the revenue adjustment.
That the Company did not do. Based upon the foregoing, the Commission
concludes that the Public Staff's proposal to exclude energy related wages from
the variable nonfuel O&M expense adjustment is reasonable and proper.

Based upon the foregoing discussion, the Commission finds the adjustments
to variable nonfuel O0&M expenses proposed by the Public Staff and CUCA
appropriate for use in this proceeding and thus finds it appropriate to
decrease 0&M expenses by §683,000.

The next item comprising the difference in 0&M expenses concerns officers'
salaries. Company witness Paton made an adjustment to exclude 50% of the
salaries and deferred compensation of the four Company officers whe are members
of the Executive Committee of the Board of Directors. Witness Paton testified
that she believed it would be both reasonable and proper for the Company's
shareholders to support some of the costs associated with the Company officers
whose functions are most closely linked with meeting the demands of the common
shareholders.

During cross-examination, Company witness Bradshaw testified that he did
not see how any officers could separate their duties between stockholders and
customers. Witness Bradshaw testified that they work for both parties, and
that he thought that they were doing more for customers at this time than for
the shareholders.

The Commission has given this general issue much consideration, not only
in this proceeding but in several other cases which it has decided over the
last two years. The Commission concludes that the Company's common
shareholders should bear 50% of the salary and deferred compensation expense of
the Company officers whose function is most closely linked with meeting the
demands of the common shareholders. The Commission concludes that by requiring
the Company's common shareholders to be financially responsible for the upper
echelon of the Company's salary structure, then theose shareholders, through
their control of the membership of the Board of Directors, will be encouraged
to maintain a fair and reasonable level of salaries, as well as other expense.
The Commission concludes that the $233,000 adjustment to reduce Q&M expenses as
proposed by the Public Staff is appropriate for setting rates in this
proceeding.

The final item of difference concerns an adjustment to decrease
advertising expense by 5363,000. Public Staff witness Paton removed from O&M
expense the cost of certain advertisements which she considered to be "image"
advertising. In witness Paton's opinion this advertising was not beneficial to
the using and consuming public, nor did it emhance the ability of the public
utility to provide efficient and reliable service, as specified in Commission
Rule R12-13 (d).
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Based: upon the foregoing, a careful review of the advertisements in
question, which were contained in Paton Exhibit A, and a careful review of
Commission Rules R12-12 and R12-13, the Commission finds that the cost of these,
advertisements -does not represent a reasonable operating expense for
rate-making purposes. The Commission finds that the advertising in question is
"of a type or nature other than that described in subsections (), (c), or (d)
of Rule R12-12" or is "other nonutility advertising" and is tbus controlled by
the provisions of Commission Rule :R12-13(d). That being so, the expense of
such advertising is to be considered a reasonable operating expense only to the
.extent that it is "established" that the advertising is beneficial to the using
and consuming public or enhances the ability of the public utility to provide
efficient and reliable services. It has not been established to the
satisfaction of the Commission that the advertising in question, or any part of
it, has met either criterion. The Commission, moreover, is of the opinien that
the cost of this particular advertising should in no event be borne by the
ratepayers. Therefore, the Commission concludes that 084 expensés should
accordingly be reduced by $363,000. In reaching its decision in this regard,
the Commission recognizes .that' advertising expenses of approximately 1.4
million have been treated as reasonable and proper test peried operating
expenses. . -

Based upon the foregoing conclusions, the Commission finds operation .and
maintenance expenses of $622,726,000 to be just and reasonable and appropriate
for use in this case.

The next item of operating revenue deductions that the parties disagree on
is depreciation -expense. The $37,000 difference in depreciation expense
relates to. AFUDC accrued on Roxboro Unit No. 4 which both the Public Staff and
CUCA proposed to exclude from electric plant in service, The Commission found
previcusly in Finding of Fact No. 15 that the adjustment to plant in service
for Roxboro No. 4 AFUDC was reasonable and proper. Therefore, the Commission
correspondingly finds the related adjustment to depreciation ekpense is
appropriate for use in this proceeding.

One further issue regarding the proper level of depreciation expense must
be discussed by the Commission. This issue relates to the level of
decommissioning cost to be included in depreciation expense. The methodology
used by the Company to adjust for future decommissioning of its nuclear plants
utilizes in part CP&L's capital structure, embedded cost of debt and rate of
return on common equity. In Findings of Fact Nos. 20 and 21 contained herein
the Commission establishes the capital structure, cost rates, and return on
equity appropriate for setting rates for CP&L in this proceeding. Since the
decisions made by the Commission differ from that proposed by the Company, it
is necessary to medify the Company's proposed adjustments for decommissioning
costs to reflect the decisions made herein. The Commission therefore finds it
appropriate to decrease depreciation and accumulated depreciation by $1,209,000
and to increase deferred income taxes and accumulated deferred income taxes by
$595,000.

Based upon the foregoing, the Commission finds the reasbmable and proper
level of depreciation expense to be $92,028,000.

The next area of difference relates to the appropriate level of state and
federal income taxes. The Company proposed $136,409,000 as the proper level of
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income tax expense, and the Public Staff proposed $153,398,000. Since the
Commission has not accepted all of either the Compsny's or the Public Staff's
components of taxable income, it is necessary to calculate state and federal
income taxes based upon the decisions heretofore and herein made by the
Commission. Thus, the Commission finds and concludes that income tax expense
of $149,398,000 is reasonable and proper. ‘

In summary, the Commission finds operating revenue deductions of
$957,729,000 reasonable and proper consisting of operation and maintenance
expenses of $622,726,000, depreciation expense of $92,028,000, taxes other than
income §93,268,000, income taxes of $149,398,000 and interest on customer
deposits of $309,000.

The Company and the Public Staff also disagree with regard to adjustments
to operating income. The first item of difference in adjustments to operating
income relates to the Company's proposal to include debt and preferred stock
costs associated with the Brunswick cooling towers and Harris Nos. 2, 3, and 4
cancelled projects in the cost of service in this proceeding. Consistent with
the decision in Findings of Fact Nos. 7 and 8, the Commission finds that the
debt and preferred stock costs associated with the unamortized balances of
cancelled projects should be excluded from test-peried operating revenue
deductions.

The final area of disagreement relates to the proper level of amortization
of the Power Agercy gain. The Company proposed to amortize an amount of
$6,824,000 related to one-third of the gain on assets sold to the Power Agency
as an adjustment to operating income. Alternatively, the Public Staff proposed
to amortize an amount of $7,305,000.

In Docket No. E-2, Sub 461, the Company proposed to flow the gain received
as a result of the sale to Power Agency through to ratepayers over a three-year
period. The Public Staff recommended flowing the gain through to ratepayers in
one year, but did not object to the Company's calculation.of the amount of the
gain. The Commission approved an adjustment flowing through the gain over
three years. The Company made a similar adjustment in this rate case to
reflect the second year of the three-year amortization period. As testified to
by Company witness Bradshaw in the last CP&L rate case, the Company's
calculation of the amount of the after-tax gain included a recognition of the
after-tax amount of the Leslie Mine coal sold to Power Agency which had costs
in excess of its fair market wvalue (FMV). The amount of the charges
attributable to Power Agency for these additional coal costs was based on its
ownership interest of 12.94% times the additiomal coal costs through December
31, 1983.

On cross-examination Company witness Bradshaw testified that the .Company
has no way to recover these additional coal costs attributable to Power Agency
unless they are included in the calculation of the gain. Witness Bradshaw
explained that the Leslie coal was sold to Power Agency to generate power in
its portion of Roxboro Unit No. 4. Witness Bradshaw further testified that in
this jurisdiction the Company has been allowed to pass through to the ratepayer
only the FMV of the Leslie coal. When a poxtion of this coal was sold to Power
Agency, however, the Company properly recognized the full production cost of
that coal in its book cost and thus deducted the full production cost,
including the coal costs above FMV, from the proceeds when calculating the
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gain. The Company contends that denial of recovery of Power Agency's ownership
portion of the additional coal cost would result in an overstatment of the
amount of the gain actually available to reduce the retail ratepayer's cost of
service.

Public Staff witness Paton contended that if the gain reflects additional
costs of coal sold to Power Agency, the North Carolina retail ratepayers will,
in effect, be payirg for the difference between the production cost and the FMV
of the coal purchased by Power Agency. She further asserted that it is unfair
to require the North Carolina retail ratepayers to pay for coal from which they
have received no bepefit. On cross-examination witness Paton acknowledged that
CP&L no doubt took these costs and the ability to offset them by the profit
from the sale into account in setting the price for the sale of assets to the
Power Agency.

The Commission concludes, based upon the foregoing facts, that it is fair
and equitable to exclude the amount related to Power Agency's payment of coal
costs in excess of FMV from the after-tax gain. The Commission believes and so
concludes that denial of recovery of Power Agency's ownership portiom of
additional coal cost would result in an overstatement of the gain actually
available to reduce the retail ratepayer's cost of service and thus finds the
Public Staff's proposed adjustment of $481,000 inappropriate.

Based upon all of the foregeing, the Commission concludes that the
appropriate level of total operating revenue deductions for use in this
proceeding is $957,729,000 and that an adjustment to operating income of
$6,824,000 relating to the gain on the sale of assets to the Power Agency is
proper as shown on the schedule that follows.

(000's Omitted)

Item Amcunt
Operation and maintenance expenses 622,726
TDtepreciation expense 92,028
Taxes other than income 93,268
Income taxes 149,398
Interest on customer deposits 309

Total operating revenue deductions $957,729

Adjustment to operatiag income
Amortization of Power Agency gain § 6,824

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 19

Company witness Bradshaw presented evidence in this proceeding at the
request of Commissioner Cook concerning the dues and contributions paid by CP&L
to the Edison Electric Institute (EEI). Additionally, the Company presented a
generalized 1isting of the services and functions provided by this
organization. Specifically, witness Bradshaw testified that CP&L paid dues of
approximately $371,146 on a total company basis to this organization during the
test year. Approximately 515,823 of this amount has been categorized by the
Company as below the line cost to be borne by the stockholders of CP&L,
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The Commission notes that the listing of functions and services provided
by this organization was very general in nature and did not itemize cost by
function or service provided. The Commission concludes that the information
provided in this proceeding was inadequate and that it is appropriate for the
Company in its next general rate proceeding to present information which will
show all direct and indirect contributions to and through EEI from all sources
and all expenditures by program and by a system of accounts which will allow
the Commission to specifically determine the appropriateness of the
expenditures for rate-making purposes.

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 20 and 21

Testimony regarding the appropriate capital structure and cost of capital
to be used in this proceeding was presented by Company witnesses Lilly and
Vander Weide, CUCA witnesses Smith and Wilson, and Public Staff witness Hsu.

Company witness Lilly téstified regarding the financial condition of CP&L.
Witness Lilly recommended that rates be set in this proceeding based upon a
normalized capital structure consisting of 47.5% debt, 12.5% preferred stock,
and 40% common equity. Witness Lilly testified that the Company's actual
capital structure at September 30, 1983, was 47.03% long-term debt, 12.87%
preferred, and 40.10% equity.

CUCA witness Wilson and Public Staff Witness Hsu also testified and
recommended that the Company's requested normalized capital structure be
employed in this proceeding.

After considering all of the evidence presented by the parties on this
issue, the Commission concludes that the appropriate capital structure to be
used in this proceeding is as follows:

Item Percent
Long-term debt 47.5%
Preferred stock 12.5%
Common equity 40.0%
Total 100.0%

Witness Lilly offered testimony regarding the appropriate cost rates for
long-term debt and preferred stock. With regard to the cost of long-term debt,
Company witness Lilly in his prefiled testimony recommended a cost of long~term
debt of 10.05%, based on the Company's embedded cost at December 31, 1983, with
inclusion of the issuance of $250,000,000 of projected new long-term debt at a
projected interest rate of 13.5%. On cross-examination, witness Lilly
testified that based upon the actual financing cost, "the corrected figure--or
the changed figure" is 9.73%. The updated embedded cost rate of lomg-term debt
is based upon the following issues:

(1) $100 million of First Mortgage Bonds at 13.07% in November 1983.
(2) $100 million of First Mortgage Bonds at 13.51% in April 1984.
(3) 85274 millicn Pollution control Bonds at 8.19% in June and July 1984,
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-Witness: Lilly indicated. that the Company issued some Pollution Control
Bonds in June and July 1984 and would issue an additional $8 million or §9
million within the next 30 to 50 days. Witness Lilly, however, chose not to
update the embedded cost rate of long-term debt. Similarly, he chose not to
update his 9.23% preferred cost rate, although he testified that the Company
had placéed a $50 million issue of preferred stock in the spring of 1984.
Witness Lilly stated that because of an increase in the cost of equity, leaving
the financing rates as filed "is eminently fair to the consumers." (TR. Vol. 9,
pr 32-33).

CUCA witness Wilson used the Company's requested 10.05% long~term debt
cost rate and 9.23% preferred stock cost rate.

Public Staff witness Hsu recommended an embedded cost rate of long-term
debt of 9.73%, which was also "the corrected figure--or the changed figure”
provided by witness Lilly. She also used the actual 9.18% embedded cost for
preferred stock. .

The Company and the Public Staff did not disagree about the actual
embedded cost rates for long-term debt and preferred stock including updates,
and CP&L has accepted said cost rates for use in this proceeding. The
Commission recognizes that the Cowmpany's embedded costs for the senior
securitieés are the actual costs to the Company. Therefore, the Commission
concludes that the appropriate embedded costs of long-term debt and preferred
stock to be used in this proceeding are 9.73% and 9.18%, respectively.

Company witness Vander Weide stated in his original testimony that the
Company's required return on equity was 16.5%. On the witness stand, Dr.
Vander Weide updated his cost of equity to 17.7%. MHowever, the Company decided
to leave unchanged its requested return on equity of 16.5%. .

Company witness Vander Weide conducted two studies consisting of a
discounted cash flow (DCF) study and an historical yield spread study in
arriving at his recommended cost of equity capital for CP&L. Witness Vander
Weide did a DCF analysis only of the Company itself and did not perform such an
analysis on any group of comparable companies. Instead of using the commonly
known and widely accepted annual version of the DCF model, witness Vander Weide
used a quarterly version of the DCF model based on the Company's paying
dividends quarterly. As a part of his DCF calculation, witness Vander Weide
applied 5% to all the Company's outstanding equity to allow for flotation costs
and market pressure.

Witness Vander Weide claimed that the annual DCF model underestimates the
cost of equity capital. Witness Vander Weide testified that investors are
willing to pay more for a stock that pays dividends quarterly than one that
pays dividends at the end of the year. He further stated, "Hence, the price
that embodies quarterly recognition of dividends is too high for inclusion in
the annual DCF model."

Witness Vander Weide admitted, however, that it is inherent in the
determination that he makes from the quarterly version of the DCF model that
all stockholders will earn a uniform rate on the reinvestment of quarterly
dividends. He admitted that, based on the quarterly model, the Company
provides an additional return in addition to what is requirxed by investors. He
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also stated that he did not think that additional return is really an extra
return and claimed that he is not assuming that the firm pays that extra rate.

Witness Vander Weide reviewed the past growth in CP&L's earnings and
dividends per share for the last 5 and 10-year periods. Additionally, witness
Vander Weide testified that he had reviewed security analysts' projections of
CP&L's future dividends and earnings growth. On the basis of his examination
of the past growth rates, his review of analysts' projections, and his
knowledge of current economic conditions, witness Vander Weide estimated the
Compary's future growth rate to be 4.0%. 1In his original prefiled testimony,
Dr. Vander Weide determined from his DCF analysis employing the quarterly model
that the Company's cost of equity was 16.5%.

The second method used by Company witness Vander Weide was the spread test
method. The spread test method equates investors' current expected retura on
equity to the sum of current bond yields plus the past differences or spread
between the yields on stocks and the yields on bonds. Based upon this method,
witness Vander Weide arrived at a cost of equity capital for CP&L of 17.9%. In
his original prefiled testimony, Dr. Vander Weide determined that the Company's
cost of equity was at least 16.5%.

In updating and summarizing his testimony from the witness stand, Dr.
Vander Weide reevaluated his recommended return on equity capital in light of
changes in interest rates and the change in CP&L's stock price subsequent to
the time his prefiled testimony was prepared. On this basis, witness Vander
Weide determined the cost of CP&L's equity to be 17.7%.

CUCA witness Smith testified in her prefiled testimony that investors
require a return on CP&L's common equity capital im the range of 13.5% to
14.5%. Allowing 25 basis points for flotation expenses, witness Smith
recommended that CP&L be allowed a return on equity of 14.25%. On the stand,
witness Smith updated her cost of equity recommendation to 14.50%.

In her prefiled testimony, Dr. Smith determined her recommended rettirn on
equity on the basis of a DCF analysis for CP&L and the electric utility
indostry as a whole. Witness Smith testified that CP&L's dividend yield was
11.1% based upon market price data for the six menths ended March 31, 1984, as
compared to the industry average dividend yield of 10.6%. Witness Smith stated
further that actual historical growth indicators for CP&L were lower than the
industry average, ranging between 1.5% to 3.6% for the Company and 2.2% to 4.6%
for the industry. Witness Smith derived an estimate of the lopg-term dividend
growth anticipated by investors of 2.2} to 2.6%, which she stated is somewhat
higher than CP&L's own experienced growth and below the industry average
historical experience. Dr. Smith stated in her prefiled testimony that the
recent decline in the Company's common stock price indicates that the current
comnon equity cost might be higher than the 13.3% to 13.7% range derived from
her statistical studies. Dr. Smith concluded that CP&L's cost of common equity
was 13.5% to 14.5%, and proposed that the midpoint of the range of 14.0% be
used. After flotation cost allowance, witness Smith recommended a rate of
return on equity of 14.25%, later updated to 14.50%.

In addition, witness Smith presented data concerning the historical
earnings of utilities and non regulated companies. According to witness Smith,
electric utilities equity earnings have ranged from 11% to 13.9% over the
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1974-83 pericd. Alternatively, witness Smith testified that unregulated
companies, which are generally more risky than CP&L and other electric
utilities, earned 11.5% on common equity in 1983.

In her summary from the witness stand, Dr. Smith indicated that since the
time that her testimony was filed, CP&L's dividend yield had gone up further.
She indicated that she thought it would be appropriate to increase the common
equity return level. Therefore, witness Smith determined the cost of CP&L's
equity to be 14.5%.

Public Staff witness Hsu recommended in her revised testimony that the
Company should be granted the opportunity to earn a rxeturn on common equity of
15.20% if the Commission approves the Public Staff's fuel factor presented by
witness Lam and adopts the Public Staff's recommendation of no additional CWIP
in this proceeding presented by witness Sessoms.

Witness Hsu derived her equity cost estimate by applying the DCF model to
two overlapping samples of companies which are comparable to CP&L in risk, as
well as to CP&L itself. Before she made the DCF analysis, witness Hsu reviewed
the current econocmic outlook in general, and the most recent relaticonships
between bond yields and stock yields. Based on her observation, the volatility
of interest rates has increased substantially since late 1979. She concluded
that the historical relationship of the cost of equity to the cost of debt is
therefore no longer applicable. Witness Hsu concluded that it is moxe
appropriate to estimate the cost of equity directly from the current market.

Based upon a traditional DCF analysis of her two comparable groups,
witness Hsu found that a common equity return of approXimately 14.7% to 15.9%
is expected by investors in the electric utility industry. Witness Hsu alsc
performed a DCF analysis on CP&L itself which preduced an equity cost range of
from 13.9% to 15.1%. After considering her DCF analysis of the two groups and
of CP&L itself, witness Hsu concluded that a recommended return on equity of
15.2% is reasonable.

During cross-examination, witness Hsu stated that her dividend yields for
CP&L, Growp A companies and Group B companies, were derived by averaging the
highest and lowest prices for the six months ended April 30, 1984. In essence,
witness Hsu admitted that had she used a different time period's prices, she
would have had a different cost rate. However, witness Hsu indicated that she
did check the reasonableness of her recommendation by using the most receat six
months prices ended Jupne 30, 1984, for CP&L itself only. Her DCF result for
CPS&L was 15.1% after adjusting for flotation costs, which was within the range
of her recommendation. Therefore, witness Hse <concluded that her
recommendation is reasonable even using the most recent data.

The determination of the appropriate fair rate of return for CP&L is of
great importance and must be made with great care because whatever return is
allowed will have an immediate impact on CP&L, its stockholders, and its
customers. In the final analysis, the determination of a fair rate of return
must be made by this Commission, using its own impartial judgment and guided by
the testimony of expert witnesses and other evidence of record. Whatever
return is allowed must balance the interest of the ratepayers and investors and
meet the test set forth in G.S. 62-133(b)(4):
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"...(to) enable the public utility by sound maznagement to produce a
fair return for its shareholders, considering changing economic
conditions and other factors, as they then exist, to maintain its
facilities and services in accordance with the reasonable
requirements of its customers in the territory covered by its
franchise, and to compete in the market for capital funds on terms
which are reasonable and which are fair to its customers and to its
existing investors."

The rate of return allewed must not burden ratepayers any more than is
absolutely necessary for the utility to continue to provide adequate service,
The North Carolina Supreme Court has stated that the history of G.S. 62-133(b):

" ..supports the inference that the Legislature intended for the
Commission to fix rates as low as may be reasonably consistent with
the requirements of the Due Process Clause of the Fourteenth
Amendment to the Constitution of the United States..." State of North
Carolina ex rel. Utilities Commission v. Duke Power Company, 285 N.
C. 377, 206 S.E. 24 269 (1974).

The nature of the evidence in a case such as this makes it extremely
difficult to balance all of the opposing interests, since much, if not all, of
the evidence is based on individual witnesses' perceptions and interpretations
of trends and data from the capital market. The Commission has considered
carefully all of the relevant evidence presented in this case, with the
constant reminder that whatever return is allowed will have an immediate impact
on the Company, its stockholders, and its customers. The Commission must use
its impartial judgment to ensure that all the parties involved are treated
fairly and eguitably.

Based upon the foregoing and the entire record in this docket, including
evidence related to the base fuel factor and CWIP, the Commission finds and
concludes that the fair rate of return that Carolina Power & Light Company
should have the opportunity to earn on the original cost of its rate base is
11.87%. Such overall fair rate of return will yield a fair and reasonable
return on the Company's common equity capital of 15.25%.

The Commission cannot guarantee that the Company will, in fact, achieve
the level of returns herein found to be just and reasonable. Indeed, the
Commissjion would not guarantee such even if it could. BSuch a guarantee would
remove necessary incentives for the Company to achieve the utmost in
operational and managerial efficiency. The Commission believes, and thus
concludes, that the level of returns approved herein will afford the Company a
reasonable opportunity to earn a reasonable return for its stockholders while
providing adequate and economical service to ratepayers.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT No, 22
The Commission has previously discussed its findings of fact and
conclusions regarding the fair rate of return which CP&L should be afforded an

opportunity to earmn.

The following schedules summarize the gross revenues and the rates of
return which the Company should have a reasomable opportunity to achieve based
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upon the determinations made herein. Such schedules, illustrating the
Company's gross revenue requirements, incorporate the findings of fact and the
conclusions heretofore and herein made by the Commission.

SCHEDULE 1
CAROLINA POWER & LIGHT GOMPANY
DOCKET NO. E-2, SUB 481
STATEMENT OF OPERATING INCOME
TWELVE MONTHS ENDED SEPTEMBER 30, 1983
(000's OMITTED) :

Present Approved Approved
It . Rates Increase Rates
Operating revenues " $1,202,132 $64,339 $1,266,471
Operating revenue deductions
COperation and maintenance
expenses 622,726 622,726
Depreciation expense 92,028 92,028
Taxes other than income 93,268 3,860 97,128
Income taxes 149,398 29,780 179,178
Interest on customer
deposits i 309 309
Total 957,729 33,640 991,369
Operating income before
adjustment 244,403 30,699 275,102

Adjustments to operating
income 6,824 - ’ 6,824

Net operating income $§ 251,227 §30,699 § 2B1,926
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SCHEDULE II
CAROLINA POWER & LIGHT COMPANY
NORTH CAROLINA RETAIL OPERATIONS
DOCKET NO. E-2, SUB 481
STATEMENT OF RATE BASE AND RATE OF RETURN
TWELVE MONTHS ENDED SEPTEMBER 30, 1983
(000'S OMITTED)

Item Amount

Investment in Electric Plant

Electric plant in service 52,483,116
Net nuclear fuel 21,863
Construction work in progress 692,604
Accumulated depreciation (597,182)

Accumulated deferred income taxes

(311,966}
Net investment in electric plant

2,288,435

Allowance for Working Capital

Investor funds advanced for operations 18,941
Materials and supplies 83,677

Other rate base additions and deductions (15,788)

Total 86,830
Qriginal Cost Rate Base $2,375,265

Rates of Return

Present 10.58%
Approved 11.87%
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SCHEDULE IiI
CAROLINA POWER & LIGHT COMPANY
NORTH CAROLINA RETAIL OPERATIONS
DOCKET NO. E-2, SUB 481
STATEMENT OF CAPITALIZATION AND RELATED COSTS
TWELVE MONTHS ENDED SEPTEMBER 30, 1983
{000'S OMITTED)

Capital- Original Embedded Net
ization Cost Cost Operating
Item Ratio (%) Rate Base (%) Income

Present Rates - Original Cost Rate Base

Long-term debt 47.50 $1,128,251 9.73 $109,77%
Preferred stock 12.50 296,908 9.18 27,256
Common equity 40,00 950,106 12.02 114,192

Total 100,00 $2,375,265 - $251,227

Approved Rates - Original Cost Rate Base

Tong-term debt 47.50 81,128,251 9.73 $109,779
Preferred stock 12.50 296,908 9,18 27,256
Common equity 40.00 950,106 15.25 144,801

Total 100. 00 $2,375,265 - 5281,926

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACY NOS. 23 - 26

The evidence for these findings of fact is found in the testimony of
Public Staff witness Richard Smith and Company witness Norris Edge.

Insulation Standards for Manufactured Homes

Public Staff witness Richard Smith testified that CP&L's mobile home
insulation standard mnecessary to gqualify for the 5% energy conservation
discount on residential rate schedules presently permits a 25% greater heat
loss than the standard for conventional homes. He cited CP&L testimony in
Docket No. E-2, Sub 391, wherein a lower standard for mobile homes was proposed
by the Company in 1980 because of the extreme difficulty manufacturers had in
meeting the standard established for conventional housing. Witness Smith
pointed out that the situation had changed since 1980 and now practically all
mobile home manufacturers in North Carolina are meeting the Duke standard and
are capable of meeting the similar CP&L standard for conventional housing.
Witness Smith further pointed out the desirability of having a single statewide
high level energy efficient insulation standard for mobile homes. Witnpess
Smith recommended that CP&L's separate mobile home insulation stapndard be the
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same as its current standard for conventional homes, effective April 1, 1985.
Witness Smith further recommended that those mobile homes that are in
compliance with CP&L's thermal requirements and are receiving the energy
conservation discount should continue to do so. CP&L witness Norris Edge
concurred in these recommendations by witness Smith and offered substitute
residential rate schedules to implement these changes.

The Commission finds that the lower insulation standards for mobile homes
are no longer necessary and concludes that the standards necessary for mobile
homes to qualify for the Company’s emergy conservation discount should be the
same as for conventional housing. The Commission also concludes that adequate
notice should be given the mobile home manufacturers of this change, that the
effective date should be April 1, 1985, and that mobile homes receiving
discounts prior to that date should be grandfathered.

Load Control of 30-39 Gallon Water Heaters - ’ -

Public Staff witness Richard Smith testified that 30- to 39-gallen water
heaters constitute a significant portion of the Company's potential
cortrollable load and recommended that the Company test a limited number of
water heaters of this size in the load control program. To date, water heater
load control has been limited to sizes 40 gallons or larger. Witness Smith
noted that the best he can determine is that the Company is concerned that
customers with small heaters might run out of hot water and withdraw from the
program. Witness Smith furnished the results of a Wake EMC survey in 1983 of
water heater load control which indicated that the 253 customers with 30-gallon
water heaters registered no more inquiries or complaints than customers with
larger heaters and that none withdrew from the program during the year because
of an inadequate supply of hot water. The EMC's interruptions averaged as much
as 3.3 bhours per day. Witness Smith recommended that up to 200 30- to
39-gallons water heaters be tested beginning in January 1985. CP&L witness
Edge agreed to conduct a one-year test program controlling 30- to 39-gallon
water heaters beginning in January 1285 and to provide the Commission with the
results of the test by July 1, 1986, -°

The Commission finds that extending water heater load contrel te 30- to
39-gallon water heaters could potentially expand the Company's load control
capability and concludes that load control of 30- to 39-gallon water heaters
should be tested as proposed.

Load Control of Air Conditioning

Public Staff witness Swmith testified that the potential for air
conditioning load control could be expanded further if the customers were not
required to alsc accept electric water heater interruptions. Witness Smith
furnished data on Duke's interruptible air conditioner customers which showed
that in addition to 26,801 customers volunteering for both water heater and air
conditioning load centrol, 6,394, or 24% more, volunteered for air conditioning
load control only. Witness Smith proposed that the Conipany determine the
proper billing credit for solely air conditioning control. Company Witness
Edge testified that a study to determine the economic benefits of providing
this service could be completed and the results filed with the Commission by
April 1985. .
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The Commission finds that the load control of air conditioners alome could
enhance the Company's consérvation and load management efforts and concludes
that the Company should make a determination of the proper billing credit for
this service and file its findings with the Commission by April 1, 1985.

+

Timer Control of Water ]-Ie-aters for TOU Customers

Public Staff witness Richard Smith testified-that only one-half of the
residential customers on the Company's time-of-use comparative billing program
would save compared to their standard rate and proposed that the Company
install time control equipment on the customers' water heaters to expand the
potential load, reduction of the time-of-use rate and improve the customers'
savings potential. Witness Swmith noted that those customers on R-TOUE without
central space heating or air conditioning can by installing a timer on their
water heaters reduce on-peak usage from 30% to less than 20%. Witness Smith
proposed that the customers be charged for a portion of the time control
equipment and its installation. CP&L witness Edge testified that the Company
desired additional time to study the Public Staff's proposal and customer
charges. He proposed that the Company meet with the Public Staff to assess-the
areas of concern and provide the Commission with the results of this meeting
within 60 days after the date of the Commission Order.

The Commission concludes that appliance control supplied by the Company
might improve the effectiveness of the residential time-of-use rates and
therefore should be fully explored. The Commission further concludes that the
Company should consult further with the Public S5taff to comsider a program to
test the effectiveness of the proposed appliance control for time-of-use
customers and report the results of this meeting to the Commission within 60
days after the date of this Order.

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 27 - 28 !

The evidence for these findings: regarding,rate design is found primarily
in the testimony of Company witness Edge and Public Staff witness Turmer.

Declining Block in Residential Rates

Public Staff witness Turner recommended a change in the Company's rate
design for the Residential Service Schedule, RES-48, to eliminate the 800-kWh
block in the Company's residential rate for nonsummer usage. He suggested that
the Company offered no proof that the cost of providing service to customers
with usage over 800 kWh per month in the nonsummer months is less than that of
providing service to customers in the under 800-kWh block im those months.
Witness Turner proposed a rate which includes a uniform differential of 0.34
cents per kWh between all summer and nonsummer kWh. The effect of this
proposal would be to decrease the seasonal .rate differential for kWh
consumption over 800 kWh from 1.0 cents to 0.34 cents per kWh,.and to add a
0.34 cents per kWh seasonal rate differential for comsumption under 800 kwh.
Witness Turmer further suggested -that this recommendation is comsistent with
the intent of the Public Utility Regulatory Policies Act (PURPA) and with prior
Commission Orders to the effect that the declining bleck rate structure should
be eliminated unless there is a cost basis for such rate design. . -
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CP&L witness Edge testified that the Company is in agreement with witness
Turnex's ultimate goal of combining the two nonsummer -billing blocks. Witness
Edge disagreed, however, with the method of obtaining that goal. Witness Edge
offered an alternate Residential Sexrvice Schedule, RES-48A,  which establishes a
summer/nonsummer rate differential of 0.5 cents per kWh for the zero-to 800-kWh
block, while maintaining the 1.0 cents per kWh price differential for greater
than 800 kWh in the nopsummer period, as found in the initial proposed
Residential Service Schedule, RES-48. Witness .Edge stated that the Company
planned to achieve the second step in its proposal by filing a Residential
Service Schedule that would eliminate the 800-kWh block for nonsummer billing
in the next rate case. The Company would, however, maintain its proposed
summer/nonsummer price differential. Witnéss Edge maintains that this
"phase-in" of the combination of these two billing blocks will minimize the
possibility of an unfair increase to any one customer usage level and prevent a
negative impact on the system load factoxr. Under cross-examination by counsel
for CIGFUR II, witness Edge testified that an anmalysis of class load factors
since 1979 shows that while the load factor for the general service class is
about the same or increasing, the load factor for the residential class is
declining. Witness Edge attributed the drop primarily to a reduction in the
nonsummer usage of all-electric customers and contended that it is important
not to reduce the summer/nonsummer differential for usage over 800 kWh to
prevent further load factor erosion.

The Commission is of the opinion that, in keeping with past Commission
Orders and the intent of PURPA, the declining block structure for nonsummer
usage should be eliminated. However, the Commission recognizes that a
"phase-in" of the combination of +the billing blocks, as proposed by the
Company, is reasonable. In making this decision, the Commission notes that the
Company's proposed alternate Residential Service Schedule, RES-48A, results in
a less severe increase for high usage customers during the nonsummer months.
The Company is directed to file a residential service schedule which will
completely eliminate the 800-kWh block applicable to nonsummer usage in the
next rate case.

Basic Customer Charges

The Company proposes to increase the basic customer charge for residential
service from $6.75 to $7.35 per month. The Commission is of the opinion that
there is merit in setting the basic customer charge for residential sexrvice at
the $6.85 level in this proceeding and concludes that it should do so.

Relative Revenue Requirement for Each Customer Class

CIGFUR recommends that the rate of return for each customer class be moved
closer to the overall North Carclina retail rate of return in determining the
appropriate revenue requirement for each customer class., The Commission has
generally attempted to establish rates in prior proceedings which would produce
rates of return for each customer class that were within 10% of the overall
North Carolina retail rate of return, recognizing that such rates of return
must necessarily be imprecise due to the imprecision inherent in the cost
allocation methodologies underlying the calculation of such rates of return.
In this proceeding, all of the customer classes appear to be roughly within the
10% guideline except for the sports field lighting class (Schedule SFLS) and
the small general service class (Schedule 5GS).
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The Commission notes that Schedule SFLS produces a low rate of return even
after a 20.9% increase proposed by the Company versus a 12.6% increase proposed
overall., Therefore, the Commission concludes that the larger increase proposed
for Schedule SFLS relative to the overall increase is appropriate.

The Commission further notes that Schedule SGS produces a high rate of
return, even-after only a 12.3% increase, and that .the same phenomencn has
occurred in the Company's other recent rate cases. The Commission is of the
opinion that the Company should take positive steps in its next general rate
application as necessary to produce rates of return for each rate schedule
which is within 10% of the overall North Carolina retail rate of return,
particularly with respect to Schedule SGS.

General

In addition to the revisions already discussed, the Company proposed
various miscellaneous rate changes, administrative changes, and clarificatioms
in its rate schedules and in its terms and conditioms for service which were
not opposed by any party. Such changes and clarifications include in part:
provisions to reduce the size of the second block in Schedule SGS from 2500 kWh
to 2000 kWh in order to flattem the rate blocks of said schedule; provisions to
clarify the .availability of the LGS and LGS5-TOU Schedules; provisions to
withdraw the availability of the GLFS Schedule; provisions to add two new
high-pressure sodium vapor fixtures (a 5800-lumen. enclosed and a 22000-lumen
shoebox) to the ALS and SLS Schedules; provisions to increase the customer
charges in Ridér No. 5 (Seasonal and Intermittent Service) and to clarify the
application of monthly credits for such charges; provisions to adjust the
revenue credit provided for in Rider No. 15 (Construction Cost Rider) to
reflect not only the base cost of fuel but also a portion of variable nonfuel
084 .expenses; provisions to withdraw the availability of Rider No. 55 (Customer
Generation Service); provisions to modify the Service Regulations to increase
the Service Charge, the standard Reconnect Charge, and tlie Reconnect Charge for
other than normal business hours; provisions to dincrease the charge for
underground extensions to individual single-family or duplex residences under
Underground Installation Plans R-7A and R-10A, and to clarify the requirements
in Plan R7-A regarding developer contributions; provisions. to increase monthly
minimum charges for Schedules SGS, SGS-TOU, and TSS in order to reflect not
only the base cost of fuel but alse a portion of variable nonfuel O&M expenses;
provisions to add a mninimum charge in Schedules RFS, AHS, CSG, and CSE
consistent with such provision in Schedule 5GS; provisions to increase charges
for three-phase service in Schedules SGS, RFS, AHS, CSG, and CSE; and
provisions to increase rates in Schedules RFS, AHS, CSG, and CSE by
approximately 10% relative to other rate schedules in order to gradually merge
said schedules with Schedule 5G5 over time.

Based on the ahove\, the Commission concludes that the rate design, rate
schedules, and terms and conditions for service proposed by the Company should
be approved, except as discussed herein.

IT IS, THEREFORE, ORDERED as follows:

1. That Carolina Power & Light Company shall adjust its electric rates
and charges so as to produce an- increase in gross annual revenues from its
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North Carolina retail operations of $64,339,000, said increase to be effective
for service rendered on and after the date of this Order,

2. That within five (5) working days after. the date of this Order,
Carolina Power & Light Company shall file with the Commission five (5) copies
of rate schedules designed to produce the increase in revenues set forth in
Decretal Paragraph No. 1 above in accordance with the guidelines set forth in
Appendix A attached hereto, Said rate schedules shall be accompanied by a
computation showing the level of revenues which said rate schedules will
produce by rate schedule, plus a computation showing the overall North Carolina
retail rate of return and the rates of return for each rate schedule which will
be produced by said revenues.

3. That Carolina Power & Light Company shall prepare cost allocation
studies for presentation with its next general rate application which allocate
preduction plant based on: (1) the summer/winter peak and average method;
(2) the 12-month CP method; and (3) the summer CP method. The studies shall be
included in items 31 and 37, as appropriate, of Form E-1 of the minimum filing
requirements for general rate applicatioris.

4. That Carclina Power & Light Company shall continue to work with the
Public Staff to study cost effective ways in which to allocate fixed and
variable production costs based on the times production units are actually
dispatched. The goal of such a study shall be to better define: (1) the
changes in costs of production related to hourly or daily time-of-use and to
seasonal time-of-use; (2) the changes in costs of production related to load
factor; and (3} if feasible, differences in fixed costs and variable costs by
rate class.

5.- That the thermal requirements for manufactured housing necessary to
qualify for the energy conservation discount on residential schedules RES,
R-TOU, and R-TOUE shall ke the same as the thermal requirements for
conventional housing, effective April 1, 1985; except that the thermal
requirements for manufactured housing served prior to April 1!, 1985, shall
remain the same as the current thermal requirements for said manufactured
housing.

6. That residential water heater load control under Rider 56 shall be
extended to up to 200 water heaters of 30 through 39 gallons capacity for a
one-year test period beginning January, 1985, and that the results shall be
reported to the Commission by July 1, 1986.

7. That the Company shall furnish to the Commission no later than
April 1, 1985, an analysis for determining the potential benefits and the
proper credit on the customer's bill for residential air conditioner load
control without water heater load control.

8. That the Company shall consult with the Public Staff and make
recommendations to the Commission within 60 days after the date of this Order
for testing company-installed timers or other equipment te interrupt
residential time-of-use customers' water heaters during on-peak hours and for
an appropriate charge for this equipment.
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9. That Carclina Power & Light Company shall give appropriate notice of
the rate increase approved herein. Said notice shall be by bill insert to each
of its North Carolina retail customers during the next normal billing cycle
folléwing the filing of the rate schedules described in Decretal Paragraph
No, 2.

10. That as soon as possible after new rates go into effect as a result of
this proceeding, Carolina Power & Light Company shall file with the Commission
and serve upon all other parties a verified report of the balance of the
deferred fuel account established by the Commission in Docket No. E-2, Sub 461,
as of the date such new rates go into effect; that any other party may request
a hearing within ten working days after the filing of the report to resolve the
accuracy of the report; and that the account will be closed out and the
balance, when reduced by the 51,675,945 already effectively refunded, if
positive, will be refunded to CP&L's ratepayers as provided by further Order of
this panel.

11. That the Company shall present information to the Commission in its
next general rate proceeding concerning the Edison Electric Imstitute which
will show all direct and indirect contributions to and through EEI from all
sources and all expenditures by program.

ISSUED BY ORDER OF THE COMMISSION.
This the 21st day of September 1984.
NORTH CAROLINA UTILITIES COMHMISSION
(S E AL Sandra J. Webster, Chief Clerk

Commissioner Tate, dissenting in part
Commissioner Cook, dissenting in part and concurring in part

AFPENDIX A
DOCKET NO. E-2, SUB 481

GUIDELINES FOR DESIGN OF RATE SCHEDULES

Step 1: Determine the amount of rate schedule revenues and other revenues,
respectively, which are necessary to produce the overall revenue requirement
established by the Commission in this proceeding.

Step 2: Decrease the rate schedule revenues proposed by the Company for each
rate schedule by the same percentage to produce the total rate schedule
revenues determined in Step 1.

Step 3: Reduce the individual prices in a given rate schedule by the same
percentage to reflect the decrease in revenue requirement for the rate schedule
as determined in Step 2, except as follows:

(a) Set the basic customer charge for residential rate Schedule RES at
$6.85.

(b) Individual prices to be decreased in rate schedule RES are those
revised prices proposed by the Company as discussed herein.
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(c) Decrease prices in the TOD rate schedules in such a manner that
they will remain basically revenue newtral with comparable non=-TCD
rate Schedules considering projected revenue savings for the TOD
rates, » -

(d) Hold miscellaneous service charges and extra charges at the same
level proposed by the Company.

Step 4: Round off individual prices te the extent necessary for administrative
efficiency, provided said rounded off prices do not produce revemues which
exceed the overall revenue requirement established by the Commission in this
proceeding.

DOCKET NO. E-2, SUB 481

COMMISSIONER TATE, DISSENTING IN PART. Regulation must, above all, be
fair. I dissent to this Order because the Panel has failed to give fair and
consistent treatment to this Company on the issues of the period of
amortization of abandoned plant, officers' salaries, and the handling of the
deferred fuel account.

The proper rate-making treatment of abandoned plants has been troublesome
to this Commission and all other regulatory bodies. There are two preliminary
requirements which must be met before any recovery is allowed: (1) the
abandoned plant was necessary to meet the projected load when construction was
begun and (2) the decision to cancel the plant was reasomable and proper. The
Panel agrees that CP&L made prudent decisions both in deciding to build Harris
2 and in deciding to cancel it. Next, it must be decided whether the cost of
the abandoned plant should be placed in rate base. This Commission has ruled
that under North Caroclina law an abandoned plant cannot be placed in rate base
because the plant will never be "used and useful." However, investors have
advanced funds in a prudently incurred and prudently cancelled endeavor.
Therefore, the loss should be amortized to the cost of service over a
reasonable period. It is debatable, in my view, whether a return on the debt
and prefexrred stock portions of cancellation costs should be allowed. This
Commission has concluded that no return should be allowed to stockholders on
any portion of the money advanced by investors, whether equity, preferred or
debt. However, this Commission has consistently decided that the reasonmable
period over which' the actuwal investment is recovered should be 10 years. See
our Orders as to Duke's Cherokee Unit Nos. 1, 2 and 3 in Docket No. E-7, Subs
358 and 373; our Orders as to Vepco's Surry Unit Nos. 3 and 4 in Docket No.
E-22, Subs 224, 257, 265 and 273; our Orders as to Vepco's North Amna Unit No.
4 in Docket No. E-22, Subs 257, 265 and .273; our Order as to Vepco's North Anna
Unit No. 3 in Docket No. E=22, Sub 273; as well as our Order as to CP&L's
Harris Unit Nos. 3 and & in Docket No. E-2, Sub 461, all of which approved
10-year amortization periods.

In the last Vepco case, Docket No. E-22, Sub 273, (at page 12)
the Commission said:

"Otilization of a 10-year amortization period is proper and fair in
this proceeding for the reason that such an amortization perioed,
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particularly when considered in conjunction with the Comission's

decision as subsequently discussed, to allow Vepco no return on the
unamortized balance, will serve to more reasonably and equitably
share the burden of such plant cancellations between the Company's
shareholders and its present and future ratepayers."

at page 13;:

"Thus, amortization should be allowed. However, on the other hand,
the ratepayer must not bear the entire risk of the Company's
investment. A middle ground must be found on which the Company bears
some of the risk of abandonment and the ratepayer is protected from
unreasonably high rates. The losses resulting from cancellations of
utility generating plants will inevitsbly be borne by one or a
combination of three groups: the utility investors, the ratepayers,
and the income taxpayer. A recent study prepared by the United
States Department of Energy indicates that a 10-year amortization of
such losses will distribute costs in proportioas that the Commission
considers fair and equitable, even considering the effects of CWIP in
rate base in North Carolina. NUCLEAR PLANT CANCELLATIONS: CAUSES,
COSTS, AND CONSEQUENCES, United States Department of Energy,
Washington, D. €. (April 1983). The Commission believes this will
result in a fair and reasonable treatment of both the utility and its
consumers. "

in Duke's most recent case, Docket No. E-7, Sub 373, the Commission at
ruled:

"In determining the appropriate amount of depreciation and amortiza-
tion expense to be included in the cost of service, the Commission
notes that the C.U.C.A. proposed order recommends amortizing the loss
associated with Cherokee units 1, 2, and 3 over a fifteen (15) year
period. Both the Public Staff and the Company amortized this item
over a ten (10) year period, as found to be reasonable by the
Commission in Docket No. E-7, Sub 3538."

In Docket'Ne. E-7, Sub 358, at page 12, the Commission said:

"The proper ratemaking treatment of abandenment losses related to
electric generating plants has been before the Commission in several
cases and will continue to arise in future cases. The Commission has,
therefore, undertaken to reexamine this important issue in order to
develop a more consistent and equitable approach to it. The
Commission's ultimate responsibility with respect to ratemaking is to
fix rates for the service provided which are fair and reasonable both
to the utility and to the consumer. G.S. 62-133(a); State ex rel.
Utilities Commission v. Morgam, 277 N.C. 255, 177 S.E. 2d 405 (1970);
State ex rel. Utilities Commission v. Area Development, Inc. 257
Inc., 257 N.C. 560, 126 S.E. 2d 325 (1962). (Italics, mine)

"Although the parties to this proceeding may disagree as to the
proper amortization period, they generally agree that the Company
should be allowed to recover the prudently invested cost of its
abandonment losses through amortization over some period of time.

page



ELECTRICITY - RATES 191

The Commission,- based upon the evidence presented, must determine
what is a fair amortization period in order to fairly allocate the
loss between the utility and the consumer. With regard to the
Cherckee Units 1, 2 and 3, the Commission concludes that utilization
of a 10-year amortization period is proper amd fair -in this pro-
ceeding for the reagon that such an amortization period, particular-
ly when considered in conjunction with the Commission's decision, as
subsequently discussed, to allow Duke no return on the unamortized
balance, will serve to more reascnably and equitably share the
burden of such plant cancellations between the Company's shareholders
and its present and future rate-payers."

Thus both Duke's and Vepco's abandoned plants are being amortized over 10
years, yet this Panel concludes CP&L's Harris No. 2 recovery should be
stretched over 15 years. Incomsistent? Yes. Fair? No. All companies should
have the same treatment on the same issue, unless there are significant
differences. The majority cites no such differences. Neither does the majority
cite any difference between this abandonment and thé previous Harris
abandonments- by CP&L, which have been allowed 10-year amortization. It asserts
that the present decision must be made 'separate and apart" from prior
decisions on abandonment losses despite the Commission's recent efforts to
develop a "more consistent and equitable approach™ to this recurring issue.
The majority decision that a 15-year amortization peried is "more equitable
contradicts our oumerous prior decisions in favor of 10~year amortization
without giving any explanation as to why its decision is better.

Similarly, the question of who should pay for officers’' salaries should be
resolved consistently for all regulated companies. This issue first arose
during the recession when the Commission contluded that CP&L had granted
inordinately large increases to its officers and the increased salariés should
be paid for by CP&L's stockholders, not its ratepayers. Some portion of scme
officers' salaries were excluded for CP&L, Vepco and Duke in 1982, and for
CP&L, in 1983. In 1984 cases, all officers' salaries hive been included in the
cost of service for Vepco and Duke. It is impossible to believe that any
utility could operate and provide adequate service without its officers. There
is no testimony in this case that CP&L's officers have received excessive
increases in the test year, nor that the salaries CP&L pays are ont of line
with other utilities' salary levels. There is no apparent reason for this
Panel's decision to penalize CP&L by disallowing an essential cost of providing
utility sexvice, Therefore, I dissent.

Again, based on fairness, I cannét concur with this Panel's handling of
the deferred fuel account. I do agree that the previous CP&L Panel decided
that the base fuel cost could not be determined with exactitude at the time of
the rate case, and therefore set up a deferred fuel account because no interim
fuel cost procedure was then in place. Quite reasonably, that Panel decided to
place all fuel cost recoveries in a deferred account with final determination
to be made at a time when actual fuel costs were known. That decision
acknowledged that fuel .costs should be recovered but: were then unknown, and to
protect the ratepayers, any over-collections were to be refunded. (Any
under-collections were to be absorbed- by the Company, a scmewhat one-sided
procedure). I agree with this Panel's decision that actual fuel costs in the
deferred account should be determined as of the time that the new fuel costs in
this docket become effective. I also agree that all over-collections, as of
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that time should be refunded to consumers. Where I disagree with the majority
is that I believe all past fuel costs should be dealt with at the time new
rates go into effect. When CPS&L filed its rate case, it estimated that there
had been an over-recovery of fuel cost of 1,675,945 as of September 1983, and
this amount was deducted from the revenue requested. If the amount in the
deferred account is an over-collection at the time new rates become effective,
the $1.6 million can be deducted from the amount to be refunded, since this
amount has already been credited to cost of service. If, however, there should
be an under-collection'at the time new rates go into effect (and no ome now
knows whether that account at that date will be plus or minus) $1.6 milliom in
over-collections will already have been refunded to consumers. This is
patently unfair. No refunds should be determined until the time new rateg are
in effect, and that inclvdes the §1.6 million already credited to ratepayers.
This will be a moot issue if an over-collection occurs., In the event that on
the determined date an under-collection of actual fuel costs incurred is shown
it will not be a moot point, it will be a $1.6 million mistake. The actunal
amount is unknown, but let us be fairl Since §1.6 million has been deducted in
the revemue requested, this same $1.6 million should be included in the total
cost of actual fuel costs incurred, To act as the majority has, that is to say
that all under-collections plus $1.6 million must be absorbed by the Company,
is not in my opinion fair. Aequum et bonum est lex legum.

Sarah Lindsay Tate, Commissioner

CAROLINA POWER & LIGHT COMPANY
DOCKET NO. E-2, SUB 481

COMMISSIONER COOK, DISSENTING IN PART AND CONCURRING IN PART. I strongly
dissent from the decision of the Majority in this case to include additional
expenditures for comstruction work in progress (CWIP) in CP&L's rate base in
the amount of §196,006,000 related to the comstruction of Harris Unit No. 1. I
further dissent from the rate of return on common equity allowed CP&L by the
Majority. The Company's rate base presently includes $496,598,000 of CWIP for
Harris No. 1. I would not increase the level of CWIP in this case beyond that
amount for the reasons hereinafter stated in this dissenting opinion. Based
upon the Majority decision to allow CWIP of §692,604,000, CP&L's allowed rate
of return on common equity should be set at 14.7% or less, rather than the
15.25% allowed by the Majority; in order to compensate for the Company's
lowered business risk resulting from the inclusion of CWIP in rate base. The
Majority decision allowing CP&L a 15.25% rate of return on common equity
results in the Company's ratepayers having to pay at least $11 millien per year
in additional rates. I find that to be totally unjustified.

I note that the Majority decision to inclwede almost 100% of the CWIP
requested by CP&L in this case will itself cause the Company's retail
ratepayers in North Carolina to immediately begin paying additional rates of
$39,410,000 on an annual basis in addition to the annual CWIP revenue
requirement of $99,846,000, which is already reflected in rates. Thus, the
additional CWIP granted -in this proceeding amounts to over 61% of the entire
rate increase granted to CP&L by the Majority decision. Furthermore, the
Majority decision on CWIP means that a North Carolina retail electric customer
using 1,000 Kwh of electricity per menth will now pay, om an averagé basis,
approximately $2.00 more, above the $5.00 already included in rates for CWIP,
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merely to provide CP&L with a return on construction work in progress. This
charge is for a nuclear generating plant which will not begin producing even a
single kilowatt-hour of electricity until March 1986, at the earliest. A
customer using more electricity will pay proportionately more inm rates to
support CWIP. In addition, the annual revenuwe requirement dssociated with the
CWIP allowed by the Majority in this case for Harris Unit No. 1 now amounts to
1173 of CP&L's total authorized North Carolina retail reveoues of
$1,266,471,000. Furthermore, under. the Majority decision, CWIP related to
Harris Unit No. 1 now makes up over 29% of the Company's entixe rate base.

G.5. 62-133(b)(1} is wvery s=specific with respect to the regulatory
treatment of comstruction work im progress. The statute states that: "..,
reasonable and prudent expenditures for construction work in progress ... may
be included, to the extent the Commission considers such inclusion in the
public interest and necessary to the financial stability of the utility in
question ..." .

It is my view that the inclusion of additional CWIP in this case is not
necessary to the continued financial stability of Carolina Power & Light
Company; nor iz such inclusion in the public interest. However, the "financial
stability" requirement is the one I will focus on.

In applying for a rate increase, the burden of proof rests with the
Company to justify its request. In my view, CP&L has not satisfactorily
resolved the financial stability question. The Company has not made an
argument that I find persuasive in the least te indicate that its finmancial
stability would be affected if additional CWIP were not allowed in this case.

There has been a lot of rhetoric on the Company's part, to be sure, but it
has been largely that--rhetoric, and no more! To wit--"CWIP in rate base
should not be reserved only for those situations where it becomes necessary to
rescue a utility from the brink of financial collapse." (CP&L Brief, p. 17).
What a truism! As if anyone were arguing otherwise.

The evidence presented by the Company in making its continued fmanc:.al
stability contingent on the incluosien of CWIP is weak and superficial.

To say, as the Company has done on p. 18 of its Brief, "It is clear from
the evidence that the inclusion of the entire amount of eligible Harris Unit
No. 1 CWIP is npecessary for the Company's financial stability,"” is
preposterous. It is like the "Emperor has no clothes" story. The truth and
accuracy of this statement is, in fact, not clear at all and the Company's
saying it is, does not make it so.

The Company turns the treatment of CWIP into an Armmageddon--include CWIP
and all will be well. The Company will maintain its A bond rating, it will
complete construction of Harris Unit No.. 1 (on time), costs to ratepayers will
be lower and there will be smaller increases to rates in the future. Exclude
additional CWIP and all will be lost--there will be a weakening of the
Company's ability to complete its construction program, resulting in higher
costs to ratepayers and larger increases in rates in the future. The evidence
presented by the Company does not substantiate these claims. All of this,
because CWIP-related revenues of $39,410,000 or approximately 3% would have
been denied out of total North Carolina jurisdictional revenues of
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$1,266,471,000. The Company's claim truly boggles the mind. It is looking
through a glass darkly.

Moreover, in attempting to justify the level of CWIP requested by the
Company in this-.case, CP&L President Smith testified that: "A level of CWIP in
rate base sufficient to enable the Company to improve its financial statistics
and thereby successfully raise construction capital is essential in view of the
‘level of external .funds that will be required by the Company over the next
three years." (Tr. Vol. 6, p. 23.) The Majority Order also speaks of its
decision on CWIP as serving to improve the Company's financial statistics.
However, "improvement of financial statistics” is not the statutory test to be
applied in this case. To the contrary, G.S. 62-133(b)(1) specifies that CWIP
must be "... necessary to the financial stability of the utility in question
..." which is a far different standard than "necessary to improve the financial
statistics of the utility in gquestion." In my opinion, CP&L is currently a
financially stable electric utility and will remain so even 1£ additional CWIP
is disallowed in this case by the Commission.

Many factors, other than .the level of CWIP allowed CP&L, will determine
CP&L's level of financial statistics and bond rating, including factors such as
management efficiency, cash flow generation, availability and efficiency of
existing penerating plants, a significant postponement of the in-service date
of Harris Unit 1, the reasonableness of the regulatory treatment accorded CP&L
by other state and federal regulatory agencies, and many other intangible
factors which are entirely beyond the control of this Commission. Even Company
witness Spann conceded this point on cross-examination. (Tr. Vol. 11, pp.
164~165).

Company President Smith also testified on cross-examination that CP&L is
not oo a credit-watch list published by any of the credit rating agencies, such
.as Standard & Poor's or Moody's, indicating a potential for a rating change.
(Tr. Vol. 6, p. 118). This further corrcborates my opinion that CP&L is in
fact financially stable. Were it otherwise, it is certainly a reasonable
assumption that the credit-rating agencies would have placed CP&L on their
credit watch lists.

On the other hand, the evidence presented by the Public Staff and other
intervenors speaks to the "financial stability" factor in clear and compelling
terms.

- For instance, Public Staff witness Sessoms testified that, based upon his
investigation in this case, CP&L presently has an A bond rating and is
financially stable. I am in complete agreement with this opinion. Furthermore,
Mr. Sessoms testified that he examined several indicators or financial raties
which together should provide a measure of financial stability. Where the
information was available, he compared CP&L's ratios to the average ratios of
the electric utilities rated A by both Moody's and Standard & Poor's beginning
with 1979 through the most current data available. Witness Sessoms also
presented a Standard & Poor's chart of target financial criteria which showed
ranges for pre-tax interest coverage, debt leverage, and net cash flow/capital
outlays for A-rated electric utilities. MHe presented evidence comparing the
Company's ratios for the 12 months ended March 31, 1984 and June 30, 1984 to
these three criteria. For the 12 months ended June 30, 1984, CP&L had pre-tax
interest coverage, including AFUDC, of 3.1 times compared to the 2.5 - 3.5
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times target range; a 50% debt leverage ratio compared to the 45%-55% target
range; and a 41% net cash flow/capital outlays ratio compared to the 20%-50%
target range. According to this evidence, it is clear that CP&L is at present
well within the acceptable levels for an A bond rating with regard to these
three criteria in particular.

In addition, Company witness Lilly testified that a fimancially stable
A-rated electric utility should have a strong capital structure comprised of
less than 50% long-term debt and at least 40% common equity and a pre-tax
interest coverage, excluding AFUDC, in excess of 2.5 times. (Tr. Vol. %, pp.
15-16). Company witness Vander Weide testified that the interest coverage
ratio and the ratio of equity to total capitalization are two of the most often
used measures of financial integrity and that CP&L's percent of common equity
has been near the electric industry average for at least the last few years.
(Tr. Vol. 10, pp. 153-155). In this case, CP&L has been allowed a capital
structure for rate-making purposes comprised of 47.5% long-term debt, 12.5%
preferred stock, and 40% common equity. Furthermore, for the 12-month period
of time ended June 30, 1984, CP&L, in fact, experienced a pre-tax interest
coverage, excluding AFUDC, of 2.5 times on a total Company basis. (Tr. Vel.
24, pp. 32, 44-45). Thus in the words of CP&L witness Lilly, the Company has a
"strong capital structure." The Company also has sufficient fipancial strength,
at the very least, to produce the minimum pre-tax interest coverage, excluding
AFUDC, recommended by Mr. Lilly for a financially stable A-rated electric
utility.

Although witness Sessoms testified on cross-examination that certain
financial ratios for CP&L were below the average of the A-rated electrics, he
further noted that there are other factors to consider. In this regard,
witness Sessoms testified that CP&L is well within the range of ratios
exhibited by other A-rated electrics. The Company is showing improvement in
the financial ratios that use earnings in the calculation and has received
recent rate increases in all jurisdictions im which the Company operates. Those
rate increases have not been 'in effect long enmough to be reflected in the
Company's operations for a full year. CP&L has also experienced this
improvement while operating under a rate of return penalty in North Carolipa
and while undergoing its heaviest year of Harris Unit No. 1 comnstruction
expenditures.

Witness Sessoms testified that although CP&L is, in fact, undergoing a
large construction program, the Company is nevertheless maintaining adequate
levels of internal cash generation so as not to adversely affect the Company's
financial stability and that in 1985 and 1986, the Company's -construction
expenditures will decrease and internal cash generation will improve even
further. Mr. Sessoms also testified that the Public Steff's recommended return
on rate base produces an approximate 4.01 times pre-tax interest coverage,
including AFUDC, or an approximate 3.2 times coverage, excluding AFUDC.
Witness Sessoms noted that the 3.2 times coverage is higher than the 3.0 times
average of the A-rated wutilities for 1983 and higher than the 3.1 times
coverage implicit in the Commission's Final Order in Docket No. E-2, Sub 461 on
a North Carolina jurisdictional basis. The Majority Order inm this case
generously provides for a 3.6 times pre-tax interest coverage, excluding AFUDC,
for CP&L on a North Carclina jurisdictional basis.
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Public Staff witness Hsu supported Mr. Sessoms' recommendations and stated
that the inclusion of additional CWIP in rate base is not needed to meet the
statutory criterion of G.S. 62-133(b)(1) related to -'financial stability."

CUCA witness Wilson stated that his analysis shows that CP&L's current
rates are covering operating expenses and interest and dividend requirements
and are substantially covering construction expenditure requirements. Dr.
Wilson testified that CP&L's present financial circumstances do not warrant the
inclusion of additional CWIP in rate base at this time because of the Company's
construction program. He stated that he did not believe that even the current
amount of CWIP allowed CP&L is necessary to the Company's financial stability.

CUCA witness Smith noted that there are electric utilities which have AA
ratings with ratios similar to CP&L and BBB-rated utilities with better ratios
in some comparisons. This led Dr. Smith to the belief that these ratios are
only an indirect indicator of what the bond rating is going to be. She stated
that the ratios would not determine what the Company's bond rating would be,
but. rather the rating agencies are focusing on the probability of something
going wrong with the nuclear construction program. She correctly indicated
that it is within the Company's control rather than the Commission's whether or
not Harris Unit No. 'l will be successfully completed.

1

Furthermore, since the Majority apparently believes that CP&L's financial
fortunes and additional CWIP are irretrievably bound together-~-then why” grant
the Company a 15.25% return on common equity? Since additiomal CWIP in the
amount of $196,006,000 has been included in CP&L's rate base by the Majority,
the Company's risk factor has been significantly reduced. Why, then, not allow
CP&L a rate of return of 14.7% or less? This seems to be a case of "Heads I
win, tails you lose" -- with the Company the winner and the ratepayers the
losers. I find this to be considerably less than even-handed regulatory
treatment. . - . .

In this' regard, Public Staff witnesses Sessoms and Hsu testified that the
inclusion of CWIP in rate base eliminates one of the major elements of risk to
investors of electric utilities and that should the Commission continue to
place additional CWIP in rate base for CP&L, which the Majority has dome in
this case, consideration should be given to the elimination of this risk when
setting the allowed return on equity by setting such allowed return at the
lower end of the reasonable range. Witness Hsu testified that investors in the
electric utility industry expect a common equity return within the range of
14.7% to 15.9% and that for CP&L the reasonable equity return range-is from
13.9% to 15.1%. (Tr. Vol. 25, pp. 73, 89).

CUCA witness Wilson also testified that CP&L's allowed rate of return on
capital, particularly common equity, should be substantially reduced whenever
CWIP is permitted to be included in rate base since a major element of business
risk would thereby be eliminated.

In my opinion, the Majority has completely ignored this important
consideration in determining CP&L's rate of return, notwithstanding unsupported
and unsubstantiated recitations in the Order to the contrary. In this regard,
I find it inconceivable that the Majority could seriously maintain, as it has
in fact dene, that allowance of a rate of return of 15.25% on common equity in
this case represents "the lower end of the range of reasonable and fair rates

3
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of return for CP&L's common equity imvestors," given the fact that such rate of
return is even higher than those recommended: by Public Staff witmess Hsu at
15.2% and CUCA witness Smith at 14.,5%. Both witnesses predicated their
recomnended rates of return upon the disallowance of additional CWIP to CP&L in
this proceeding.

I otherwise concur in the remainder of the Majority decision in this case,
particularly the decision to amortize the Harris Unit No. 2 abandonment loss
over 15 years, rather than 10 years as requested by CP&L. While there is
nothing magic per se about ejther the 10-year or 15-year amortization period,
my dinterest is in seeing that the abandomment costs are shared equitably
between ratepayers and stockholders. I view that as a matter of simple
fairness. A 15-year amortization period more nearly reflects my position.

In this regard, evidence presented by the Public Staff clearly indicates
that a 15-year amortization period will result in a nearly equal sharing of the
economic costs associated with the Harris Unit No. 2 abandonment between CP&L's
ratepayers and its shareholders when compared on a present value basis. The
10-year amortization period proposed by CP&L for the Harris Unit KNo. 2
abandonment loss would, in my opinion, result in ratepayers bearing a
disproportionately large share -of the abandonment costs. Stated on a present
value basis, ratepayers would be required to bear 64% of the abandonment costs
while CP&L's shareholders would bear only 36%'of such costs. (See Paton
Exhibit 1, Schedules 3-1(a)(2) and 3-1(a)(4)). I believe a 50-50 sharing of
such costs is entirely fair and equitable to both ratepayers and shareholders.
By this Majority decision, rates now paid by CP&L customers will be $8 million
less on an annual basis than they would have otherwise been had the Commission
adopted CP&L's proposed 10-year amortization period for the Harris Unit No. 2
abandomment loss.

In conclusion, I dissent from the Majority position on CWIP because the
Company has not met the "financial stability”™ test to my satisfaction and,
therefore, additional CWIP should be excluded. T also dissent from the
Majority decision to allow CPS&L a rate of return on common equity of 15,25% for
the reason that inadequate consideration has been given to the degree to which
the Company's risk factor has been reduced by the inclusion of $692,604,000 of
CWIP in this proceeding.

September 21, 1984 - Ruth E. Cook
Commissioner
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North Careclina, 27602

For: The Attorney General of the State of North Carolina

For the Other Intervenors:

Thomas R. Eller, Jr., Attorney at Law, Suite 205, Crabtree
Center, 4600 Marriott Drive, Raleigh, North Carolina 27612
For: Carolina Utility Customers Associatiom, Imc.

David A. McCormick, Regulatory Law Office, Department of the
Army, Nassif Building, Falls Church, Virginia 22041
For: Department of Defense of the United States

John Runkle, Attorney at Law, 307 Granville Road, Chapel Hill,
North Carolina 27514
For: Conservation Council of North Carolina

Ralph HMcDonald and Carson Carmichael, III, Bailey, Dixon,
Wooten, McDonald & Fountain, Attorneys at Law, P.0. Box 2246,
Raleigh, North Carolina 27602

For: Carolina Industrial Group for Fair Utility Rates - Federal
Paper Board Company, Inc.; Huron Chemicals of America;
Inc.; LCP Chemicals & Plastics, Inc.; Monsante Company;
Union Carbide Corporation; Clark Equipment Company;
Corning Glass Works; Diamond Shamrock Chemical Company;
Masonite Corporation; North Carolina Phosphate
Corporation; Outboard Marine Corporation; Firestone

Tire and Rubber Company; and Weyerhaeuser Company

Wilbur P. Gulley, Gulley and Eakes, Attorneys at Law, P.O.
Box 3573, Durham, Noxth Carolina 27702

and
Harriet S. Hopkins, Attorney at Law, 109 North Church Street,
Durham, North Carolina 27702
For: Kudzu Alliance

BY THE COMMISSION: On February 21, 1984, Carolina Power & Light Company
(Applicant, the Company oxr CP&L) filed an application with the North Carolina
Utilities Commission (NCUC or the Commission) seeking authority te adjust and
increase electric rates and charges for its North Carolina retail customers.
Said application seeks rates that produce approximately $151,600,000 of
additional annual revenues from the Company's North Carolina retail operations,
an approximate 12.6% increase in total North Carolina retail rates and charges.
The Company requested that such increased rates be allowed to take effect for
service rendered on and after March 22, 1984. The principal reasons set forth
in the application supporting the requested increase in rates were (1) the need
to improve earnings so as to attract capital necessary for plant modifications
and expansion; (2) the need to earn the cost of financing capital additions to
plant under comstruction; (3) the recovery of CP&L's investment in cancelled
Harris Unit No. 2; and (4) the increased expense of the overall operation of
the Company's system.
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In addition to the application, the Company also filed on February 21,
1984, an Undertaking. Corrections to the Undertaking were filed by the Company
on March 6, 1984.

This docket was originated by the Company's filing on January 19, 1984,
its letter of intent to file an application for an increase in its general
rates as is required by Commission Rule R1-17(a). The Company filed a request
for waiver of certain Form E-1 requirements on January 25, 1984. On
February 8, 1984, the Public Staff filed its response to the Company's waiver
request; and on February 15, 1984, the Commission issued an Order Waiving E-1
Filing Requirements.

The Attorney General and the Public Staff filed Notices of Intervention on
March 1, 1984, and March 8, 1984, respectively. On March 12, 1984, the
Petition of the Secretary of Defense on behalf of the Department of Defense of
the United States for Leave to Intervene was filed with the Commission. By
Order issued March 14, 1984, the Commission allowed the Department of Defense
to intexvene.

On March 22, 1984, the Commission issued an Order declaring CP&L's
application to be a general rate case pursuant to G.S. 62-137, suspending the
Company's proposed rates pursuant to G.S5. 62-134 for a period of up te 270 days
from the proposed March 22, 1984, effective date, and stating that provision
for the scheduling of public hearings and publishing of notice would be by
separate Commission Order. By Order issued March 29, 1984, the Commission
scheduled public hearings on the application, established the test period to be
the 12-month period ended September 30, 1983, and required public notice of the
application and hearings.

On April 2, 1984, the Company filed a Motion to Amend Order Scheduling
Public Hearings and Requiring Public Neotice. On April 4, 1984, the Commission
issued an Order Approving Undertaking and Amending Notice to the Public, which
approved the Company's revised Undertaking, granted the Company's April 2,
1984, Motion to Amend, changed the location of the public hearing scheduled to
be held in Wilmington, and required a revised Notice of Hearing.

Carolina Utility Customers Association, Inc. (CUCA), filed its Petition to
Intervene and Protest on April 13, 1984. CUCA was allowed to interveme by
Commission Order dated April 19, 1984.

On April 16, 1984, a Petition to Intervene was filed on behalf of the
Carolina Industrial Group for Fair Utility Rates, CIGFUR II, consisting of:
Federal Paper Board Company, Inc.; Huron Chemicals of America, Inc.; LCP
Chemicals and Plastics, Inc.; Monsanto Company; and Union Carbide Corporation.
CIGFUR II's intervention was allowed by Commission Order issued on April 19,
1984.

On April 20, 1984, a letter from Robert P. Gruber, Executive Director of
the Public Staff, was filed. Mr. Gruber's letter forwarded a letter from an
Asheville citizen concerning the location of the Asheville hearing and
requested that it be given favorable consideration. On April 20, 1984, the
Commission issued an Order Scheduling Additienal Public Hearing, which
scheduled an additional public hearing in Asheville and required motice of the
additicnal hearing.
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On May 4, 1984, CUCA filed its Motion to Require Production of Documents
and Data. The Company filed its response to CUCA's Motion on May 11, 1984,
objecting to certain items and requesting until June 7, 1984, to respond to the
items rxequested, The Commission issued an Order on May 11, 1984, ordering that
the Company respond to all items not objected to no later tham June 1, 1984,
and that the Company not be required to respond to the items objected to unless
CUCA filed justification .and the Commission issued a further order so
requiring. OCn May 15, 1984, CUCA filed its Reply of Carolina Utility Customers
Association, Inc., to CP&L's Objections dated May 11, 1984, and Coimission
Order of same date. The Company filed Carolina Power & Light Company's
Comments to CUCA reply on May 21, 1984. The Commission issued its Order Ruling
On Discovery Request on May 24, 1984.

CUCA filed a Motion to Require Additional Production of Documents and Data
on May 21, 1984. By Order issued May 25, 1984, the Cormission required CP&L to
respond to CUCA's May 21, 1984, request no later than June 1, 1984.

On May 30, 1984, North Carolina Eastern Power Agency filed a Petition to
Intervene, The Conservation Council of North Carolina filed a Petition to
Intervene on June 7, 1984. By Commission Order issued on June 12, 1984, the
Conservation Council was allowed to intervene.

The Company filed an amendment te the Company's Form E-1 Information
Report on June 8, 1984,

On June 28, 1984, Kudzu Alliance filed its Petition for Intervention.
Kudzu Alliance was allowed to intervene by Commission Order issued July 2,
1984, :

By letter dated and filed July 10, 1984, Commissioner Hipp requested all
the parties to file and serve on the other parties the name of the party's
witnesses and the order in which they would be called and an estimate of the
length of cross-examination for each witness who had prefiled testimony. The
Attorney General, CUCA, the Eastern Municipal Power Agency, the Public Staff,
CP&L, CIGFUR, and the Department of Defense all filed the information requested
by Commissioner Hipp. During the hearings, the Conservation Council of North
Carolina provided the requested information and the Public Staff and CP&L
revised certain of their estimates.

On July 10, 1984, CIGFUR II filed a Petition to Amend Intervention to
include Clark Equipment Company, Corning Glass Works, Diamond Shamrock Chemical
Company, Masonite Corporation, North Carolina Phosphate Corporatiom, Outboard
Marine Corporation, the Firestone Tire and Rubber Company, and Weyerhaeuser
Company. CIGFUR's Petition to Amend Intervention was granted by Commission
Oxder issued July 12, 19B4.

Various other filings and notions were made and Orders entered prior to
and during the hearing, all of which are a matter of record. Further, pursuant
to various Commission Orders or requests, alse of record, various parties were
directed or permitted to file and serve certain exhibits, either during or
subsequent to the hearings held in this matter.
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Public hearings were held as scheduled by the Commission for the purpose
of receiving the testimony of public witnésses. The following persons appeared
and testified:

Asheville: Pink Francis, William Beinoff, David Spicer, Fred Sealy,
Charles Brookshire, Helen Reed, Gregory T. Neff, Garret Al Derfer, David
Huskins, Charles Price, George Ingle, and Carolyn Goodwin.

Goldsboro: Steve Sams, Ronnie Jackson, Berry Franklin Godwin, Margaret
Martin, Laura Smith, James D. Barnwell, Ernest Smith, Rachel Jefferson, Ed
Harris, Ed Allen, Rev. Willard Carlton, and Doris Petrak.

Wilmington: Oswald Singer, Elaine Johnson, Elias H. Pegram, Jr., Raymond
Mager, Bill Haughton, Joseph S§. Moorefield, Grace Everette, R. H. Walker,
Ronald Sparks, Lou Ellen Vestile, and Larry Vestile.

X

Raleigh: Virgil Reed, Dr. David 0. Weaver, Malcolm Montgomery, Stephen
Welgos, Paul Brummitt, Gregg Strickland, Frank Penny, Oline Spence, Eula Mae
Davis, Jane R. Montgomery, Jean Smith, Richard E. Giroux, Betsy Levitas, David
Drooz, Carolyn Cochran, Larry Martin, James Berry, Joseph R. Overby, Daniel F.
Read, Gerald C. Folden, Deb Leonard, Davis Bowen, Dr. Nettie Grove, Elisa
Wolper, Slater Newman, Joseph Reinckens, and Jane Sharpe.

On July 16,° 1984, the case in chief came on for hearing as ordered for the
purpose of presenting the Applicant's evidence. The Applicant presented the
testimony and/or exhibits of the following witnesses: .

1. Sherwood H. Smith, Jr., President, Chief Executive Officer, and
Chairman of the Beoard of Directors of CP&L;

2. Edward 6. Lilly, Jr., Executive Vice President and Chief Financial
Officer of CP&L; ‘

3. Dr. James H. Vander Weide, President of Utility Financial Services,

Inc., and Adjunct Professor of Finance at the Fuquay School of Business, Duke
University; .

4. Dr. Robert M. Spann, Principal and Member of the Board of Directors of
ICF, Incorporated;

5. M. A, McDuffie, Senior Vice President, Nuclear Generation;
6. Patrick W. Howe, Vice Presidént, Brunswick Nuclear Project;
7. James M. Davis, Jr., Senior Vice President of Operations Support;
§. Steven S. Faucette, Jr., Director of Regulatory Accounting;

9. Paul 8. Bradshaw, Vice President - Accounting Department and
Controller;

10. David R. Nevil, Manager - Rate Development and Administration in the
Rates and Service Practices Department;
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11. Joe A. Chapman, Independent Utility Consultant, formerly Supervisor -
Rate Support in the Rates and Sexvice Practices Department; and

12. Norris L. Edge, Vice President - Rates and Service Practices
Department.

The Intervenor Conservation Council of North Carolina presented the
testimony and exhibits of Dr. G. George Reeves, President of Energy Control
Systems.

The Intervenor Carolina Industrial Group for Fair Utility Rates presented
the testimony and exhibits of Nicholas Phillips, Jr., Consultant,
Drazen-Brubaker & Associates, Inc.

The Intexvenor Carolina Utility Customers Association, Inc. presented the
testimony and exhibits of Dr. Caroline' M. Smith, Senior Econodist, and Dr. John
W. Wilson, Econcmist and President, J. W. Wilson and Associates, Inc.

The Intervenor Kudzu Alliance presented the testimony and exhibit of Wells
Eddleman, Independent Energy and Pollution Control Consultant.

The Public Staff presented the testimony and exhibits of the following
witnesses:

1. Thomas S. Lam, Engineer with the Electric Division of the Public
Staff;

2. Richard N. Smith, Jr., 'Engineer with the Electric Division of the
Public Staff;

3. Hichael W. Burnette, Engineer with the Electric Division of the Public
Staff;

4. Benjamin R, Turner, Jr., Engineer with the Electric Division of the
Public Staff; :

5. George E. Dennis, Supervisor of the Water Section of the Accounting
Division of the Public Staff;

6. George T. Sessoms, Jr., Public Utilities Financial Analyst with the
Economic Research Division of the Public Staff; '

7. Hsin-Mei 'C. Hsu, Director of the Economic Research Division of the
Public Staff; and

8. Candace A. Paton, Staff Accountant with the Accounting Division of -the
Public Staff.

On September 21, 1984, the Commission Hearing Panel entered a Recommended
Oxder Granting Partial Increase In Rates and Charges in this docket whereby
CP&L was authorized to increase its rates and chaxges so as to produce
additional gross annual revennes from the Cempany's North Carelina retail
operations in the amount of $64,339,000.
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On September 26, 19844 CP&L filed interim tariffs pyrsuant to G.5. 62-135
effective for service rendered on' and after September 22, 1984. The tariffs in
question were designed to produce an annual revenue increase for CP&L in the
amount of $92.4 million from the Company's North Carelina retail ratepayers,
subject to an undertaking to refund,

On October 1, 1984, the Carolina Utility Customers Association, Inc. filed
certain exceptions to, the recommended order pursuant to G.S. 62-60.1(c) and
G.5. 62-78.

. On October 4, 1984, CP&L filed a motion in this docket whereby the
Commission was requested to reopen the record in this proceeding "...(1) for
the limited ,purpose of receiving evidence on the amount of allowance for funds
used during construction (AFUDC) accrued subsequent to July 1, 1979 on
construction work in progress (CWIP) which occurred prior te July 1, 1979 and
vhich was included in the CWIP the Company seeks to include in rate base in
this case and (2) for the further limited purpose of receiving evidence
pertaining te the total amount of CWIP on the Company's books as of
September 30, 1984, exclusive of any AFUDC accrued since July 1, 1979 on
construction expenditures made before July 1, 1979, which would be included in
rate base in this case." In support.of its motion to reopen record, the
Company cited a recent holding of the North Carolina Supreme Court in
State of North Carolina ex rel. Utilities Commission v. Comservation Council
of North Carolina, N.C. (No. 126A84, October 2, 1984) stating
that it 'is error for the Commission to include CWIP in rate base to the extent
it is comprised of allowance for funds used during construction (AFUDC) accrued
subsequent to July 1, 1979, on expenditures related to construction work which
occurred prior'to July 1, 1979.

On " October 8, 1984, CP&L, the Public Staff, the Attorney General of the
State of North Carolina, and the Kudzu Alliance filed certain exceptions to the
recommended order pursuant to G,S., 62-60,1(c) and G.5., 62-78. The Public Staff
and Attorney General requested the Commission to schedule oral argument on
exceptions pursuant to G.S§. 62-78(c).

On October 8, 1984, CUCA filed further exceptions to the recommended order
and a reply in opposition to CPSL's motion to reopen record.

On October 10, 1984, the Public Staff filed its response to CP&L's motion
to reopen record whereby the Commission was requested to '"...reopen the
hearings in this docket to determine what portion of the comstruction work in
progress (CWIP) included in rate base by the September 21, 1984, Recommended
Order, was illegal because it was AFUDC on pre-July 1, 1979 CWIP."

On October 11, 1984, the Attorney General filed a Reponse to CP&L's motion
to reopen record.

On' October 15, 1984, the Commission entered an order in this docket
scheduling . oxal argument on exceptions and a further evidentiary hearing
beginning Wednesday, November 14, 1984, at 9:30 a.m. in the Commission Hearing
Room. In this Order, the Commission concluded that the evidentiary record
should be reopened in this case for the following limited purposes as requested
by CP&L and in part the Public Staff:

1
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1. Te receive evidence concerning the amount of AFUDC accrued
subsequent to July 1, 1979, on CWIP which occurred prior te July 1,
1979, and which was included in the level of CWIP ($692,604,000)
which CP&L was allowed to include in its rate base pursuant to the
recormended order entered in this docket on September 21, 1984.

2. To receive evidence pertaining to the total amount of CWIP
on' CP&L's books as of September 30, 1984, exclusive of any AFUDC
accrued since July 1, 1979, on construction expenditures made before
July 1, 197%, which would be eligible for inclusion in the Company's
rate base in this case. -

Upon call of the matter for further hearing .at the appointed time and
place, CP&L presented the testimony of Paul S. Bradshaw, Vice-President -~
Accounting Department and Controller. The Public Staff presented the testimony
of George T. Sessoms, Jr., Public Utilities Financial Analyst with the Economic
Research Division of the Public Staff. CUCA presented the testimony of Dr.
John W. Wilson, Economist and President of J.W. Wilson & Associates, Inc..

Oral argument on exceptions were subsequently offered by counsel ‘for and
on behalf of CP&L, the Public Staff, the Attorney General, CUCA and the
Carolina Industrial Group for Fair Utility Rates.

Based upon a careful consideration ' of the entire record in this
proceeding, including the testimony and exhibits received in evidence at the
hearings and the exceptions to the recommended order and oral argument offered
by the parties with respect thereto, the Commission now makes the following

FINDINGS OF FACT

1. CP&L is &engaged in the ©business of developing, generating,
transmitting, distributing, and selling electric power and energy to the
general public within a broad area of eastern and western North Carolina, with
its principal office and place of business in Raleigh, North Caroclina.

2. CP&L is a public utility corporation organized and existing under the
laws of the State of North Carolina and is subject to the jurisdiction of this
Commission. CP&L is lawfully before this Commission based upon its application
for a general increase in its North Carclina retail rates and charges pursuant
to the jurisdiction and authority conferred upon the Commission by the Public
Utilities Act.

3. The test period for purposes of this proceeding is the 12-month
period ended September 3¢, 1983, adjusted for certain known changes based upon
circumstances and events occurring up to the time of the close of the hearings
in this docket. .

4. By its application, CP&L seeks rates to produce jurisdictional
revenues of §1,353,776,000 based upon a test year ended Septeiber 30, 1983,
Revenues under the present North Carclina retail rates, according to the
Company, were §$1,202,132,000, thereby necessitating an increase of
$151,644,000.
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5. The overall quality of electric service provided by CP&L to its Nerth
Carolina retail customers is adequate.

6. The "summer/winter peak and average' method as discussed herein is
the most appropriate method for making jurisdictional allocations and for
making fully distributed cost allocations between customer classes in this
proceeding. Consequently,,each finding of fact appearing in this Order which
deals with the overall level of rate base, revenues, and expenses for North
Carolina retail service has been determined based upon the summer/winter peak
and average cost allocation methed.

7. CP&L should be allowed to recover its abandonment loss sustained as
the result of the Company's having terminated construction on, and having
cancelled and abandoned, its proposed Shearon Harris Nuclear Unit Ne. 2 on
December 21, 1983. Recovery of the Company's investment in its project te
construct that unit should be accomplished over, a 10-year amortization period.
It is neither fair mor reasonable to include any portion of the unamortized
balance of that investment in rate base, and no adjustment which would have the
effect of allowing the Company to earn a return on the unamortized balance of
that investment, or any portion thereof, should be allowed.

8. CP&L should be allowed to continue the recovery of its abandonment
losses sustained as the result of the Company, at various times in the past,
having terminated construction on, and having cancelled and abandoned, its
South River Project, its Brunswick cooling towers project, and its proposed
Shearon Harris Nuclear Units Nos. 3 and 4, in the same manner which the
Commission determined to be appropriate in the Company's last general rate
case, Docket No. E-2, Sub 461, No adjustment should be allowed which would
have the effect of permitting the Company to earn any return on or with respect
to the unamortized balance of those abandonment losses, or any portion thereof.

9. A normalized test-period generation mix which reflects a level of
nuclear generation associated with a system nuclear capacity factor of
approximately 53.4% is both reasonable and appropriate for use in determining
the base fuel component of the rates established in this proceeding.

10. The base fuel cost component which is appropriate for use in this
proceeding is 1.582¢/kWh excluding gross receipts tax and which reflects a
reasonable fuel cost of $316,653,000 for North Carolina retail service.

11. The deferred fuel account established in CP&L's last gemeral rate
case should be closed omt as of September 21, 1984, and the balance of the
account at that time of approximately $2,560,418 reduced by $173,000 as agreed
upon by the parties should be effectively refunded to CP&L's ratepayers by
reducing the rate increase found fair herein.

12. A §59,985,000 working capital allowance for coal inventery and a
46,150,000 working capital allowance for liquid fuel inventory are appropriate
for North Carolina retail service in this proceeding.

13. The reasonable allowance for working capital is $86,830,000.

14. The proper amount of reasonable and prudent expenditures for
construction work in progress (CWIP) to allow in rate base pursuant to G.S.
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62-133(b)(1) is $663,167,000. Inclusion of this amount of CWIP in rate base is
both in the public interest and necessary to the financial stability of CP&L.
These expenditures relate entirely to Harris Unit I.

15. The allowance for funds used during construction accrued on 4.97% of
Roxboro No., 4 during the period September 15, 1980, to September 24, 1082,
should be included in electric plant in service.

16. CP&L's reasonable original cost rate base used and useful in
providing service to the public within the State of North Carolina is
$2,346,824,000; consisting of electric plant in service of $2,484,159,000, net
nuclear fuel of $21,863,000, construction work in progress of $663,167,000, and
a working capital allowance of $86,830,000, reduced by accumulated depreciation
of §597,229,000 and accumulated deferred income taxes of §311,966,000.

17. Appropriate gross revenues for CP&L for the test year, under present
rates and after accounting and pro forma adjustments, are $1,202,132,000.

bl
18. The reasonable level of test year operating revenue deductions for
the Company after normalized and pre forma adjustments is $961,105,000. An
adjustment to increase operating income by $6,824,000 for one-third of the gain
associated with the sale of assets to the North Carolina Eastern Municipal
Power Agency is appropriate,

19. The Company should, in its next gemeral rate proceeding, present
information t¢ the Commission concerning the Edison Electric Institute (EEI)
which will show all direct and indirect contributions to and through EEI from
all sources and all expenditures by program and by a system of accounts.

20. The reasonable capital structure to be employed as a basis for
setting rates in this proceeding is composed as follows:

Long-term debt 47.5%

Preferred stock 12.5%

Common equity 40.0%
Total 100.0

21. The Company's embedded cost of debt and preferred stock are 9.73% and
9.18%, respectively. In view of the Commission's decisions with respect to the
level of CWIP allowed in rate base and the reasonable fuel factor adopted in
this proceeding, the reasonable rate of return for CP&L to be allowed to earn
on its common equity is 15.25%. VUsing a weighted average for the Company's
cost of long-term debt, preferred stock, and common eguity, with reference to
the reasonable capital structure heretofore determined, yields an overall fair
rate of return of 11.87% to be applied to the Company's original cost rate
base. Such rate of return will enable CP&L, by sound management, to produce a
fair return for its shareholders, to maintain its facilities and services in
accordance with the reasonable requirements of its customers, and to compete in
the market for capital on terms which are reasonable and fair to its customers
and to existing investors.

22. Based upon the foregoing, CP&L should increase its annual level of
gross revenues under present rates by $64,339,000. The annual revenue



208 ELECTRICITY - RATES

requirement approved herein is $1,266,471,000, which will allow CP&L a
reasonable opportunity to- earn the rate of return onm its rate base which the
Commission has found just and reasonable. The revenue requirement approved
herein is based upon the original cost of CP&L's property used and useful in
providing service to its customers and its reasonable test Yyear operating
revenues and expenses as previously set forth in these findings of fact.

23. Residential Schedules RES, R-T0U and R-TOUE should be amended to
require the same insulation standards for mobile homes as for conventional
homes in order to qualify for the 5% energy comservation discount,

24. The Company should implement a test program for -extending water
heater load control to 30-39 gallon water heaters.

25. The Company should determine an appropriate billing credit for
residential air conditioper load control independent of water heater load
control.

26. The Company should consult with the Public Staff to consider a
program to test the effectiveness of appliance control for residential
time-of-use customers with equipment to interrupt water heaters during on-peak
hours.

27. The Residential (RES) rate schedule should be modified to reduce the
difference in price between nonsummer usage under 800 kWh per month and
nonsummer usage over the first 800 kWh -per month.

28, The rate designs, rate schedules, and service rules proposed by the
Company, except for the modifications thereto as described herein, are
appropriate and should be adopted.

29. CP&L should be required to refund te its North Carclina retail
customers all revenues or amounts tollected under interim rates and charges
since September 22, 1984, pursuant to the Company's undertaking to refund, to
the extent said interim rates and charges produced revenue in excess of the
level of rates authorized herein, plus interest thereon calculated at the rate
of 10% per annum. To the extent that the interim rates and charges placed in
effect by CP&L beginning September 22, 1984, exceeded the rates and charges
authorized by this Order, said interim rates and charges were unjust and
unreasonable.

EIDENCE AND CONCLUSICNS FOR FINDING OF FACT NOS. 1 AND 2

The evidence supporting these findings of fact is contained in the
Company's wverified application, in prior Commission Orders in this docket of
which the Commission takes notice, and in G.S. 62-3(23)a2.1 and G.S. 62-133.
These findings of faet are essentially informational, procedural, and
jurisdictional in nature, and the matters which they involve are essentially
uncontested.
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EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NOS. 3 AND 4
' The evidence supporting these findings of fact is: contained in the
Company's verified application, the Commission Order issed March 29, 1984, and
the testimony and exhibits of the Company witnesses.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 5

The evidence for this finding of fact concerning the quality of service is
found in the testimony of Company witness Smith and in that of the various
public witnesses who appeared at-the hearings held in Asheville, Wilmington,
Goldshbore, and Raleigh. A careful consideration of all such testimony leads
the Commission to conclude that the quality of electric service being provided
to retail customers in North Carolina by CP&L is adequate.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 6

The evidence for this finding of fact concerning the proper production
cost allocation method consists primarily of the testimony and exhibits of
Company witness Chapman, Public Staff witness Turner, CIGFUR II witness
Phillips, CUCA witness Wilson, and Kudzu Alliance witness Eddleman. '

CP&L provides retail service in two states, as well as wholesale service
to certain municipalities and electric membership cooperatives and supplemental
service to the Power Agency. For this reason, it is necessary to allocate the
cost of service among jurisdictions and among customer classes within each
jurisdiction. In this proceeding the Company again has proposed the use of the
suwmmer/winter peak and average (SWP&A) method for cost allocation. The SWP&A
method allocates approximately 60% of production plant apnd production-related
expenses on the basis of each class's kWh consumption and the remaining 40% on
the basis of the average of each class contribution to the summer and winter
peak demands. The 60/40 split is determined by the system load factor for the
test year. The Commission initially adopted the peak and average method in
Docket No. E-2, Sub 391, in which case the Company had proposed a peak and
average method using only the summer peak. In Docket No. E-2, Sub 444, the
Commission modified the Company's peak and average method by utilization of a
combination of the summer and winter peaks.

Public Staff witness Turner agreed with the use of the SWP&A method for
the purpose of assigning costs to the North Carolina retail jurisdiction and
for allocation to the retail classes. Witness Turner, jin Docket Neos. E-2,
Sub 444 and Sub 461, recommended the summer/winter peak and base (SWP&B)
method,” which alleocates 35% of production costs based on kWh consumption and
65% based on demand. He concluded after his investigation in this case that
the SWPEA method is the more appropriate method of representing the
energy-related component. In his investigation, witpess Turner analyzed the
minimum Ioad on the CP&L system that must be met by the Company in each hour of
the year. Based on his calculations, 46,5% of the Company's investment in
production plant is now required to supply the minimum load, and 78.7% will be
required in the spring of 1986, when Harris Unit No. 1 has been placed in
cormercial operation. The midpeint of the range, 62.6%, was approximately the
same percentage as that derived from the SWP&A calculation. Based on these
findings, witness Turner recommended that the Cormission adopt the SWP&A method
as the more appropriate method.
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CIGFUR witness Phillips proposed to allocate production costs based on the
one-hour coincident peak (CP) allocation method. Witness Phillips contended
that it is primarily the system peak demand that drives the need for the
addition of capacity, and once that capacity is in place, it represents a fixed
cost that does not fluctuate with the output of kWh. He contended that the
peak and average method is not consistent with respect to allocating fuel costs
in that it does not assign the high load factor customers the lower fuel costs
associated with the high capital cost units.

Witness Eddleman testified that the most appropriate way to allocate costs
is to use the summer/winter coincident peak methodology.

The Commission has concluded in previous rate cases that the cost
allocation method used for rate-making purposes should recognize the
energy-related portion of fixed costs. Furthermore, the Commission has
previously concluded that not all fixed costs represent the cost of meeting
system peak demand and that a significant portion of fixed tosts represents the
cost of producing kWh throughout the year. The Commission continues to be
persuaded in this proceeding that the SWP&A method most effectively recognizes
the energy-related portion of fixed costs.

The Commission has concluded in previous rate cases that system capacity
is not installed to meet a single system peak and that both the summer peak and
the winter peak should be recognized .in the cost allocation process. The
evidence presented in this proceeding continues to persuade the Commission that
the summer/winter peak proposed by the Company and the Public Staff is
appropriate for use as a part of the cost allocation process. Therefore, the
SWPSA method comtinues to be the most appropriate method for allocation of
production facility costs.

CUCA witness Wilson proposed that a normalized test year generation mix be
used to develop the Power Agency supplemental energy allocation factor.
Witness Wilson testified that, since the Power Agency shares ownership in the
Company's Brumswick units, the Power Agency's supplemental power needs would be
reduced by normalizing Brunswick generation. The Commission is not persuaded
that allocation factors utilized in the cost allocation studies should be
normalized, and declines to do so in this proceeding. However, this does mot
preclude the Commission from reconsidering the issue in future proceedings
wherein the issue may be discussed more fully.

The final allocation issue regards the development of a cost alleocation
study using all 8,760 hours in a year. The Order of this Commission in the
Company's last case, Docket No. E-2, Sub 461, required the Company to work with
the Public Staff in exploring the development of such a study. The Company
filed a report containing its conclusions on March 19, 1984, which raised
several questions with respect to the problems that would be encountered in
performing the study, including an estimated cost of approximately $22,000,000.
The Company indicated, however, that it was willing to pursue alternatives to
the original study that would be less costly and time-consuming.

Public Staff witness Turner testified that the Company and the Public
Staff should be allowed by the Commission to continue to work on the
development of an alternative, less costly, 8,760-hour study. He suggested
using the FROMOD computer model to develop an alternative study.
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The Commission believes that it is useful for the Company and the Public
Staff to continue to pursue the development of a study that would provide
additional information regarding production costs in different time periods.
The Commission therefore directs the Company and the Public Staff to continue
in this effort. ’

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 7 AND 8

Testimony concerning the proper rate-making treatment of the Harris Unit 2
abandonment loss, and alsc the abandonment losses associated with Harris Units
3 and 4, the Brunswick cooling towers, and the South River project, was
presented by Company witnesses Smith, Lilly, Vander Weide, McDuffie, and
Bradshaw. Public Staff witness Paton and CUCA witness Wilson also addressed
the issue of the appropriate rate-making treatment of these abandonment losses.

On December 21, 1983, CP&L, by action of its Board of Directors, made a
decision to cancel the construction of Harris Unit 2. The project was only
approximately 4% complete when cancelled. In this proceeding, CP&L has
requested that it be allowed to recover the Marris Unit 2 abandonment loss over
ten years and that the Company also be allowed to earm a return on or with
respect to the portions of the unamortized balance of the less supported by
long-term debt and preferred stock.

Company President Smith, alluding to the recent decisions of this
Commission in which no return has been allowed on or with respect to plant
abandonment losses, testified in support of the Company's proposal as follows:

"Timely recovery of this investment is essential to the financial
stability of the Company. I cannot agree that exXclusion of the
upamortized balances of cancelled projects from rate base represents
a fair and reasonable allocation of the risks of abandoneg projects."

Company witness Lilly suggested that one step which the Commission could
take to minimize the risk of a bond downgrade would be to make a commitment to
allow the Company to recover both its investment in cancelled plants and the
carrying costs related to such cancelled plants.

Company witness Bradshaw contended that, in his opinion, since the
investment in Harris' Unit 2 and the decision to cancel said nuclear generating
unit were both made for the benefit of CP&L customers, collecting the cost of
the investment through rates would be both fair and reasonable. MNowever, other
evidence presented by the Company, including the testimony of witness McDuffie
and Company President Smith, indicates that the cancellation of Harris Unit 2
was due to a variety of causes and was in the best interests of both the
Company and its ratepayers.

Mr. Bradshaw also testified that the Company was requesting a return én
the portions of the unamortized balances of Harris Units 2, 3, and 4 and the
Brunswick cooling towers abandonment losses supported by long-term debt and
preferred stock. In support of that position, he argued as follows:

"If such costs are not recovered from the ratepayer, the common
stockholder 'not only fails to receive a return on his investment, his
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return is further reduced by the amount of debt and preferred
payments."

Public Staff witness Paton recommended that the Harris Unit 2 abandonment
loss be amortized to the cost of service over 15 years and that the Company not
be allowed te recover any return on, or with respect to, the unamortized
balance of the loss, or any portion thereof. She presented evidence indicating
that the Public Staff's proposed treatment of the Harris Unit 2 abandonment
loss would result in a nearly equal sharing of the economic costs associated
with the abandonment between ratepayers and shareholders when compared on a
present value basis. Ms. Paton further testified that counsel for the Public
Staff had advised her that it was not legally permissible to allow the Company
to recover any carrying costs on the unamortized balances of plant abandonments
and that no return should be allowed for that reason. Consequently, she
recommended that the Company should not be allowed to recover the long-term
debt and preferred stock costs of the remaining unamortized balances .of the
Harris Units 3 and & and Brunswick cooling towers abandonment losses, as sought
herein.

In addition to addressing the fairness and legality of her proposed
treatment of the Harris Unit 2 abandonment loss, witness Paton pointed out that
CP&L's rates already reflect abandonment losses associated with Harris Units 3
and &, the Brunswick cooling towers, and the South River project, which are
currently being amortized as permitted and directed in prior Commission
decisions. She also contended that a 15-year amortization period for Harris
Unit 2, as opposed to a 10-year amortizatiom, would lessen the impact of the
rate increase which would be imposed on ratepayers if Harris Unmit 1 begins
commercial operations as scheduled in 1986.

Dr. Wilson made several recommendations concerning the appropriate
rate-making treatment for the abandonment losses associated with Harris Units
2, 3, and 4 and the Brunswick cooling towers.

Concerning Harris Unit 2, Dr. Wilson proposed a 20-year amortization,
stating as follows:

"4 10-year amortization period would put CP&L in the advantageous,
but undeserved, position of recovering the cost of a failed project
more than twice as rapidly as would be the case if the project had
been completed and actually put into service to ratepayers."

Dr. Wilson, like witness Paton, also opposed allowing the Company to
recover long-term debt and preferred stock costs associated with the
unamortized balances of plant abandonments, stating that:

"CP&L's attempt to recover through rates a senior capital return on
its numerous abandomned plants clearly violates the 'used and useful'
criterion for inclusion of plant in rate base."

Dr. Wilson also addressed two additional abandonment related issues that
were not brought up by either the Company or the Public Staff. First, he
recommended that the unamortized deferred income taxes resulting from the
write-off of Harris Units 2, 3 and 4 and the Brunswick cooling towers be
deducted from rate base in this proceeding.
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The Commission notes that all parties to this proceeding who made a
recomeendation on the matter have proposed that the abandonment losses in
question be amortized to the cost of service net of tax losses. To also
deduct from rate base the deferred taxes resulting from the write-offs would
significantly change the relative portion of the costs associated with those
losses which would otherwise be borne by the ratepayers and shareholders so as
to increase the costs borne by the shareholders. The Commission finds that it
would be unjust and unreasonable to place this additional buxden on the
Company's shareholders.

Dr. Wilson also recommended that the North Carolina contra-AFUDC related
to Harris Unit 2 be offset against the first vear of the Harris Unit 2
amortization to be included in the cost of service in this proceeding. He
testified that the contra-AFUDC related to Harris Unit 2 represents amounts
paid in by ratepayers as a result of the inclusion of Harris Unit 2 in rate
base. Dr. Wilson contended that there was no justification for a 10-year delay
in returning those funds to ratepayers. Additionally, he contended that a
one-year flow back would enhance the likelihood that the same ratepayers who
paid in the contra~AFUDC would also be thé' ratepayers who benefited from the
flow back.

The. Commission does not agree with Dr. Wilson's rationale for his proposed
treatment of contra-AFUDC. His contention that the contra-AFUDC paid in by
ratepayers should be flowed back to them gquickly, if accepted, would give rise
te a similar and seemingly equally valid contention by the Company that the
monies provided by its investors for the investment in Harris Unit 2 shouild
also be quickly returned to them. The Commission concludes that it would be
unjust and unreascnable to place this additional burden on the Company's
shareholders.

The remaining issues to be decided in this proceeding regarding the proper
rate~making treatment of plant abandonments are: (1) the appropriate
amortization period for the Harris Unit 2 abandonment loss and (2) what return,
if any, to allow on the unamortized balances of the abandonment losses
associated with Harris Units 2, 3, and ‘4 and the Brunswick cocoling towers.
(The Commission notes that no return on the South River abandonment loss has
been requested in this proceeding.)

The Commission will first discuss the issue of what return, if any, should
be allowed on, or with respect to, the unamortized abandonment losses. This
issue has been before the Commission in several prior cases with the result
that until the decision of this Commission in Docket No. E-2, Sub 461, there
was a lack of uniformity in the Commission's decisions regarding that matter.
However, approximately one year ago this Commission, noticing the lack of
uniformity, reexamined the issue in CP&L's last general rate case. As a result
of the reexamination of the issue in that case, the Commission determined that
it- was unjust and.unreasonable to allow any return to be earned on or with
respect to abandonment losses. Since the decision of the Commission in that
case, the Commission has consistently adhered to that position in all
subsequeat. cases in which that issue has arisen.

Although technically the: Compzny is not proposing to include the
lnamortized balances of the subject abandonment losses in xrate base, the
lompany's proposed adjustments to net income so as to recover the long-term
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debt and preferred stock carrying costs of such unamortized balances are
essentially the same as including those balances in rate base. The transfer of
these capital costs to the cost of service is nothing more than a superficial
change and is merely a thinly disguised attempt to avoid the rather obvious
legal problems associated with the more straightfeorward approach. However,
substance must prevail over form. The result produced is the same as inclunding
the balances in rate base. The Commission finds and concludes that including
the return components in the cost of service as the Company proposes is the
same as rate base treatment for the unamortized balances of the abandonment
losses.

Based upon a careful consideration of the foregoing, the Commission finds
and concludes that it would be unjust and unreasonable to allow any return to
be earned by CP&L with respect to its abandonment losses for the reason that an
equitable sharing of the economic losses involved as between ratepayers and the
Company's shareholders would not result. The Commission has concluded that
this treatment provides the most equitable allocation of the loss between the
utility and its consumers. This matter will be discussed in more detail
hereinafter as a part of the discussion of the appropriate amortization périod.

With respect to the appropriate amortization period for the Harris Unit 2
abandonment loss, although the parties to this proceeding disagree regarding
what should be the amortization period, they do agree that the Company should
be allowed to recover its prudently invested cost in this abandoned project
over some period of time. Three different amortization periods were proposed.
The Company has propesed a 1l0-year amortization, the Public Staff and the
Attorney General have proposed a 15-year amortizatios, and CUCA proposed a
20-year amortization.

In CP&L's last two general rate cases, Docket Nos. E-2, Subs 444 and 461,
the Commission determined that the Harris Units 3 and 4 abandonment losses
should be amortized over 10 years. No alternative amortization period fer
those abandonment losses has been proposed by any party to this proceeding.
Nor has any party proposed an alternative to the amortization periods which
this Commission approved in the Company's last general rate case for the South
River and Brunswick cooling tower losses. .

The Commission, based upon the evidence presented in this proceeding, must
determine an amortization period for Harris Unit 2 which will result in a fair
and equitable treatment of the abandonment loss to both the ratepayers of CP&L
and the Company's shareholders. The Commission finds that it would be unjust
and unreasonable to place the entire burden of the costs of the plant
abandonment Jlosses on either the Company's shareholders or ratepayers.
Therefore, the Commission must determine the treatment that provides the most
equitable allocation of the loss between ratepayers and shareholders.

The Company proposed to amortize the Harris Unit 2 abandonment losses over
a period of ten years. Company witness Bradshaw testified that both the
decision to construct Harris Unit 2 and the subsequent decision to cancel it
were in the best interest of the Company's customers and that it would be both
fair and reasonmable to allow recovery of the costs of this investment through
rates over a ten year period. Public Staff witness Paton recommended a 15-year
amortization period. She testified that use of a 15-year period, together with
the disallowance of any return on the unamortized balance, results in an equal
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sharing of cost between the ratepayer and the common shareholder and she
attempted to demomstrate this through a present value analysis. Additionally,
she testified that a 153-year period would lessen the impact on rates, which
already include amortization for other abandonment losses. CUCA witness Wilson
argued for a 20-year amortization period, reasoning that this period is more
representative of the useful 1ife of a nuclear power plant and thus
representative of the period over which the Company would have recovered its
investment if Harris Unit 2 had been completed and placed in service.

The Commission concludes that the Harris Unit 2 abandonment losses should
be amortized over 10 years. We have determined that a 10-year amortization
period results in 2 more reasonable and equitable sharing of costs between the
ratepayer and the common shareholder than the other amortization periods
recommended . A  15-year or 20-year amortization would result in a
disproportionately large portion of the total economic costs of cancellation
being borne by the Company's shareholders. We base our decision in part on a
study prepared by the United States Department of Energy which indicates that a
10-year amortization of abandonment costs will distribute these costs between
the utility's investors and its customers in proportions that this Commissicn
considers fair and equitable. Nuclear Plant Cancellations: Causes, Costs, and
Consequences, United States Department of Energy, Washington, D.C. (April
1983). In addition, the use of a 10-year amortization period is coasistent
with previous decisions of this Commission regarding the amortization of
similar property losses of this Company and of other electric utilities
operating under our jurisdiction. In Docket Nos. E-2, Sub 444 and Sub 461, the
Commission allowed the Company a 10-year amortization period for the
abandooment costs of Harris Units 3 and 4, rejecting the Public Staff's
recommendation of a 15-year period in Docket No. E-~2, Sub 444. In Docket E-7,
Sub 358, the Commission allowed Duke Power Company a 10-year amortization
period for the Cherokee Units 1, 2, and 3, even though the Public Staff
proposed a 12-year period. In Docket Nos. E-22, Sub 224, Sub 257, Sub 265, and
Sub 273, the Commission allowed Virginia Electric and Power Company a 10-year
amortization period for the costs of Surry Units 3 and 4, and in Docket Nos.
E-22, Sub 257, Sub 265, and Sub 273, the Commissien allowed Virginia Electric
and Power Company a 1l0-year amortization period for the costs of North Anna
Unit 4. Finally, in Docket No. E~22, Sub 273, the Commission allowed Virginia
Electric and Power Company a 10-year amortization period for the North Aunna
Unit 3 abandonment costs, notwithstanding the Public Staff's recommendation of
a 12-year period. Thus, the Commission has consistently ordered 10-year
amortization periods for property losses such as the abandonment of Harris Unit
2. No party has articulated a sound ratiomale for treating Harris Unit 2
differently. If the Commission were to order a 15-year or 20-year amortization
period in this case, it would send a signal to investors that would materially
increase the costs of financing future construction. Thus, the Commission
concludes that the amortization period for Harris Unmit 2 should be 10 years.

The Commission further c¢oncludes that the amortization periods which were
previocusly determined to be appropriate in CP&L's last general rate case for
Harris Units 3 and 4 and the South River and Brunswick cooling tower projects
remain appropriate for use in this proceeding. Of course, the Commission has
already determined that no retura should be allowed upon or with respect to the
unamortized balances of those losses, or any portion thereof.
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EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 9

Company witnesses Nevil, HMcDuffie, Howe, and Davis, Public Staff witness
Lam, CUCA witness Wilson, and Kudzu witness Eddleman provided evidence
regarding the appropriate generation mix and’' nuclear capacity factors to be
used in this proceeding.

The process of determining the reasonable cost of fuel for the Company in
this proceeding, in very broad and simple terms, involves three basic steps.
First, the reasonable annual level of generatjon in terms of total number of
kilowatt-hours. must be determined. The parties appear to be in agreement with
respect to the reasonable total annual level of generation to be used. There
is some disagreement, however, regarding how much of that total annual level of
generation is properly to be attributed to the Power Agency and therefore
"backed out." This disagreement arises primarily f£from differences in
methodology. Second, it must be determined what generation mix will provide
the annuwal level of generation determined in the first step, including a
determination regarding how much of that annual level of generation will be
produced by each of the variocus types of generating resources of the Company
consisting of nuclear, coal, IC (i.e. o0il), and hydro. As a part of the
generation mix determination, the reasonable level of energy purchases and
sales wust also be determined. Third, a determination must be made of' the
reasonable cost to be attributed to each component of the geneération mix
determined in step 2. Such costs are then muitiplied by the number of kWhs
produced by each component of the generation mix in order to derive a total
annual fuel cost. -

The particular generation mix which is used in deriving the reasonable
cost of fuel is very important. There are wide variations in the fuel costs
which are associated with each of the six components of the Company's
generation mix (i.e., nuclear, ccal, IC turbine, hydro, purchases, and sales).
For example, Company witness Nevil testified that the fuel cost involved in
generating a kilowatt honr with o0il was approximately 10¢ to 14¢, and that the
fuel cost of generating a kilowatt hour with coal was approximately 2¢, whereas
the fuel cost of generating a kilewatt hour with nuclear was only approximately
1/2¢., Those cost relationships illustrate that to the extent that more nuclear
generation is included in the generation mix which is used to set fuel costs,
in lieu of coal generation (costing approximately four times as much), or in
lieu of IC generation (costing more than twenty times as much), the impact upon
the resulting overall reasonable cost of fuel can be significant. Thus,
relatively small differences in the assumed levels of nuclear generation can
have a significant impact upon the resulting overall cost of fuel.
Furthermore, the level of nuclear generation heavily 'influences the levels of
coal, IC, and purchases in the generation mix because nuclear generation is
normally used to generate electricity in preference to other relatively more
costly generating resources.

The pgeneration mix which Company witness Nevil used in deriving the
Company's proposed base fuel component reflected what was essentially the
Company's actual test year level of nuclear generation. The Company's actual
test year nuclear generation was 8,883.6 gWh, or 26.18% of the generation mix,
and the level. of nuclear generation in the Company's "PROMOD Recreated
Adjusted" computer-simulated generation mix, which was used by witness Nevil in
deriving his recommended base fuel factor of 1.701¢/kWh, was 8,921.0 GWH, or
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25.18% of that total generation mix. A comparison of the Company's actual test
year generation mix with the computer simulated "PROMOD Recreated Adjusted"
generation mix’ used by witness Nevil indicates that nuclear and hydro
generation in the latter reflect the actual test year level of each, whereas
the increased overall generation in the latter is reflected, for all practical
purpeses in increased ceal and oil-fired internal combustion ("IC") generation.
In short, witness Nevil's proposed generation mix assumes essentially actual
test year levels of nuclear and hydro generation, which increases the more
expensive coal and IC components of the generation mix.

The other parties to this proceeding who took a position on the matter
proposed a "normalized" level of nuclear generation, with resulting decreases
in cne or more of the relatively more expensive components of the generation
mix, such as IC and coal. Witness Lam of the Public Staff proposed a
normalized level of nuclear generation associated with a system nuclear
capacity factor of 53.4%. Witness Wilson of CUCA proposed a normalized level
of nuclear generation associated with a system nuclear capacity factor of 60%.
Kudzu witness Eddleman recommended 2 normalized level of nuclear generation
based on the average of 60% and 70% nuclear capacity factors.

The question regarding whether the actuwal test year level of nuclear
generation should be normalized involves whether such nuclear generation is
reasonably representative of the level of nuclear generation which it can be
reasonably assumed will occur in the near future, and particularly in the
upcoming 12-month period. To the extent that the actuwal test year level of
nuclear generation was "abnormal," or not reasonably representative of what
should reasonably be expected, then a normalized level must be determined and
used. In fact, witness Nevil himself proposed and used an adjustment to the
Company's actual test year level of kWh sales in order to normalize for the
abnormal weather which occurred during the test year.

The normalization concept is one of the most basic precepts of ratemaking.
It,is a concept which arises out of the statutory requirement that a test year
be used as the basis for a reasonably accurate estimate of what may be
anticipated in the near future. Obviously, to the extent that the test year
experience reflects an abnormality, such as an abnormally low level of nuclear
generation, then it will not result in a reasonably accurate estimate of what
may be anticipated in the near future unless an appropriate adjustment is made
to "normalize" the abnormality. The Supreme Court of this State has, recognized
or applied this proposition in numerous decisions. State
ex rel, Utilities Commission v. City of Durham, 282 N.C. 308, 193 S.E. 2d 95
(1972); State ex rel. Utilities Commission v. Duke Power Company, 285 N.C. 377,
206 S.E. 2d 269 (1974); State ex rel. Utilities Commission v. Vepco, 285 N.C.
398, 206 S.E. 2d 283 (1974); State ex rel, Utjlities Commission v. Edmisten,
291 N.C. 327, 230 S.E. 2d 651 (1976); State ex rel. Utilities Commission v.
Duke Power Comp_g, 305 N.c. 1, 287 S.E. 2d 786 (1982).

We turn now to the question of whether the evidence in this record
establishes that the test year :level of nuclear generaticn is normal in the
sense of whether it is reasonably representative of what is likely to occur in
the near future, particularly during the period that the rates set in this case
are likely to remain in effect.
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The evidence establishes that during the test year the Company had an
overall system nuclear capacity factor of only approximately 45%. That overall
system nuclear capacity factor is a composite of the actual test year capacity
factors of the Company's three nuclear generating units appropriately weighted
by generating capacity of each of those units. Those were a 15% capacity
factor for Brunswick Nuclear Generating Unit No. 1, a 57% capacity factor for
Brunswick Nuclear Generating Unit No. 2, and a 67% capacity factor for the
Robinson Nuclear Generating Unit No. 2.

Company witness McDuffie testified that as of October 31, 1983, the
Robinson Nuclear TUnit No. 2 had a lifetime, or cumulative capacity factor of
“gver 66 percent." His testimony further established that the unit can be
expected to operate at significantly higher capacity factors than were
experienced during the test year after its return to service in early December
1984, due to the elimination of the adverse impacts caused by the steam
generator problems "and other improvements." Specifically, witness McDuffie
testified that during the period when the unit comes back on line in early
December 1984 until some point in time after the end of October 1585 the
Company is - expecting the unit to run at an 85% capacity factor.

The actual test year capacity factor of the Brunswick Nuclear Generating
Unit No. 1 was only 15%. However, as of the end of 1983 the unit had a
lifetime capacity facter of 46.0%. That unit did not operate at all during a
period of approximately nine months during the test year due to an extended
outage. Company witness Howe indicated that significant and major
modifications and improvements were made to the unit during the extended outage
which should improve its level of performance. Witness Howe pointed out that
for the period from the end of that extended cutage, on August 29, 1983, until
July 16, 1984, Brumswick Unit 1 had achieved a capacity factor of 73%, which
was indicative of the improved performance of the wunit due to those
modifications and improvements. Witness Howe further testified that Brumswick
Unit 1 could be expected to achieve a capacity factor of "on the order of 70%"
when the unit is not in an extended outage. On the other hand, witness Howe
testified that the Company expected the unit to have a capacity factor of 29%
for the period October 1, 1984, through October 1, 1985, which reflects the
effects of the Company's present outage schedule for the unit (which
contemplates a six-week outage from October 31, 1984, until December 12, 1984,
and an extended outage for further improvements and modifications beginning
March 31, 1985, and continuing until after October 1, 1985).

The actual test year capacity factor of the Brunswick Nuclear Generating
Unit No. 2 was 57%. Witness Howe's testimony indicates that improvements and
modifications which have already been made to that unit durimg the test year
and since its end are expected to result in improved performance and improved
capacity factors. Witness Howe testified that during the period October 1,
1984, through October 1, 1985, the only scheduled outage for Brunswick Unit 2
was from October 1, 1984, until November 17, 1984, and that the expected
capacity factor for that unit for the period during which the rates set in this
proceeding are likely to be in effect (October 1, 1984, through September 31,
1985) was 65% after taking into account the scheduled cutage period mentioned.

The Commission concludes that the 45% system nuclear capacity factor which
was experienced by the Company during the test year was abnormally low and is
clearly not reasonably representative of the system nuclear capacity factor
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which the Company can reasonably be expected to experience in the near future,
including the period during which the fates set in this proceeding are likely
to remain in effect. This conclusion is based on the fact that the 45% nuclear
capacity factor reflects an abmormal extended outage on Brunswick Unit 1, and
reflects the abnormal impact of steam generator related problems on Robinson
Unit 2 which are being remedied and should not continue. This conclusion is
further supported by the testimony of both Public Staff witneéss Lam and CUCA
witness Wilson, indicating a national average level of performance for nuclear
tnits on thé order of a 60% capacity factor.

The testimony of Company witnesses McDuffie and Howe indicates that the
Company expects a system nuclear capacity factor of approximately 53.5% for the
period October 1, 1984, to October 1, 1985. The Public Staff estimates a
system nuclear capacity factor for the same -period which is practically the
same (53.4%), although it was arrived at using a different seét of assumptions.
Moreover, witness Nevil testified that historically the Company's system
nuclear capacity factor has been in the range of 51%.

Based upen all of the evidence, the Commisson concludes that a normalized
generation mix which reflects a system nuclear capacity factor of approximately
53.4% and a level of nuclear generation which is properly associated with that
capacity factor are appropriate for use in this proceeding.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 10

Company witness Nevil, Public Staff witness Lam, CUCA witness Wilson, and
Kudze witness Eddleman provided testimony recommending a base fuel cost
component to be included in general rates. The Company recommended a base fuel
component of 1.701¢/kWh, whereas the Public Staff recommended 1.582¢/kWh, CUCA
recommended 1.3510¢/kWh, and Kudzu recommended 1.358¢/kWh.

Company witness Nevil's recommended base fuel cost .component was derived
by utilizing a computerized production simulation model (FPROMOD) to recreate
the test year generation mix which would have occurred if the test year were
adjusted to reflect: weather normalization, customer growth, ome full years
operation of Mayo No. 1, additional load portion of NCEMPA, the actual test
year capacity factor of each of the Company's nuclear units, the actual test
year hydro generation, and the resultant levels of purchased power, coal, and
IC turbine generation. June 1984 inventory prices were utilized for coal and
oil prices. Witness Nevil then made adjustments to the resultant fuel costs to
eliminate nonfuel components from purchased power and sales and nuclear fuel
disposal costs. From this resultant figure he subtracted the fuel costs of the
portion of the plants owned by the Power Agency and added back in the amount
paid to the Power Agency by CP&L for purchase of power from Mayo Unit 1 under a
"buy-back" agreement for a final total company fuel cost of $536,341,900, or
1.701¢/kWh after being divided by system- adjusted company sales of
31,535,371,230 kWhs. The North Caroclina retail portion of the fuel cost is
$340,472,000. The 1.701¢ per kWh base fuel cost was based on ‘the actual test
year system nuclear capacity factor of approximately 45%.

Public Staff witness Lam's recommended base fuel factor was derived by a
methodology which normalizes the capacity factor for each nuclear plant as
discussed elsewhere herein, uses a normalized level of hydro generation equal
to the median hydro generation as reported in the Company's most recent Power
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System Report (FERC Form 12), and prorates the remaining fossil fuel generation
and outside purchases and sales in proportion to the actual test year level of
each. Witness Lam also computed and backed out the same types of Power Agency
and nonfuel costs as did witness Nevil., Witness Lam accepted CP&L's
methodology to calculate the impact of the Mayo "buy back'" agreement and the
savings in energy provided by the Harris-Asheboro and Harris-Fayetteville
transmission lines. Using June 1984 burned fuel values, witness Lam computed a
total company fuel cost of 5498,808,000 ($316,653,000 attributable to the North
Carolina retail jurisdiction) which when divided by system adjusted company
sales of 31,535,371,000 kWhs produces his recommended base fuel factor of
1.582¢/k%h, excluding gross receipts tax. The 1.582¢ per kWh was based upon a
normalized system nuclear capacity factor of approximately 53.4%.

CUCA witness Wilson advocated the adoption of a base fuel component which
reflected a minimum 60% capacity factor for all nuclear generating units.
Witness Wilson's base fuel component of 1.510¢/kWh utilizes CP&L's estimated
June 1984 inventory prices for coal and o0il and is based on CP&L's PROMOD
computer program. '

Kudzu witness Eddleman's recommended base fuel component of 1.358¢ per kWh
is calculated utilizing a 65% system nuclear capacity factor.

The Commission is of the opinion that a normalized generation mix is
appropriate for use in this proceeding and that such should reflect a level of
nuclear generation associated with a reasonable system nuclear capacity factor
of approximately 53.4%. Such a method would be similar to the method utilized
by the Commission in.Docket Nos. E-2, Subs 444 and 461, and E-7, Subs 338 and
373.

Based upon the foregoing and a careful consideration of all of the
evidence bearing wupon this matter, the Commission concludes that the
appropriate fuel factor for use in this proceeding is 1.582¢/kWh, which
reflects a reasonable fuel cost of $316,653,000 for North Carolina retail
service.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 11

The evidence for this finding of fact is found in the testimony of Company
witness Nevil and Public Staff witnesses Lam and Patom.

Company witness Nevil presented Nevil Exhibit No. & showing the actual
monthly balances through June 1984 and the projected monthly balances through
September 1984 for the deferred fuel account established by this Commission in
CP&L's last general rate case. This exhibit showed the actual balance through
June as $7,675,552 and the projected balance through September as (§4,570,000).
He testified that, since the final balance in the deferred account could not be
known until after the time the Commission was to issue an Order in this case,
the Commission should not take any action relating to the deferred account
prior to the issuance of an Order but should instead defer the matter until
CP&L's next general rate case or fuel charge adjustment proceeding.

Public Staff witness Lam offered testimony as to the monthly balances in
the deferred account. On cross-examination, he agreed that the actuwal balances
shown on Nevil Exhibit No. 6 are correct. He testified that the Commiseion
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should examine the deferred account balance at the latest time possible prior
to establishing new rates.

Public Staff witness Paton agreed on cross-examination that the Cdémpany
had made an adjustment to test year O0SM expenses which had the effect of
refunding to ratepayers the September 1983 per books balance in the deferred
account. The amount of this adjustment was 5§1,675,945. Nevil explained that
this adjustment was higher than the actual September 1983 balance shown on
Nevil Exhibit No. & because the September 1983 per books balance was an
estimate. Paton stated that, if the Company is directed to refund the amount
in the deferred account, the refund should be reduced by the §1,675,945 figure
already effectively refunded.

CUCA took the position, ' through counsel's cross-examination, that CP&L
should be required to refund the actual June 1984 balance of $7,675,552.

The deferred fuel account was originally established by the Commission in
its Order Granting Partial Increase in Rates and Charges which was issued on
September 19, 1983, in CP&L's last general rate case, Docket No. E-2, Sub 461.
The Commission undertook reconsideration of that Order and issued its Order on
Reconsideration on Décember 7, 1983. That Order, in pertinent part,
established “a new fuel factor, continued the deferred fuel account, and
provided for review of the deferred account and refund of overcollections. In
this regard, the Commission stated the following:

"Since miner changes in the normalized test year generation mix and
resulting changes in fuel costs can cause overcollection or under-
collections of tens of millions of dollars, and in light of CP&L's
erratic nuclear operational experience and the absence of Commission
rules for implemeating G.S. 62-133.2, the panel is reluctant to set a
fuel factor without providing some explicit protection for the rate-
payers. Therefore, the Commission finds that the 1.677¢ per kWh fuel
factor should be considered provisional in the sense that it may be
reduced if actual experience demonstrates that it has been set too
high, but fixed if actual reasonable fuel costs equal or exceed it.
By the Commission taking this approach, CP&L has the burden, and
properly so, to maintain its fuel costs at or below the level found
to be reascnable therein. If it is unable to do so, it will have the
burden of attempting to institute a proceeding under G.S. 62-133.2,
even in the absence of Commission rules, to recover its additional
reasonable fuel costs. However, the Commission is not willing to
place such a burden on CP&L's customers or their representatives.
Accordingly, the Commission directs CP&L to establish a deferred fuel
expense account and place any net overcollections in it. The
Commission will review the Company's actual fuel costs in its next
general rate case or in a G.S. 62-133.2 proceeding and will regquire
theé Company to refund any overcollections t¢ its customexrs. The
status of this deferred account shall be reported to the Commission
no later than one year from the date of this Order or 30 days prior
to the beginning of the hearings in CP&L's next general rate case.
The status of this account is to be made available to the Public
Staff at any time."
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The Commission directed that net overcollections should be placed in the
deferred account and that the Commission would review the Company's actual fuel
costs in its next general rate case or fuel charge adjustment proceeding and
require net overcollectione to be refunded. It follows from this language that
the Commission intended for the deferred account to be reexamined when a new
fuel factor was set and for any net overcollections to be refunded at that
time. The Commission in its September 21, 1984, Recommended Order recognizes
that the relevant balance of net overcollections is the actual balance at the
time rates were allowed to be effective or as of September 21, 1984, and that
the evidence of record only provided an estimate of such amount. The Commission
therefore directed CP&L to file with the Commission and serve upon all parties
to this proceeding a verified report of the balance of the deferred fuel
account as of the date that pnew rates went into effect as a result of the
present general rate case. Further any party to this proceeding was allowed an
opportunity to request a hearing within 10 working days following filing of
this report for the purpose of resolving any doubts or questions as to the
correct balance of the account as of September 21, 1984. It was further
specified that if as a result of further hearing it was determined that there
was still a positive balance in the account then an order directing that such
positive balance be refunded to the Company's ratepayers would be issued.

On November 14, 1984, the Commission held oral argument foxr the purpose of
reconsidering various aspects of the September 21, 1984, Recommended Order. In
conjunction with such hearing, Company witness Bradshaw presented evidence to
the Commission concerning the status of the deferred fuel account as the time
rates became effective in this proceeding. Witness Bradshaw testified that as
of September 21, 1984, the deferred fuel account was overcollected by
approximately $2,560,418. Witness Bradshaw further specified that such amount
less §$1,675,945 already effectively refunded the CP&L's customers in the
Commission's Recommended Order should be refundgd to the ratepayers of CP&L.

In the course of the oral argument the amount of per books deferred fuel
account at September 30, 1983, of $1,675,945 which supposedly had already been
effectively refunded to customers was questioned by the Public Staff. The
Public Staff maintained that the accounting treatment afforded this item of
cost resulted in either no refund to the customer or at the most an effective
refund of approximately $173,000. After further consideration of this issue
the parties agreed that only approximately $173,000 of the deferred fuel
account had been effectively refunded to the customers and that an additional
$2,387,000 should be utilized to further reduce the increase in gross revenues
found fair herein. The Commission therefore finds that it is appropriate to
reduce the revenue requirements im this proceeding by approximately $2,387,000
in recognition of the remaining deferred fuel account balance at September 21,
1984, The issue will be further discussed in Evidence and Conclusions for
Finding of Fact No. 18,

In its Brief submitted in this case, CP&L argues that the Commission
should not dedl with the balance in the deferred account past September 1983
since to do so would go beyond the test year in this case. The Company argues
that the deferred account should be continued and that all post-September 1983
balances should be dealt with in the future. The Company also argues that
.since fuel costs vary from month to moath, it would be unfair to deal with the
deferred account on the basis of less than one full year's experience. As it
happens, the Commission's present action follows almost exactly one year after
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the éstablishment of the deferred account, so the Company's argument for one
full year's experience with the deferred account is met.

The Commission has determined that the deferred account should not be
continued. A major factor prompting the Commissjon to establish it in the last
general rate case was the absence of Commission rules for implementing G.S.
62-133.2, the statute dealing with fiel charge adjustment proceedings. On May
1, 1984, the Commission issued an Order in Docket No. E-100, Sub 47, adopting
rules for implementation of the fuel charge adjustment proceeding statute.
With this proceeding now readily available to all parties, the Commission finds
no basis for continuing the deferred fuel account and concludes that it should
be closed out according to the procedute outlined above.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 12

The evidence bearing on the issue of fuel inventory was presented by
Company witnesses Davigs and Nevil, Public Staff witness Burnette, and CUCA
witness Wilson.

The first part of the fuel stock issue relates to the coal inventory cost.
CP&L seeks a working capital allowance of $64,920,775 for the North Carolina
retail coal inventory. The Public Staff recommends an allowance of $59,985,479
for the North Carolina retail coal inventory.

Company witness Davis used the '"maximum drawdown" methodology in order to
derive a coal inventory requirement of 2,129,945 -tons, which when multiplied by
the June 1984 inventory coal price of $47.86 per ton, results in $101,939,168
total company investment, or $64,920,775 for the North Carolina retail
jurisdiction. The 2,129,945-ton inventory used by witness Davis would provide
a 77.2-day supply based on the projected 27,598-ton daily burn rate which he
used in his maximum drawdown methodology. That projected burn rate was derived
by dividing an "adjusted test year’ level of coal consumption of 10,073,200
tons by 365 days. He acknowledged on cross-exsmination that the "adjusted test
year" level of coal consumption had been ‘provided' to him by Company witness
Nevil and was based upon witness Nevil's fuel cost analysis and generation mix.
The Company's proposed inventory of 2,129,945 tons would provide an 84-day
supply based on the 25,362-ton daily burn rate calculated by Public Staff
witness Burnette,

Public S5taff witness Burnette recommended a $94,189,724 investment
allowance for coal inventory on a systemwide basis and an allowance of
$59,985,479 for the North  Careolina retail  jurisdiction. During
cross-examination witness Burnette agreed that the calculation used in
computing the daily burn rate should be net of Power Agency. His recommended
1,968,026 tons of coal inventory would provide a 78-day supply based om his
recommended 25,362-ton daily burn rate. Witness Burnette calculated a
25,362-ton daily burn rate based om: (1) the normalized coal generation (net
of Power Agency) which was utilized by Public Staff witness Lam to calculate
his recommended fuel costs in this proceeding, (2) the historical fossil heat
rate (net of Power Agency), and (3) the actual heat value of the coal (net of
Power Agency) based on data provided by the Company. Witness Burnette's
1,968,026 tons of inventory would provide a 77.2-day supply if the daily burn
rate should increase to 25,500 tons per day. Witness Burmette used the same
$47.86 per ton inventory value as did witness Davis.
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CUCA witness Wilson also recommended a lower average daily burn rate. to
reflect his estimate of coal-fired generation. He used a 77.2-day supply to
compute a 1,861,521-ton inventory, and priced the inventory at $47.14 per ton
resulting in a .coal inventory valued at $87,752,100 on a systemwide basis.

The primary difference between the Company's recommendation and that of
the Public Staff and CUCA is the daily burn rate which should be used. The
daily burn rate used by witness Davis is appropriate only if the Company's
recommended generation mix is accepted by the Commission. The Commission has
adopted the Pablic Staff's proposed generation mix, uwpon which witness
Burnette's current daily burn rate is based in part. Based upon a
consideration of all of the evidence regarding this matter, the Commission
concludes that the working capital allewance of §59,985,479 for coal inventory
as recommended by witness Burnette is appropriate for use in this proceeding.

The second part of the fuel stock issue relates to the liquid fuel
inventory cost. There was no disagreement between the Company and the Public
Staff regarding the amount of the liquid fuel inventory. The disagreement
between the Company and CUCA centers on the quantity of liquid fuel that should
be included in the fuel stock amount.

Company witness Davis recommended a total liquid fuel inventory cost level
of §$9,660,505. This figure is cemprised of 9,445,477 gallons of No. 2 oil at
the June 1984 inventory cost of 85 cents per gallon and 2,365,000 gallons of
propane at the June 1984 inventory cost of 69 cents per gallon. Witness Davis
based his recommendation on the Company's liquid fuels inventory guidelines
which consider availability of fuels by anticipating varying demands for and
prices and availabilities of No. 2 oil, natural gas, and propane.

CUCA witness Wilson proposed an 8,554,967-gallon oil inventory and a
647,057~-gallon propane inventory based on test year average inventory balances.
He priced these inventories at unit values of 85 cents per gallon for cil and
65 cents per gallon for propane. This resulted in a system cil inventory of
$7,271,722 and a system propane inventory of $417,337.

The Commission finds the Company's recommendation of $9,660,505 for total
liquid fuel cost for the system to be the most appropriate for this proceeding.
The North Carolina retail portion of this amount is $6,152,000. This amount,
plus the previously discussed appropriate coal stock amount of $59,985,000 and
the miscellaneous per book components of the -fuel stock account of $(2,000),
results in a total North Carolina retail fuel stock of $66,135,000.

EVIDENCE AND CONCLUSIONS FOh FINDING OF FACT NO. 13

Company witness Faucette and Public Staff witnesses Dennis, Paton, and
Burnette presented testimony and exhibits in regard to the proper working
capital allowance. The amount of working capital included in the respective
proposed Orders of the Company and the Public Staff is shown in the chart
below:
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(000's Omitted)

Public
Item Company Staff Difference
Investor funds advanced
for operations 517,003 $14,270 5(2,733)
Materials and supplies 88,613 83,556 (5,057)
Other rate base additionms
and deductions (15,788) (16,269) (481)

Total working capital

allowance 589,828 581,557 $(8,271)

In addition, CUCA witness Wilson presented testimony and exhibits on the
investor funds advanced for operations component of the working capital
allowance. Dr. Wilson's calculations showed $7,382,000 for this segment, a
decrease of $9,621,000 from the Company amount and $6,888,000 less than that of
the Public Staff. Also, Dr. Wilson recommended adjustments to the Company's
proposed level of materials and supplies., The Company, the Public Staff, and
CUCA were the only parties to the proceeding which presented specific
recommendations and evidence bearing on the appropriate amount of the working
capital allowance,

The first area of disagreement between those parties as to the appropriate
amount of working capital is the determination of the investor funds advanced
for operations. All three parties determined a different level of invester
funds advanced for operations. The different levels proposed by the witnmesses
for each party resulted in part from the Company's use of a formula method as
opposed to the other twe parties' use of a lead-lag study. The lead-lag
studies presented by the Public Staff and CUCA were based on the study filed by
the Company in its imitial E-1 data filing. The Public Staff and CUCA adjusted
the study filed by the Company to reflect adjustments to certain amounts in the
cost of service and to reflect assignment of different lag days to wvarious
componeats of the cost of service. Additionally, incidental collections were
deducted from investor funds advanced for operations.

Concerning the Company's use of the formula methed in this proceeding to
calculate a reasonable level of investor funds advanced for operations, Company
witness Faucette testified that, based on the amount of investor funds advanced
for operations allowed by the Commission in the Company's last two general rate
proceedings as compared to the related per books amounts of operation and
maintenance expenses adjusted for the Leslie coal mine loss and Power Agency, a
consistent trend is shown in the relationship of investor funds advanced for
operations allowed to operation and maintenance expenses allowed. Witness
Faucette contended that a reasonable approach to determining investor funds in
this proceeding would be to apply the percentage which reflected the
relationship which investor funds advanced bore to per books operation and
maintenance expenses found appropriate by the Commission in Docket No. E-2,
Sub 461, to the test year per books operation and maintenance expenses in this
case, after adjusting for the Power Agency and Leslie Coal mine loss. 1In
support of the formula method which he proposed, witness Faucette asserted that
it was an easier and less costly method of determining investor funds advanced
than was a lead-lag study. However, ‘witness Faucette did not present any
evidence regarding the costs of preparing a lead-lag study.
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Additionally, witness Faucette testified that if the Commission did not
accept the Company's proposed formula methodology, then it should use a
full-blown lead-lag study which includes all of the Company's pro forma and
end-of-period adjustments.

Both CUCA witness Wilson and Public Staff witness Dennis asserted that
the lead-lag study approach to determining investor funds advanced for
operations is preferable to using a formula or ratio method, as the Company
contended should be done. Witness Wilson testified that there is no basis for
the Company's assumption that a constant percentage of adjusted operation and
maintenance expenses would reflect the working capital provided by investors
from year to year. Witness Dennis testified that a properly prepared lead-lag
study is an in-depth analysis which reflects the Company's current reasonable
cash working capital needs measuring the lag in collections from the customers
of the cost of providing service and the lag in payments by the Company of the
cost of providing said service.

The Commission recognizes that there are at least three methods used to
determine the cash working capital requirement for a regulated utility. Those
are the balance sheet method, the formula method, and the lead-lag method, with
many variations to each of these approaches. The Company's method of
determining investor funds in this proceeding is a wvariation of the formula
method. While the Company's proposed formula method may be a-simpler and more
easily understandable approach than the lead-lag method, the Commission does
not believe that this fact alone is justification for a departure from the
traditional lead-lag study approach which has been repeatedly used and approved
by the Commission over the past several years. Although the Company's formula
method is based upon the percentage relationship of investor funds advanced for
operations to operation and maintenance expense found appropriate by this
Commissien in Docket No. E-2, Sub 461, the Commission.concludes that there is
no reasonable basis to suppose that this percentage relationship accurately
reflects or will reflect the actual paynent practices of CPSL and its customers
in this or future proceedings. In support of this conclusion, the Commission
notes that Company witness Faucette agreed under cross-examination that payment
practices would change from one time périod to snother. Therefore, based on
all the foregoing and the entire evidence of record, the Commission concludes
that since the lead-lag method more clearly identifies the capital required as
a result .of the customers' and the Company's actual current payment practices
and the capital available from sources other than the investor to meet that
need, then said method should be used to determine a fair and reasonable level
of investor funds advanced for operations, to be used in calculating an
appropriate level of working capital to be used in this proceeding.

In regard to the question of using a full-blown lead-lag study instead of
a lead-lag study based on a per books cost of service, the Commission has ruled
in previous CP&L general rate cases that a lead-lag study based on the per
books cost of service, adjusted only for significant changes, represents a
reasonable approach to determining investor funds advanced for operations.
Accordingly, the Commission reaffirms that position in this proceeding.

The Commission has reviewed the adjustments proposed by Public Staff
witness Dennis to the per books cost of service amounts presented in the
Company's lead-lag study included in its initial E-1 data filing. The Company
presented ne evidence in opposition to these adjustments proposed by Public
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Staff witness Dennis, except to the extent, .as spoken to ‘above, that the
Company asserted that the lead-lag approach was .inappropriate. Therefore; the
Commission concludes that the adjustments to the per books cost of service
amounts, as presented by the Public Staff, are proper and should be considered
in this proceeding. . . .

£

Similarily, the Commission has reviewed the adjustments made by the Public
Staff to the lag days .assigned to various components of the cost of service
within the lead-lag study. Here again, with but one exception, the Company
provided no opposition to said adjustments except to the extent that the
Company considered the lead-lag study to be improper. The Company asserted
that Public Staff witness Dennis' adjustment to assign the level of revenue lag
days to the: investment tax credit item of the per books cost of sefvice was
inappropriate.

Witness Dennis and witness Wilson testified that it was inappropriate to
include an addition to working capital relating to investment tax credits
(ITC). Witness Dennis testified that the purpose of the lead-lag study in a
general rate case proceeding is to measure the level ¢f investor or customer
funds advanced for operations. : Witness Dennis further testified that, to the
extent that those funds measured  through the lead-lag study are supplied by
investors, they represent valid additions to rate base upon which the investors
are given the opportunity to earn a fair rate of return; however, to the extent
that funds are not supplied by investors, they do not qualify as valid
additions to rate base. Witnéss Dennis stated that ITC are not supplied by-
investors; therefore, the Company's lead-lag study should be adjusted .so that
CP&L does not receive any working capital allowance relative to ITC and that
the assigmment of the revenue lag of 39.63 days to ITC would accomp11sh that
result.

The central issue concerning this matter is whether the Intermal Revenue
Code allows the treatment advanced by the Public Staff or whether it mandates
the treatment advocated by the Company. Initially, one should note that thé
treatment advocated by the Company is the same as that put forth by both the
Company and the Public Staff, and accepted by this Commission, in previous
general rate case proceedings. Additionally, it should be noted that the
evidence is clear that the Pnblic Staff's treatment would effectively nullify
any consideration of the Investment Tax Credits in determining an appropriate
level of working capital, while the Company's treatment would include
consideration of the ITC.

The Company asserts that the position of the Public Staff concerning this
matter could be found to be im violation of the Intexnal Revenue Code, placing
the Company in jeopardy of losing millions of dollars in ITC. Clearly the
Public Staff and the Company agree that the ITC unamortized balance should not
be directly deducted from rate base, as that would be in violation of the
Internal Revenue Code and would subject the Company to the loss of the ITC.
However, the parties disagree concerning the interpretation of whether or not a
reduction to rate base by virtue of a reduction in the working capital
allowance, based on the lead-lag methodology, should be considered in the same
Light as a direct reduction to rate base.

The Cemmission, in its review of this matter, has taken judicial notice of
I.R.S. Regulation 1.46-6(b)(ii) which states in part:
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"(ii) In’ determ1n1ng whether, or to what extent, a credit has been used
to reduce rate base, reference shall be made to any accounting treatment that
affects rate base. In addition, in those cases in which the rate of feturn is
based on the taxpayer's "cost, of capital, reference shall be made to any
accounting treatment that affects the' permitted return on investment by
treating the credit in any way other than as though it were capital supplied by
common shareholders to which a "cost of capital" rate is assigned that is not
less than the  taxpayer's overall cost of capital rate (determined without
regard to the credlt) " .

Based on’ the foregbing, and 'a review of the entire record concerning this
matter, the Commission concludes that the Public S5taff's adjustment would
result in-a reduction in rate base, and consequently would be in contradiction
to the IRS regulations. Therefore, the Commission concludes that the Public
Staff's adjustment related to the appropriate treatment of Investment Tax
Credits in the lead-lag study is ‘improper and should not be adopted. The
Commission furthér concludes that all other adjustments proposed by the Public
Staff concerning the assignment of appropriate lag days in the leadrlag study
are proper and therefore should be approved. .

Based on all tle foregoing, the Commission concludes that the appropriate
level of investor funds advanced for operatioms, to be used in establishing
fair and reasonable rates in this proceedlng, is $18 9&1 000!

The second drea of deference between the Company and the Public Staff
with regard to working cdpital’'is the proper amount to be included in‘rate base
for materials and supplies. The Company proposed a’ level of $88,613,000 for
this item, while the Public Staff's recommendation would result in a level of
$83,556,000. The sole differenmce between the Company and the Public Staff is
attributable to the difference between-them with respect to the appropriate
amount of working capital allowance for the coal and liquid fuels inventory
balances. The ,chart below illustrates the components of the respective
positions of the Company and the Public Staff with respect to materials and
supplies,

(000's Omitted) '

- Public
Item ’ Company Staff . Difference
,Fuel stock inventory: '
Coal 564,921 $59,985 $(4,936)
Other liquid fuels 6,150 6,029 (121) °
Plant materials and supplies 17,542 17,542- -
Total materials and supplies 588,613 $83,556 5(5,057)

¢ 1

4

Based on the Commission's determination in Finding of Fact No. 12 of ‘this
Orfder, the appropriate working capital allowance for coal amd other liquid fuel
inventory for wuse in this proceeding’ is -$539,985,000 and $6,150,000,
respectively. Since the level of plant materials and supplies is uncontested
in this ‘'case, the Commission concludes that the uncontested amount of
$17,542,000 is appropriate. The Commission therefore concludes that materials
and supplies of $83,677,000 is appropriate feor use herein.
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The final area of disagreement between the parties as to working capital
concerns the proper level of other rate base additions and deductions. The
Company recommended a net deduction of §15,788,000, while the Public Staff
recommended a net deduction of $16,269, 000. The dxfference of 3481,000 relates
entirely to the unamortized balance of “the gain cn the sale of assets teo the
North Carolina Eastern Municipal Powér Agency. Both the Company and the Public
Staff agreed that the unamortized balance of the ga1n on the Power Agency sale
should be deducted from rate base. The parties are in disagreement however as
to the amount of the unamortized-gain. The Commission hereinafter in Evidence
and Conclusions for Finding of Fact No. 18 fully discusses this issue. Based
upon the conclusions reached therein the Commission finds the Public Staff's
proposed adjustment of $481,000 to, othér rate additions and deductions
inappropriate. The Commission therefore finds other rate base additioas and
deductions of $15,788,000 reasonable and appropriate for use herein.

In summary, the Commission concludes that a working capital allowance of
$86,830,000 is reasonable and proper, consisting of investor funds advanced. for
operations of $18,941,000, materials and supplies of $83,677,000, and other
rate base additions and deductlons of $(15,788,000).

EVIDENCE AND CDNCLUSIONS FOR FINDING OF FACT NO. 14

The evidence for this finding of fact concerning inclusion of construction
work in progress (CWIP) in the rate base was presented in testimony and
exhibits of Company witnmesses Smith, Lilly, Vander Weide, Spann, McDuffie,
Bradshaw, and Chapman; Public Staff witness Sessoms; Kudzu Alliance witness
Eddleman; CCNC witness Reeves; and CUCA witdess Wilson.

In 1977, an amendment to North Carolina G.S. 62-133(b) (1) provided that
reasonable and prudent expenditures for CWIP incurred after July 1, 1979, shall
be included in rate base. By definition allowing CWIP in the rate base means
that the annual cost of money (interest, etc.) borrowed and invested to
construct plant facilities are charged to customers on a current basis rather
than deferred and added to the cost of the facility at the time the plant is
completed. Including CWIP in the rate base does not mean that the customers
are investing in the "bricks  and mortar" of construction expenditures. On
June 17, 1982, North Carelina G.S. 62-133(b)(1) was further amended to provide
that reasonable and prudent expenditures for CWIP may be. included in the rate
base of a public utility to the extent the Commission considers inclusion to be
in the public interest and necessary to the financial stability of the utility
in question, Since the effective date of the initial amendment to North
Carolina G.5. 62-133(b)(1}, the Commission has approved the inclusion of a
portion of CWIP in CP&L's rate base in five proceedings: NCUC Docket Nos. E-2,
Sub 366; E-2, Sub 391; E-2, Sub 416; E-2, Sub 444; and E-2, Sub 461. CP&L
1n1t1ally requested in this, proceeding that $695 275,923 of CWIP, all related
to Harris Unit No. 1, net of Power Agency ownership, be included in its North
Carolina retail rate base. This figure represents approximately 61% of the
Company's total North Carolina retail CWIP at March 31, 1984,

Subsequent to the issuance of the Recommended Order in this proceeding
CP&L filed a Motion to Reopen Record for the limited purpose of receiving
evidence on the amount of allowance for funds used during construction (AFUDC)
accrued subsequent to July 1, 1979 on CWIP which occurred prior to July 1, 1979
and had been included in the CWIP the Company sought to include in rate hase in
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this case. The Company alse requested that the record be reopened for the
further limited purpose of receiving evidence pertaining to the total amount of
CWIP on the Company's books as of September 30, 1984, exclusive of any AFUDC
accrued since July 1, 1979, on construction expendltu:es before July 1, 1979,
which could be1inc1uded ‘in rate base in this case. In support of its motion
CPSL cited a recent holding of the North Carolina Supreme Court in
State of North Carolima ex. rel. Utilities Commission v. Conservation Council
of North Carolina, "XNC (No. 126A84, October 2, 1984) which states
that it is error for the Commission to include CWIP in rate base to. the extent
it is comprised of AFUDC accrued subsequeatly to July 1, 1979, on expenditures
related to CWIP which occurred priocr to July 1, 1979. The Commission allowed
the motion to reopen record for the limited purpose of rece1V1ng the following
evidence:

1. The amount of AFUDC accrued subsequent to July 1, 1979, on CWIP which
occurred prier to July 1, 1979, and which was included in the level of CWIP
(4692,604,000) which CP&L was allowed to include in its rate base pursuant to
the Recommended Order entered in this ‘docket on September 21, 1984.

2. The total amount of CWIP on CP&L's books as of September 30, 1984,
exclusive of any AFUDC accrued sincé July 1, 1979, on comstruction expenditures
made beforer July 1, 1979, which would be eligible for inclusien in the
Company's rate base in this case.

The Commission's. Order determined that such evidenc¢e should be presented
in a further hearing before the Commission. Pursuant to such order, Company
witness Bradshaw testified that the construction expenditures included in rate
base in the Recommended Order of $692,604,000 include an amount of $118,847,000
relating to AFUDC accrued subsequent to July 1, © 1979, on CWIP which occurred
prior to July 1, 1979. Witness Bradshaw further testlfled that the Company had
incurred additional constuction expenditures between March 31, 1984, and
September 30, 1984, of $101,549,000 related to Harris Unit No. 1 which ware
eligible for inclusion in rate base in this proceeding. Such expenditures are
exclusive of AFUDC accrued on construction expénditures incurred by the Company
prior to. July 1, 1979. Thus the Company is requesting that CWIP of $675,306,000
which reflects construction expenditures' through September 30, 1984, relating
to Harris Unit No. 1 exclusive of construction expenditures 1ncurred prior to
July 1, 1979 and exclusive of AFUDC accrued on ‘construction expenditures
incufred prior to July 1, 1979 ‘be included in the rate base in this case. The
Company maintains that such construction expenditures have been prudently
incurred by thé Company and that the inclusion of such expenditures in rate
base is im the public interest and necessary to CP&L's financial stability.

The Public Staff presented further testimony on the additional evidence to
be considered in the matter by George T. Sessoms Jr. Public Staff witness
Sessom's testimony dealt specifically with the improved financial'indicators of
CP&L and with the fact that the Company has revised its projected in service
date for completion of Harris Unit No. 1.

CUCA presented the additional testimony of Dr. John W. Wilson concerning
the matter. CUCA witness Wilson's additional testimony dealt primarily with
the level of 'CWIP that CP&L had been allowed to include in rate base that is
accounted for by AFUDC accrued on pre July 1, 1979 construction expenditures
vhich is not eligible for inclusion in rate base in the case. *Witness Wilson

.
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further opposed the inclusion of additional CWIP in rate base requested by the
Company of $101,54%,000 on the basis that such inclusion viclates the matching
concept.

The Commission is of the opinion that the amount of CWIP which is eligible
for inclusion in rate base in this case is %675,306,000. This level of CWIP
represents the construction expenditures related to Harris Unit No. 1 at
September 30, " 1984, exclusive of construction expenditures incurred by the
Company prior to July 1, 1979 and exclusive of AFUDC accrued subsequent to
July 1, 1979, on construction expenditures incurred prior to July 1, 1979.
Such amount excludes $118,847,000 relating to AFUDC" accrued subsequent to
July 1, 1979, on CWIP which occurred prior to July 1, 1979, and includes
$101,549,000 of additional CWIP expenditures incurred by the Company during the
period March 31, 1984, through September 30, 1984. The Commission rejects the
assertion that consideration of CWIP expenditures incurred during the period
March ‘31, 1984 through Septémber 30, 1984, violates tlie matching ‘concept.
These construction expenditures represent non-revenue producing plant and thus
inclusion of such CWIP in rate base does not in the Commission's opinion in any
manner violate the matching concept.

As the Commission has noted in previous Orders since the 1982 amendment
the amount of CWIP in rate base determined to be appropriate results from the
application of the following criteria: (1) the expenditure must be reasonable
and prudent, (2) the inclusion must be in the public interest, and (3) the
inclusion must be necessary to the financial stability of the utility in
question. Thus, the Commission must determine what portion if any of the
eligible CWIP amount of $675,306,000 meets the preceding three criteria and can
therefore reasonably be included in rate base in this proceeding.

Company witness McDuffie presented evidence that showed expenditures made
for comstruction of Harris Unit No. 1 to date have been both reasonable and
prudent. . Witness McDuffie testified that a recent study of construction costs
of other utilities showed that the Company's total plant costs are favorable
when comparisons are made on a similar basis. Public Staff witness Sessoms
testified that he had made no examination of whether CWIP expenditures were
reasonable’ and prudent. Kudzu Alliance witness Eddleman and CCNC witness
Reeves alleged that Harris Unit No. 1 is unnecessary and should be cancelled,
and that any further expenditures on this unit would mot be reasonable.
However, evidence presented by Company witness Smith in Item 35 of the Form E-1
Information Report and in previous load forecast hearings shows that Harris
Unit No. 1 will be necessary to meet future customer requirements. Therefore,
the Commission finds that the expenditures under comnsideration in this case for
Harris Unit No. 1 have been reasonable and prudent.

Several witnesses offered testimony on the public interest criterion.
Company witness Spann presented a quantitative study and testimony concluding
that the inclusion of the requested amount of CWIP would benefit ratepayers by
minimizing the net present value of revenue requiremeats through the year 2000.
Dr. Spann testified that it would be less costly on a present value basis to
place CWIP in rate base in order to maintain an A bond rating than not to place
CWIP in rate base and have CP&L's bonds downgraded, with a commensurate
increase in interest expense and therefore total cost of the plant. Dr. ‘Spann
further testified that a ratepayer would have to have an after-tax effective
investment rate of over 20% to be able to receive a better present value
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investment return than from the payment of a return on CWIP in the rate base.
Dr. Spann noted that the current rate on tax-free bonds was approximately 10%.

Dr. Spann alsc testified that inclusion of CWIP in rate base helps to
levelize rates and minimize rate shock as new plants go into service. To the
extent that carrying charges have been eliminated due to the inclusion of CWIP
in the rate base, the total dollars placed into the rate base when Harris Unit
No. 1 comes on line and on which customers must pay a return are reduced
substantially.

Public Staff witness Sessoms testified that inclusion of CWIP in the rate
base could result in lower future rates for ratepayers but that such rates did
not mean that the ratepayers as a group would benefit financially from the
inclusion of CWIP in the rate base. Witness Sessoms indicated that in order to
determine the benefits to ratepayers the opportunity cost of money to
ratepayers as a group; must be established i.e.; the ability of ratepayers to
invest in something with a higher return to them. According to witness Sessoms
that cost was "difficult, if not impossible, to measure." Witness Sessoms
further testified that the inclusion of CWIP in the rate base was unfair to
ratepayers who did not remain in the service area. Witness Sessoms, recommended
that the amount of CWIP placed in the rate base under these circumstances
should be limited to $496,597,912. Contrary te witness Sessoms' assertions,
Company witness Spann testified that CP&L had studied its 1983 customer base
and determined that 84% of .CP&L's residential customers and 87% of its
commercial and industrial customers were customers seven years earlier, so that
a wvalid assumption can be made that the wvast majority of customers will
continue to require CP&L service through the time when Harris Unit No. 1
becomes commercial and would therefore benefit from-the then lower rates. The
Commission notes further that the current best estimates are that Harris No. 1
will become commercial by September 1986, approximately two years from the
effective date of this Order. Hence, the Commission concludes that the
intergenerational equity argument lacks significance in this instance and does
not outweigh the benefits to ratepayers derived from inclusion of CWIP in rate
base in this proceeding.

Kudzu Alliance witness Eddleman testified that no CWIP shcould be included
in the rate base. The basis of his testimony was his belief that inclusion of
CWIP is not cost effective and is in reality a forced loan from consumers to
the Company. CCNC witness Reeves also testified that inclusion of CWIP is not
in the public interest. The basis of his testimony was his belief that load
management and conservation methods can save the same amount of energy as it is
currently estimated will be needed to be produced by Harris Unit No. 1 and that
these methods are cheaper than completing the plant. Finally, CUCA witness
Wilson testified that it was npot fair to allow recovery on the plant until it
is used and useful. Witness Wilson testified that capitalization of AFUDC
matches cost incurrence. with provision of service, and in his opinion this was
the only method of collecting for plant costs which is truly im the public
interest.

The Commission finds that, in determining whether the public interest is
sexved, it is appropriate to consider a number of factors. Although the
near-term impact on present ratepayers is certainly an important facter, it is
not totally dispositive of the issue. When the public interest is viewed in a
broader sense, it becomes clear that for purpeses of this proceeding additional
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CWIP in rate base will sefve the public interest despite the fact that rates
will be somewhat higher in the near term:

The quantitative evidence presented in this case supports, and the
Commission so finds that, inclusion of additional CWIP in rate base will result
in lower revenue requirements on a net present value basis through the year
2000. Thus, inclusion in rate base of the additional CWIP approved in this
case will serve to provide power to CP&L's customers at the lowest cost over
the life of Harris Unit I which is certainly in the public interest. The
inclusion in rate base of the CWIP requested by the Company in this proceeding
is also in the public interest because: (1) with the inclusion of CWIP rates
will increase gradually over the period of comstruction rather than all at once
when the plant goes into service; (2) placing additional CWIP in rate base is a
lower cost method of improving CP&L's cash flow, interest coverage, and other
key financial indicators than available alternative policies; (3) with CWIP in
rate base, ratepayers will receive the accurate pricing signals regarding the
cost of electricity necessary toe make decisions regarding home insulation,
appliances, and other energy-sensitive investments; (4) migration studies have
shown that most of the Company's present ratepayers will also be future
ratepayers; and (5) assurance of adequate service in the future attracts
industry and jobs and bolsters the current economy in the service area by
providing jobs and tax revenues for such public needs as schools and highways.

Several witnesses also testified on the fimancial stability criteriom.
Company witness Spann provided the following analysis of CP&L's financial
position as compared to other A and Baa utilities for the 12-month perlod
end1ng March 31, 1984:

i

Average  Average

Factor A Rated Baa Rated CP&L Comments
Pretax interest coverage 2.71 2.04 2.4 In between
CWIP/net plant ) 24.6 34.68 38.3 " Below Baa
AFUDC/net incomeé 39 ) 61.33 59.5 Closer to Baa
Common equity 39 36.50 - 40.4 Better than A
Internal generation/ ~ ' -

construction expense 57 52.00 38.0 Below Baa

In summary, witness Spann stated that CP&L looks more like a Baa-rated utility
than an A-rated utility. Company witnmess Lilly provided similar information
showing that the Company did not méet minimum criteria for financial stability,
as defined by a strong & bond rating and financial indicators commensurate with
such a rating. Company witnesses Spann, Lilly, and Vander Weide testified that
without inclusion of all eligible CWIP in rate base, the risk of CP&L's bonds
being downgraded escalated substantially. A downgrade would have a serious
impact on the Company's ability to raise the capital necessary to complete
Harris Unit No. 1 at a reasonable cost and would ultimately result in notably
higher rates to customers due to the increased financing cost.

Public Staff witness GSessoms provided some figures to support his
contention that CP&L's finmancial statistics were well within the range of an A
utility and therefore a bond downgrading was not likely if additional CWIP were
not added to the rate base. On cross-examination, however, witness Sessoms
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admitted that certain of the financial indicators he presented showing CP&L to
be within the range of an A-rated utility, also showed CP&L to be closer to or
worse than the average BBB/Baa utility. Witness Sessoms stated however that
CP&L's financial indicators had improved recently and in his opinion the
Company's requested CWIP additions toc rate base were not necessary to CP&lL's
financial stability.

Public Staff witness Sessoms presented additional testimony at the
Rovember 14, 1984, hearing concerning the financial stability criterion. The
purpose of such testimony as stated by witness Sessoms was to make the
Commission aware of the improvements in CP&L's financial indicators since the
initial hearings were closed and the change in the projected in-service date
for Harris Unit No. 1. Witness Sessoms testified that the updated financial
indicators of CP&L reflect improved financial stability and further support the
Public Staff's contention that CWIP of only $496,597,912 is necessary to the
financial stability of the Company. Witness Sessoms further stated that the
change in the projected in service date on Harris Unit No. 1 should be
considered as it relates directly to the public interest criterion. The
Company presented testimony in response to -the testimony of witness Sessoms
indicating that the recent improvement in some of CP&L's indicators is the
result of a temporary surge in sales. The Company asserts that this surge in
sales is perhaps in response to an improvement in the economy in general and
cannot be expected to continue on an on going basis in the future. The Company
further asserts that CP&L's financial position relative to A and BBB related
utilities has remained relatively unchanged.

The Public Staff, through its cross-examination of CP&L witness Lilly,
attempted to show that the rating of CP&L's bonds was not overly important
since CP&L has little financing left to undertake prior to Harris Unit No. 1
coming into service. As explained by the witness, however, by May 1985 CP&L
must remarket $272 million worth of pollution control bonds in public
offerings, and it anticipated a common stock issue closing in the fall of 1984
in an estimated amount of $70 to $80 million. In additiom, the Company's April
1984 financial forecast projected that $134 million must be raised through
stock purchase plans in the remainder of 1984 and 1985, and $134 million must
be raised through outside financing during 1985. Any earnings contributing to
increased internal cash generation which might occur in 1986 would not be
available in 1985 to offset these financings. In addition, all of these
projections assume that CP&L is able to include all eligible CWIP for Harris
Unit No. 1 in the rate base and that the cost to complete the unit does not
increase. If these assumptions prove inaccurate, the financing requirements
will increase. Moreover, in financing additional requirements arising from the
noninclusion of CWIP in rate base, it can be anticipated that CP&L will be
required to pay higher than currently expected interest rates on those borrowed
funds.

CUCA witness Wilson testified that he had undertaken an analysis that
shows inclusion of CWIF is npot necessary to CP&L's financial stability.
Witness Wilson did not, however, produce that study or its results. Witness
Wilson also stated that CP&L does not need any additional CWIP and that the
amount of CWIP can be reduced. However, witness Wilson presented no evidence
to support the assumption that CP&L's current rates are covering operating
expenses, interest, dividend requirements, and substantially all construction
expenses; which underlajd his assertion. In. the November 14, 1984, hearing
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witness Wilson reasserted his position that CP&L does not need any additional
CWIP in rate base. N

The financial stability criterion of the CWIP .in rate base issue is
perhaps the most crueial and difficult issue which the Commission must
determine. The Commission has carefully studied and evaluated all of -the
evidence presented by each of the parties on this issue. Clearly, the
witnesses testifying in this regard do not all agree that the requested
additional amount of CWIP in rate base is necessary to the Company's financial
stability. However, the Commission must conclude based upon its own review and
analysis that the weight of the evidence overwhelmingly indicates that the
inclusion of additional CWIP in rate base is crucial to the financial stability
of CP&L..

The Commission notes that several of the parties in the proceeding assert
that, because certain of CP&L's financial indicators have improved somewhat in
recent years and because some of the massive external financing requirements of
the Company necessitated by CP&L's construction program have been met, the
inclusion of additional amounts of CWIP in rate base are not necessary to the
Company's financial stability and, indeed, that the current level of CWIP may
even be reduced with no fear of impairing thé financial health of the Company.
The Commission believes that the following .excerpt regarding CP&L from the
June 29, 1984, issue of Value Line Investment Survey clearly reflects the
fallacy of such assertions:

"The Harris #1 nuclear plant appears headed for early 1986 operatien.

CP&lI, has an 84% interest in the 85%-completed unit. The plant has

had no significant construction problems to date. . Fuel loading is

scheduled for the spring of 1985. Capital outlays for the next two

years, chiefly for this facility, are expected to top $1.2 billiom:

We expect n¢ more than 30% of the required funds for the period to be

generated internally. This means. probable -issues of $250 milliom in

long-term debt and a public offering of three-to-four million shares

of common in the curreat year. We are lowering this utility's

financial strength rating from B++ to B+ and the stock's Safety a

notch to 3 (Average)."

In the Commission's view CP&L is in a crucial stage of its construction program
and the present financial stability of the Company necessitates the inclusion
of additional amounts of CWIP in rate base.

It is the finding of this Commission from the evidence presented that the
financial stability of CP&L requires the inclusion of an additional amount of
CWIP in rate base. It is important to promote investor confidence in CP&L at
this time so investors will undertake to £finance the final stages of
construction of the Harris Plant. An improvement in the. Company's financial
statistics will not only promote that confidence but also will provide a hedge
against any possible regulatory, licensing, or similar delays in completion of
the Harris Plant that would otherwise have an adverse impact on raising the
necessary funds. The Commission has determined that inclusion of $663,167,000
of CWIP in rate base related to the construction of Harris Unit No. 1
represents reasonable and prudent expenditures, is in the public interest, and
is necessary for the Company's financial stability.
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Inclusion of CWIP in rate base is in the public interest and is necessary,
if not essential, to the financial stability of CP&L. The Commission does not
portend that, should it exclude all or a part of the requested CWIP from rate
base, such action would inevitably or immediately result in the collapse of
CP&L's financial wviability. Hopefully, such an eventuality would not occur.
In -any c¢ase, however, CP&L's financial wviability would, nevertheless, be
significantly diminished to the significant detriment of CP&L's ratepayers and
shareholders.

Many of the factors and much of the evidence presented which the
Commission carefully considered and weighed in reaching its decision in’ this
regard have been heretofore presented and discussed. However, there is one
additional major factor which the Commission will now more fully develop and
discuss that is worthy of further comment. This factor concerns the
interrelationship between the inclusion of CWIF in rate base and the
concomitant effect that such inclusion has on the Company's cost of capital or
more specifically the cost of common equity capital. It is a well-established
fundamental principle of finance that the return required by a risk averse
investor varies in a positive manner with the perceived risk of the investment.
Thus, it seems quite logical since CWIP in rate base effectively reduces risk
to investors, that the cost of capital should be based on the inclusion of CWIP
in CP&L's cost of service.

The Commission in establishing the cost of common equity capital for use
herein has, given careful consideratioen to the positive correlation that exists
between risk and return. Accordingly, the Commission has chosen the lower end
of the range of reasomable and fair rates of return for CP&L's common equity
investors in order to reflect the full effect of all facets of the reduction in
risk to CP&L investors occasioned by the inclusion of CWIP in rate bhase.

Before proceeding to other matters, there is one additional advantageous
aspect of the Commission's having included CWIP. in the rate base that needs to
be discussed, Such additional aspect concerns CP&L's capitalization of
Allowance for Funds Used During Construction (AFUDC) related to CWIF not
included in the rate base. This additional economic advantage to ratepayers
arises because the AFUDC rate utilized by CPS&L is based on this Commission's
approved rate of return. Since the overall rate of return is lower than it
otherwise would be, absent the inclusion of CWIP in the rate base, the AFUDC
rate is less, thereby resulting in the capitalization of still less capital
cost which serves to further moderate the need for future rate increases while
minimizing the current cost of capital.

The propriety of inclusion of CWIP in rate base is a matter which is
discretionary to the Commission. As previcusly noted, however,
G.S. 62-133(b)(1) does limit the Commission's authority in this regard. The
limitation provides that the Commission may include reasonable and prudent
expenditures for CWIP in rate base to the extent the Commission comsiders such
inclusion in the public interest and necessary to the financial stability of
the utility in question. From a purely economic perspective, when based upon
the record as noted, the Commission concludes that the inclusion of CWIP in
rate base is in the public interest. From a purely social perspective, the
propriety of inclusion of CWIP in rate base requires review separate from that
based on economic reasoning. Nevertheless, when the social and econcmic
advantages and disadvantages of inclusion of CWIP in rate base are considered
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in the aggregate, the Commission concludes that the inclusion of CWIP in CP&L's
rate base is in the public interest.

Another criterion which the Commission must decide in the affirmative, as
previously mentioned, is that the inclusion of CWIP in rate base is
"...necessary to the financial stability of the utility in question..." The
judgment which must be exercised by the Commission in this regard is, perhaps,
a bit more subjective than that required in addressing the question of public
interest. At this juncture it is instructive to note that the specific
language of the statute employs the terminology "necessary to the financial
stability" and not "essential teo the financial viability" of the utility in
question.

In a recent decision (June 1984) regarding a request by Duke Power Company
for a general rate increase in Docket No. E-7, Sub 373, the Commission denied
in its eatirety Duke's request that CWIP be included in rate base as a result
of having concluded that such inclusion was not necessary to the financial
stability of Duke Power Company. In the instant proceeding, some may consider
the decision of the Commission with regard to the issues of public interest
and/or fipnancial stability to be a very close question and one that should be
resolved in a manner comsistent with the Duke decision, However, each case
decided by the Commission must be solely decided on the evidence in that case
and the Commission clearly stated its rationale for denying CWIP to Duke as an
exercise of its statutory and regulatory authority. The facts and evidence in
this case clearly warrant a finding that the CWIP requested herein by CP&L
meets the statutory criteria set forth in G.S. 62-133(b) which was not the case
in Docket No. E-7, Sub 373.

In conclusion, the Commission wishes to reiterate for reasons heretofore
discussed that it believes the evidence in the instance case overwhelmingly
supports the Commission's decision to include a level of CWIP of §663,167,000
in rate base. Such inclusion is clearly in the public interest and necessary
to the financial stability of CP&L.

The Commission is wvery much aware that its decision to include the
additional CWIP in the rate base accounts for 52% or $33,491,000 of the
increase approved herein and that 28% or $663,167,000 of CP&L's total North
Carclina retail rate base of $2,346,824,000 is composed of CWIP. Thus, 10.5%
or %133,337,000 of the total revenue CP&L is authorized to collect from its
North Carolina retail customers arises from the inclusion of CWIP in rate base.
A typical residential customer using 1000 kWh per month will incur a charge of
approximately $6.70 per month as a result of the inclusion of CWIP in rate
base. However, the Commission is convinced that the overall economic and
social costs of the Commission's not having included such CWIP would far exceed
the cost of such inclusion. The Commission notes that the Public Staff is in
agreement that CWIP of $496,598,000 should be included in the rate base in this
proceeding which equates to approximately $99,846,000 in annual revenue
requirements and approximately $5.02 per month for a typical residential
customer using 1000 kWh per month. The amount in contention in this case or
the difference between the Company and Public Staff's position equates to
approximately $1.80 per month for a typical residential customer using 1000 kWh
per month.

"
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In addition to the CWIP included by the Commission in CP&L's North
Carolina retail rate base, the Company currently has an additiomal investment
in CWIP of 4607,387,000 applicable to its North Carolina retail operations
which is not eligible for inclusion in rate base. Such CWIP places a
significant burden onr CP&L's financial resources. It is further anticipated
that additional expenditures of $600,609,000 will be incurred by the Company on
a North Carolina retail basis relative to Harris No. 1 prior to its in-service
date. Such expenditures will place additional financial burden upon the
Company during the period in which the rates established in this proceeding are
in effect.

One further issue regarding CWIP must be discussed by the Commission. The
issue relates to the methodology used by the Company to compute the amount of
the North Carolina retail contra AFUDC account. The purpose of the North
Carolina retail contra AFUDC account is to accumulate funds paid by the North
Carolina retail ratepayer to CP&L for the capital cost associated with
including CWIP in raté base. CUCA witness Wilson testified that the Company
has erroneously failed to compound the contra AFUDC accounts relating to Harrxis
Unit No. 2 and Mayo Unit No. 2 subsequent to October 1982. The Commission is
of the opinion that this matter should certainly be investigated and fully
explored in CP&L next general rate proceeding. The Commission therefore
requests that the Public Staff fully explore this issue and report its findings
to the Commission in CP&L's next general rate proceeding.

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 15 AND 16

Company witnesses Faucette and Bradshaw, Public Staff witnesses Burnette,
Sessoms, Dennis, and Paton, and CUCA witness Wilson presented testimony
regarding CP&L's reasonable original cost rate base. The following table
summarizes the amounts which the Company and the Public Staff contend are the
proper levels of original cost rate base to be used in this proceeding.
Although not reflected in the table, the CUCA positions will alsc be discussed
hereinafter.

(000's Omitted)

Public

Iten Company ‘Staff Difference
Electric plant in service  $2,484,159 $2,483,116 5 (1,043)
Net nuclear fuel 21,863 21,863 -
Construction work in

progress 695,276 436,598 (198,678)
Accumulated depreciation (598,438) (598,391) 47
Accumulated deferred

ipcome taxes (256,661) (311,371) (54,710)
Allowance for working

capital 89,828 . 81,558 (8,270)
Total original cost

rate base §2,436,027 $2,173,373 $(262,654)

The first area of difference between the Company and the Public Staff
concerns the reasonable level of electric plant in service. The §1,043,000
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difference in the amounts proposed for electric plant in service by the parties
relates solely to an adjustment proposed by Public Staff witness Paton to
exclude from rate base allowance for funds uwsed during construction (AFUDC)
that was accrued on 4.97% of Roxboro No. 4 during the period September 15,
1980, through September 24, 1982. -This adjustment was also proposed by CUCA
witness Wilson. Witness Paton testified regarding this issue as follows:

"In Docket No. E-2, Sub 391, the Commission determinmed that 4.97% of
the cost of Roxbore No. 4 should be exciuded from rate base while
boiler problems were being remedied. During the time that this
portion of the plant was excluded from rate base, CP&L, transferred
that portion te CWIP and accrued AFUDC om it.

In Docket No. E-2, Sub 444 and Sub 461, the Commission ruled that the
AFUDC accrued on 4.97% of Roxboro No. 4 :(while it was excluded from
rate base), should also be excluded from rate base. If the AFUDC is
included in rate base, it will negate the Commission's decision in
Sub 391 that CP&L should not be allowed to earn a return on 4.97% .of
Roxboro No. 4 while repairs to the boiler were being made."

The Company, through the testimony of witness Bradshaw, maintains that
AFUDC accrued on 4.97% of Roxbore Unit No. &4 during the period September 13,
1980, through September 24, 1982, is properly included in electric plant in
service in this proceeding. Company witness Bradshaw testified that he thought
the Commjssion should reconsider the issue because of recent indications that
the Federal Energy Regulatory Commission (FERC), having previously raised the
issue duting an audit, had apparently determined not to oppose the Company's
proposed treatment of this dssue. In that regard witness Bradshaw testified
that in HMarch 1982 the FERC staff issued a preliminary audit report which
questioned the propriety of accruing AFUDC on the portion of Roxboro No. 4
excluded from rate base by the Commission in Docket No. E-2, Sub 391. Witness
Bradshaw stated, however, that the Company has subsequently received a final
audit report from the FERC in September 1983 in which no mention was made of
this issue.

The Commission has reviewed the decisions made in this regard in the
Company's previous two general rate cases and believes that such decisions were
in error particularly in view of the FERC's reversal of its position on this
issue. The Commission therefore finds it appropriate to include in rate base
investment of $1,043,000 relating to AFUDC accrued on Roxboro Unit No. 4 during
the period September 15, 1980 through September 24, 1982.

Based on the foregoing, the Commission concludes that the amount of
electric plant in service for use ih this proceeding is $2,484,159,000.

The next area of disagreement between the parties concerins the amount of
CWIP which should properly be included in rate base. Based on the decision
reached herein which is fully discussed in Evidence and Conclusions for Finding
of Fact No. 14 of this Order, the Commission concludes that $663,167,000 of
CWIP related to Harris Unit No. 1 is properly included in rate base in this
proceeding. In reaching its decision the Qommission has determined that CWIP
of $663,167,000 is properly included in the rate base in this proceeding since
such expenditures were prudently incurred by the Company, and the inclusion -of



240 ELECTRICITY - RATES

this amount of CWIP is in the public interest and necessary to the financial
stability of the Company.

The: next area of difference relates to the appropriate amount, of
accumulated depreciation. The $47,000 difference between the parties concerns
the previously discussed issue relating to AFUDC accrued on Roxboro Unit No. 4.
The Commission has previously concluded that the adjustment to plant in service
proposed by the Public Staff concerning Roxboro No. 4 AFUDC is inappropriate.
Therefore, the Commission concludes that the corresponding adjustment to
accumulated depreciation is also improper. The Commission concludes that a
further adjustment to decrease accumulated depreciation by $1,209,000 related
to nuclear decommissioning expense is warranted. This matter will hereinafter
be fully discussed in Evidence and Conclusions for Finding of Fact No. 18.
Based on the foregeing, the Commission finds and concludes that the proper
level of accumulated depreciation for use in this proceeding is $597,229,000.

The next area of disagreement between the parties concerns the appropriate
amount of accumulatéd deferred income taxes to deduct from rate base. The
$54,710,000 adjustment to accumulated deferred income taxes proposed by Public
Staff witness Paton concerns deferred taxes related to assets which the Company
s50ld to the North Carolina Eastern Municipal Power Agency. CUCA witness Wilson
also proposed this adjustment.

Witness Paton testified that CP&L has received funds through payments made
by the Power Agency for tax liabilities of the Company which will not be paid
until sometime in the future. Since the Company has the use of the funds until
the taxes are actually paid, witness Paton views these deferred income taxes as
cost-free capital and has proposed to deduct such amounts from rate base.
Witness Paton stated that she did not believe that the North Carolina retail
ratepayers should be required to pay a return on funds which were cost-free to
the Company. Witness Paton testified that the adjustment which she was
proposing was consistent with the adjustment ordered by the Commission in the
Company's last general rate case where this same issue was considered. Company
witness Bradshaw, upon cross-examination, agreed that the adjustment was
consistent with that made by the Commission in that case, but indicated that he
continued to disagree with it.

Counsel for the Company in cross-examining witness Paton attempted to
elicit that there was no clear authority for the proposition that capital which
was provided by a third party (i.e., other than the Company's equity and debt
investors or the Company's ratepayers) should be treated as cost-free capital.
While 6.S. 62-133 is not explicit on this point, the Commission believes that
it is reasonably implicit that the “fair return" to which the equity investors
are entitled 'is only with respect to the portion of rate base which is
supported by capital which such investors have themselves supplied. To
construe the statute otherwise would provide those' investors with what amounts
to an undeserved windfall. Looking at the other side of the coin, it would
clearly be unfair and unreasonable to cause the ratepayers to pay a return to
the investors on funds which the investors have not supplied. Decisions of the
North Caroclina Supreme Court, at a minimum, make it clear that G.S. 62-133
cannot be read literally so as to result in ratepayers being required to pay a
return on capital or assets provided or contributed by them, or on their
behalf. State ex rel. Utilities Commission v. Vepco, 285 N.C. 398, 206 S.E. 2d
283 (1974); State ex rel. Utilities Commission v. Heater Utilities, Inc., 26
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N.C. App. 404, 216 S.E. 2d 487, Aff'd 288 N.C. 457, 219 S.E. 2d 56 (1975).
Moreover, in the last cited case the court noted the question regarding capital
supplied by a third party (government grant) but explicitly declined to comment
on it because the issue had not been presented. The Commission believes that
the same type of fairness considerations which the court based its decisions
upon in those two cases militate in favor of treating the accumulated deferréd
income taxes here invelved as cost-free capital. In any event, there have béen
numerous decisions by this Commission in which cost-free capital provided by
someone other than the ratepayers has been deducted from rate base. Some of
those are as follows:

In Carolina Power & Light Company's general rate case Docket No, E-2,
Sub 366, on page 20 of the Final Order issued April 22, 1980, the Commission
concluded as follows:

"...accounts payable - electric plant in service does represent cost
free capital and shculd be deducted in calculating the original cost
of CP&L's investment in electric plant.!

Likewise, in Carolina Telephone and Telegraph Company's general rate case
Docket No. P-7, Sub 624, on page 11 of the Final Order isswed April 20, 1979,
the Commission concluded as follows:

", ..accounts payable - telephone plant in service is an appropriate
deduction in determining original net investment. Accounts payable -
telephone plant in service represents creditor supplied capital,
which is cost-free to the Company. If those cost-free items of
capital are not deducted from rate base, it will have the effect of
building into the cost of service a capital cost which does not in
fact exist."

In Virginia Electric and Power Company's general rate case, Docket
No. E-22, Sub 257, the issue of noninvestor supplied cost~free capital arose
again in regard to the proper treatment of a settlement from Westinghouse. The
Commission's Final Order in that case, issued on October 27, 1981, resolved
that issue by stating as follows:

"The Commission concludes that the deciding point in this matter is
that Vepco has unrestricted use of the settlement proceeds and can
use them for any prudent corporate purpose. Indeed, though the
proceeds are a result of a court suit invelving nondelivery of
uranium, the unamortized portion is not strictly assignable to
nuclear fuel inventory for rate-making purposes. Therefore, the
Commission concludes that the unamortized North Carolina retail
portion of the Westinghouse settlement received by Vepco of
$6,458,000 should be properly deducted from rate base as cost-free
capital.”

The Commission agrees with the Public Staff and CUCA regarding this issue
and finds as it did in Docket No. E-2, Sub 461, that these' deferred taxes
represent cost-free funds to the Company since the funds have been provided to
CP&L by the Power Agency rather than by the Company's investers. The
Commission concludes that these deferred taxes should be treated as other
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cost-free capital to the Company and deducted from rate base to prevemt the
ratepayers from paying a return on capital which has no cost to the Company.

There is one other area of disagreement regarding the proper level of
deferred taxes to deduct from rate base which must be resolved. CUCA witness
Wilson proposed an additional adjustment to deduct §71,461,400 of deferred
taxes related to cancelled plants. Witness Wilson testified regarding this
issue as follows:

"The unamortized deferred income taxes resulting from the write-off
of Harris 2, 3 and 4 and the Brunswick cocling towers should be
deducted from CP&L's rate base in this case., CP&L has been allowed
to deduct the tax basis for its abandoned plants from its taxable
income in the year the abandonment took place, thus reducing the
actual tax liability in that year. However, the reductions in taxes
paid were not reflected as a current reduction in the cost of service
for rate-making purposes, but instead are being amortized to reduce
the cost of service over the amortization periocd allowed by the
Commission for the abandoned project losses. Ratepayers thus have
paid for tax expenses in excess of the Company's actual tax
remittances to state and federal goverments. Having been supplied by
ratepayers, these deferred taxes should be deducted from CP&L's rate
base just as other ratepayer-provided funds are deducted."

The Commission has already discussed the appropriate treatment for the
above mentioned abandonments in the Evidence and Conclusions for Findings of
Fact Nos. 7 and 8. As indicated there, the Commission has approved a 10-year
amortization period for the Harris No. 2 net of tax loss and has denied the
Company any return on the unamortized balance. This treatment provides an
equitable sharing of the costs between ratepayers, shareholders and taxpayers.
The important point to note is that the approved amortization is net of taxes.
Consequently, if deferred taxes are deducted from rate base as proposed by
witness Wilson, the cost sharing analysis adopted by the Commission would be
altered, with the result that the shareholders would bear a larger portion of
the total economic loss because they would be absorbing the return on z larger
adandonment amount. Based on the foregoing and the Commission's previous
findings regarding the proper treatment of plant abandonments, the Commission
concludes that it would be unjust and unreasonable to deduct from rate base
deferred income taxes of $71,461,400 relating to plant abandonment as proposed
by CUCA witness Wilson.

The Commission notes that it is necessary to make a further adjustment to
accumulated deferred income taxes of $595,000 to reflect adjustments related to
nuclear decommissioning costs. This matter will be fully discussed hereinafter
in Evidence and Conclusion for Finding of Fact No. 18. Based on the foregeing,
the Commission concludes that the proper level of deferred income taxes for use
in this proceeding is $311,966,000.

The final area of disagreement between the parties concerns the
appropriate allowance for working capital. Based on the Commission's
determination set out in Finding of Fact No. 13 of this Order, the Commission
has included in rate base a working capital allowance of 586,830,000
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The Commission concludes, based upon the foregoing and the determinations
made in Findings of Fact Nos. 13 and 14, that the appropriate original cost
rate base for use in this proceeding is $2,346,824,000 calculated as follows:

(000's” Omitted)

Item Amount
Electric plant in service $2,484,159
Net nuclear fuel 21,863
Construction work in progress . 663,167
Accumulatéd depreciation (597,229)
Accumulated deferred income taxes (311,966)
Allowance for working capital 86,830

Total original cost rate base £2,346,824
EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 17

The evidence supporting this finding of fact is found in the testimony and
exhibits of Company witness Nevil. The Company made five adjustments to test
year revenues in order to reflect revenues at an appropriate end-of-period
level. The first adjustment was to annualize the rate increase granted to CP&L
in Docket No. E-2, Sub 461. The second adjustment increased test year revenues
to a level reflecting the number of customers at year end. The third
adjustment eliminated the effects of abnormal weather conditions that occurred
during the test year. This adjustment applies only to the residential and
commercial custemer classes. The fourth revenue adjustment was to reflect
koown increases in 1984 revenues that the Company will receive from the
Southeastern Power Administration. The final revenue adjustment proposed by
the Company was to annunalize test year revenues to include discounts and
credits to bills of customers participating in the residential conservation
rate and the water heater and air conditioning control programs approved by the
Commission in Docket No. E-2, Sub 435. All these adjustments totaled to a
$123,044,235 increase in test Yyear revenues. No party to this proceeding
proposed ar alternative end-of-period level of revénues. The Commission
therefore concludes that the adjusted end-of-test-period level of revenues of
$1,202,132,000 proposed by the Company is appropriate for use ‘in this
proceeding.

EVIDENCE AND CONCLUSICNS FOR FINDINGEOF FACT NO. 18

The evidence for this finding of fact is found in the testimony and
exhibits of Company witnesses Bradshaw, Faucette, Nevil; and Chapman, Public
Staff witnesses Paton and Lam, and CUCA witness Wilson.

The following schedule ‘sets forth the amounts proposed by the Company and
the Public Staff:
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(000's Omitted)

Item Compan Staff Difference

Operation and maintenance

expenses $647,150 $622,726 $(24,424)
Depreciation expense 93,274 03,237 37
Taxes other than income 93,268 93,268 -
Income taxes 136,409 153,398 16,989
Interest on custemer deposits 309 ) 309 ==
Total operating revenue

deductions $970,410 5962,938 $§ 7,472

Adjustments to operating income
Debt and preferred stock costs
associated with unamortized

balances of cancelled projects $(5,099) - $5,099
. Amortization of Power Agency
gain 6,824 7,305 481

Total adjustments to operating

income 51,725 §7,305 55,580

As the schedule indicates, the parties are in disagreement on all the
items of operating revenue deductions with the exception of taxes other than
income and interest on customer deposits. Since the parties are in agreement
regarding these issues the Commission finds taxes other than income of
593,268,000 and interest on customer depostis of $309,000 reasonable and
appropriate for use herein. The Commission will now analyze the reasons for
the items of operating revenue dedunctions in dispute.

The first difference between the parties is the level of operation and
maintenance expenses recommended for use in this proceeding. The following
table summarizes the adjustments proposed by the Public Staff which comprise
the $24,424,000 difference in the amounts proposed by the Company and Public
Staff.

(000's Omitted)

Ttem Amount
1. Harris 2 abandonment loss $ (5,542)
2. Fuel (17,603)
3. Variable nonfuel 084 expenses (683)
4., Officexs' salaries (233)
5. Advertising (363)
6. Total 5(24,424)

CUCA witness Wilson also recommended adjustment Ne. 3 shown above.

The first item of difference relates to the Harris Unit No. 2 abandonment
loss. This difference relates entirely to the abandonment loss amortization
period. The Company proposed to amortize the loss over a 10-year period
vwhereas the Public Staff propesed to amortize the loss over a 15-year period.
The Commission has previously determined in Finding of Fact No. 7 of this Order
that the Harris Unit 2 abandonment loss should be amortized over a 10-year



ELECTRICITY - RATES 245

period. Consistent. with that decision the Commission finds it inappropriate to
reduce O&Y expenses by $5,542,000 as recommended by the Public Staff.

The next area of disagreement relates to fuel expense. In Finding of Fact
No. 10, the Commission found the proper base cost of fuel to be §.01582 per kWh
which results in North Carolina retail fuel expense of %316,653,000. However,
there are additional fuel expenses not included in the bage cost of fuel which
should properly be included in test-period fuel expense in order to preperly
reflect the Company's cost of providing service. These expenses include
nuclear fuel disposal costs and the nonfuel component of electric power
purchases and sales. ) '

Nuclear fuel disposal costs (NFDC) are composed of two items, the annual
amortization for the Robinsen 2 Unit which was originally approved in Docket
No. E-2, Sub 297 (Order issued June 29, 1977), and the fee of 1 mill per kWh of
nuclear generation. The Commission has previously determined in Fipding of
Fact No. 10 to adopt the base fuel component propesed by the Public Staff. In
deriving the base fuel component, Public Staff witness Lam deducted total
Company NFCD based on 1 mill per kWh of nuclear genmeration in the amount of
$9,109,000. Applying the North Carolina retail allocation factor proposed by
witness Paton on Paton Exhibit I, Schedule 3-1 (b)(1) to NFDC of %9,109,000
results in $5,780,000 being attributable to the North Carolima retail
jurisdiction. NFDC, as shown on Paton Exhibit 1, Schedule 3-1 (b)(1), also
includes the amortization of NFDC for the Robinson unit of $1,319,000 and
§$837,000 on a total Company and North Carolina retail jurisdictional basis,
respectively. Based on the foregoing, the Commission finds the proper level of
North Carolina retail NFDC cost to be $6,617,000.

Likewise, the Commission, having previously determined in Finding of Fact
No. 10 to adopt the base fuel component proposed by the Public Staff hereby
adopts the Public Staff's proposed levels of the nonfuel component electric
purchases and sales. Such amounts were deducted from total fuel expense in
calculating the base fuel expense. Thus, the Commission finds the nonfuel
component of electric power purchases of $15,208,000 on a total Company basis
and purchases of $9,649,000 on a North Carolina retail basis appropriate. The
level of the nonfuel component of sales found appropriate herein is 48,720,000
on a total Company basis and $5,533,000 on a North Carolina retail basis.

Based on the foregoing, the Commission concludes that the proper amount of
fuel expense for use in this proceeding including NFDC and the nonfuel
component of electric power purchases and sales is $327,386,000.

A further issue regarding the level of fuel expense must be discussed by
the Commission. In Evidence and Conclusion for Finding of Fact No. 11, the
Commission discusses the appropriate disposition of the balance in the deferred
fuel account at September 21, 1984, which is properly considered in this
proceeding. Consistent with the decision reached therein the Commission is
decreasing operation 2nd maintepance expenses by $2,244,000 ($2,387,000 less
gross receipt taxes of 143,000) to reflect the positive balance remaining in
the deferréd fuel account at September 21, 1984. This treatment has the impact
of reducing the level of gross revenue increase found fair herein and the level
of gross revenue requirements found fair herein by $2,387,000,
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The next item of difference concerns variable nonfuel 0&{ expenses. The
Company calculated an adjusted year-end variable nonfuel 0&M expense factor of
$.00317 per kWh. The variable nonfuel O8M expense factor was then applied to
the Company's adjustments to test year kWh sales for customer growth, weather,
and supplemental sales to the Power Agency.

Both Public Staff witness Paton and CUCA witness Wilson took exception to
twe of the expense items that the Company included in calculating its nonfuel
O08M expense factor. One such item was the Company's proposed amortization of
unrecovered nuclear fuel disposal costs (NFDC). Witness Paton testified that
this amortization is a fixed amount and will not vary with kWh sales, and
further, that exclusion of the amortization of unrecovered nuclear fuel
disposal costs is consistent with the Company's exclusion of plant abandonment
amortizations in determining the variable nonfuel 0&4 expense factor.

Company witness Chapman stated, during cross-examination by counsel for
the Public Staff, that the NFDC amortization could be handled either as the
Company proposed or as the Public Staff and CUCA had recommended. Witness
Chapman testified that the actual amount of the amortization that will be
recovered through rates is dependent on the number of kWh's that are sold after
rates set in this proceeding go into effect. Witness Chapman further indicated
that under the Comany's approach a true-up of the recovery of the NFDC
amortization would be made at some future time.

The Commission concludes that the exclusion of NFDC amortization in
calculating the year-end variable nonfuel O&Mf expense factor as proposed by the
Public Staff and CUCA is appropriate. The level of NFDC amortization has
properly heen determined and included in test-period :0&M expenses contained
herein. NFDC amortization is a fixed amount which will not vary with kWh sales
and thus the Commission finds no further adjustment to be required.

The second item which Public Staff witmess Paton and CUCA witness Wilson
contended should be excluded from the Company's calculation of the variable
nonfuel O8M expense factor was energy-related wages. The Public Staff and CUCA
asserted that, since wages had already been separately adjusted to an
end-of-period level, it would be inappropriate to further adjust the
energy-related portion of those wages as the Company had dome. Witness Paton
also testified that her position on this issue was consistent with the Public
Staff's position in the last several Duke Power Company rate cases.

During creoss-examination, Company witness Chapman testified that he
thought that both wage. adjustments were necessary. Witness Chapman then went
on to describe the Company's end-of-period wage adjustment as follows:

", ..that relates to the actmal kWh's generated during the test year.
Those are the actual employees and the actual hours worked, that get
adjusted to the end of the test year." ’

The Company annualized the September 1983 wages te arrive at the appropriate
end-of~-period level of wage expense. To the extent that there is a
relationship between wages and customer growth and sales to the Power Agency,
wages have thus already been adjusted to reflect the appropriate end-of-period
levels. The Company's customer growth adjustment to revenues reflects
end-of-period customers. The Company's wage annualization adjustment reflects
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end-of-period employees and wage rates. Thus, wage expense and customer levels
have been appropriately matched. The Company's contention regarding actual
kWh's and employees addresses test year wage expense. If test year wages had
not been adjusted to an end-of-period level, then-it would be appropriate to
adjust separately for customer growth. However, that is not the case.

As to the relationship between wage expense and weather, there are flaws
in the Company's rationale. In regard to the Company's adjustment to revenues
for weather normalization, Company witness Nevil stated that the adjustment
applies only to the residential and commercial customer classes. However, in
the Company's variable nonfuel 0% expense adjustment, expenses applicable to
all customer classes have been adjusted for weather normalization. More
specifically, however, if the Company believed that wages should be adjusted
for weather normalization, it could have adjusted the September 1983 wages, but
only those applicable to residential and commercial customer classes, so as to
match the weather normalization expense adjustment to the revenue adjustment.
That the Company did not do. Based upon the foregoing, the Commission
concludes that the Public Staff's proposal to exclude energy related wages from
the variable nonfuel 08 expeanse adjustment is reasonable and proper.

Based upon the foregoing discussionr, the Commission finds the adjustments
to variable nonfuel O&Y expenses proposed by the Public Staff and CUCA
appropriate for use in this proceeding and thms finds it appropriate to
decrease O8M expenses by $683,000.

The next item comprising the difference in O8M expenses concerns officérs'
salaries. Public Staff witness Paton made an adjustment to exclude 50% of the
salaries and deferred compensation of the four Company officers who are members
of the Executive Committee of the Board of Directors, Witness Paton testified
that she believed it would be both reasonable and proper for the Company's
shareholders to support some of the costs associated with the Company officers
whose functions are most closely linked with meeting the demands of the common
shareholders.

During cross-examination, Company witness Bradshaw testified that he did
not see how any officers could separate their duties between stockholders and
customers. Witness Bradshaw testified that they work for both parties, and
that he thought that they were doing more for customers at this time than for
the shareholders.

The Commission has given this general issue much consideration, not only
in this proceeding but in several other cases which it has decided over the
last two years. The Commission concludes that the Compaay's common
shareholders should bear 50% of the salary and deferred compensation expense of
the Company officers whose function is most closely linked with meeting the
demands of the common shareholders at least for purposes of this proceeding.
The Commission concludes that this issue should be revigited in CP&L's next
general rate proceeding for purposes of determining whether continnation of
such an adjustment is appropriate. The Commission concludes that the §233,000
adjustment to reduce O8M expenses as proposed by the Public Staff is
appropriate for setting rates in this proceeding.

The final item of difference. concerns an adjustment to decrease
advertising expense by $363,000. Public Staff witness Paton removed from O&I
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expense the cost of certain advertisements which she considered to be "image"
advertising. In witness Paton's opinion this advertising was not beneficial teo
the using and consuming public, nor did it enhance the ability of the public
utility to provide efficient and reliable service, as specified in Commission
Rule R12-13(d).

Based upon the foregoing, a careful review of the advertisements in
question, which were contained in Paton Exhibit A, and a careful review of
Commission Rules R12-12 and R12-13, the Commission finds that the cost of these
advertisements does not represent a reasonable operating expense for
rate~making purposes. The Commission finds that the advertising in question is
"of a type or nature other than that described in subsectiens (b), (<), oxr (d)
of Rule R12-12" or is "other nonutility advertising" and is thus contrelled by
the provisions of Commission Rule R12-13(d). That being so, the expense of
such advertising is to be considered a reasonable operating expense only to the
extent that it is "established" that the advertising is beneficial to the using
and consuming public or enhances the ability of the public utility to provide
efficient and reliable services. It bas not been established to the
satisfaction of the Commission that the advertising in question, or any part of
it, has met either criterion. The Commission, moreover, is of the opimion that
the cost of this particular advertising should in ne event be borne by the
ratepayers. Therefore, the Commission concludes that O&1 expenses should
accordingly be reduced by $363,000. In reaching its decisioen in this regard,
the Commission recognizes that advertising expenses of approximately §1.4
million have been treated as reasonable and proper test period operating
expenses.

Based upon the foregoing conclusions, the Commission finds operation and
maintenance expenses of $626,024,000 to be just and reasonable and appropriate
for use in this case. :

The next item of operating revenue deductions that the parties disagree on
is depreciation expense. The §37,000 difference in depreciation expense
relates to AFUDC accrued on Roxboro Unit No., 4 which both the Public Staff and
CUCA proposed to exclude from electric plant in service. The Commission found
previously in Finding of Fact No. 15 that the adjustment to plant in service
for Roxbore No. 4 AFUDC was unreasonable and improper. Therefore, the
Commission correspondingly finds the related adjustment to depreciation expense
is inappropriate for use in this proceeding.

One further issuwe regarding the proper level of depreciation expense must
be discussed by the Commission. This issue relates to the level of
decommissioning cost to be included in depreciation expense. The methodology
uzsed by the Company to adjust for future decommissioning of its nuclear plants
utilizes in part CP&L's capital structure, embedded cost of debt and rate of
return on common equity. In Findings of Fact Nos. 20 and 21 contained herein
the Commission establishes the capital structure, cost rates, and return on
equity appropriate for setting rates for CP&L in this proceeding. Since the
decisions made by the Commission differ from .that proposed by the Company, it
is necessary to modify the Company's proposed adjustments for decommissioning
costs to reflect the decisions made herein. The Commission therefore finds it
appropriate to decrease depreciation and accumulated depreciation by $1,209,000
and to increase deferred income taxes and accumulated deferred income taxes by
$595,000.
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Based upon the foregoing, the Commission finds the reasonable and proper
level of depreciation expense to be $92,065,000. .

The next area of difference relates to the appropriate level of state and
federal income taxes. The Company proposed $136,409,000 as the proper level of
income tax expense, and the Public Staff proposed $153,398,000. Since the
Commission has not accepted all of either the Company's or the Public Staff's
components . of taxable income, it is necessary to calculate state and federal
income taxes based upon the decisions heretofore and herein made by the
Commission. Thus, the Commission finds and concludes that income tax expense
of $149,439,000 is reasonable and proper.

In summary, the Commission finds operating revenue deductions of
$961,105,000 reasonable and proper consisting of operation .and maintenance
expenses of $626,024,000, depreciation expense of $92,065,000, taxes other than
income $93,268,000, income taxes of $149,439,000 and interest on customer
deposits of $309,000.

The Company and the Public Staff also disagree with regard to adjustments
to operating income. The first item of difference in adjustments to operating
income relates to the Company's proposal to include debt and preferred stock
costs associated with the Brunswick coolihg towers and Harris Nos. 2, 3, and 4
cancelled projects in the cost of service in this proceeding. Consistent with
the decision in Findings of Fact Nos. 7 and 8, the Commission finds that the
debt and preferred stock costs associated with the unamortized balances of
cancelled projects should be excluded from test-peried operating revenue
deductions.

The final area of disapreement relates to the proper level of amortization
of the Power Agency gain. The Company proposed to amortize an amount of
$6,824,000 related to one-third of the gain on assets sold to the Power Agency
as an adjustment to operating income. Alternatively, the Public Staff proposed
to amortize an amount of $7,305,000.

In Docket No. E-2, Sub 461, the Company proposed to flow the gain received
as a result of the sale to Power Agency through to ratepayers over a three-year
period. The Public Staff recommended flowing the gain through to ratepayers in
one year, but did not object to the Company's calculation of the amount of the
gain. The Commission approved an adjustment flowing through the gain over
three years. The Company made 2 similar adjustment in this rate case to
reflect the second year of the three-year amortization period. As testified to
by Company witness Bradshaw in the last CP&L rate case, the Company's
calculation of the amount of the after-tax gain included a recognition of the
after-tax amount of the Leslie Mine coal sold to Powar Agency which had éosts
in excess of its fair market wvalue (FMV)., The amount of the charges
attributable to Power Agency for these additional coal costs was based on its
ownership interest of 12.94% times the additional coal costs through December
31, 1983.

On cross-examination Company witness Bradshaw testified that the Company
has no way to recover these additional coal costs attributable to Power Agency
unless they are included in the calculation of the gain. Witness Bradshaw
explained that the Leslie. coal was sold to Power Agency to generate power in
its portion of Roxboro Unit No. 4.. Witness Bradshaw further testified that in
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this jurisdiction the Company has been allowed to pass through to the ratepayer
only the FMV of the Leslie coal. When a portion of this coal was sold to Power
Agency, however, the Company properly recognized the full productiom cost of
that coal in its book cost and thus deducted the full production cost,
including the coal costs above FMV, from the proceeds when calculating the
gain. The Company contends that denial of recovery of Power Agency's ownership
portion of the additional coal cost would result in an overstatment of the
amount of the gain actually available to reduce the retail ratepayer's cost of
service.

Public Staff witness Paton contended that if the gain reflects additional
costs of coal sold to Power Agency, the North Carolina retail ratepayers will,
in effect, be paying for the difference between the production cost and the FMV
of the coal purchased by Power Agency. She further asserted that it is unfair
to require the North Carolina retail ratepayers to pay for coal from which they
have received no benefit. On cross-examination witness Paton acknowledged that
CP&L, no doubt took these costs and the ability to offset them by the profit
from the sale inte account in setting the price for the sale of assets to the
Power Agency.

The Commission concludes, based upon the foregoing facts, that it is fair
and equitable to exclude the amount related to Power Agency's payment of coal
costs in excess of FMV from the after-tax gain. The Commission believes and so
concludes that denial of recovery of Power Agency's ownership portion of
additional coal cost would result in an overstatement of the gain actually
available to reduce the retail ratepayer's cost of service and thus finds the
Public Staff's proposed adjustment of $481,000 inappropriate.

Based upon all of the foregoing, the Commission concludes that the
appropriate level of total operating revenue deductions for use in this
proceeding is $961,105,000 and that an adjustment to operating income of
$6,824,000 relating to the gain on the sale of assets to the Power Agency is
proper as shown on the schedule that follows.

(000's Omitted)

Item Amount
Operation and maintenance expenses $626,024
Depreciation expense 92,065
Taxes other than income 93,268
Income taxes 149,439
Interest on customer deposits 309

Total operating revenue deductions $961,105

Adjustment to operating imcome
Amortization of Power Agency gain 5 6,824

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 19

Company witness Bradshaw presented evidence in this proceeding at the
"request of Commissioner Cook concerning the dues and contributions paid by CP&L
to the Edison Electric Institute (EEI). Additionally, the Company presented a
generalized listing of the services and functions provided by this
organization. Specifically, witness Bradshaw testified that CP&L paid dues of
approximately $371,146 on a total company basis to this organization during the
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test year. Apﬁroximately $15,823 of :this amount has been categorized by the
Company as below the line cost to be borne by the stockholders of CP&L.

The Commission notes that the likting of functions and services provided
by this organization was very general in nature and did not itemize cost by
function or service provided. The Commission concludes that the information
provided in this proceeding was inadequate and that it is appropriate for the
Company in its next general rate proceeding to present information which will
show all direct and indirect contributions to and through EEI from all sources
and all expenditures by prograin and by a system of accounts which will allow
the Commission to specifically determine the appropriateness of the
expenditures for rate-making purposes.

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 20 and 21

Testimony regarding the appropriate capital structure and cost of capital
to be used in this proceeding was presented by Company witnesses Lilly and
Vander Weide, CUCA witnesses Smith and Wilsom, and Public Staff witness Hsu.

Company witness Lilly testified regarding the financial condition of CP&L.
Witness Lilly recommended that rates be set in this proceeding based upon a
normalized capital structure consisting of 47.5% debt, 12.5% preferred stock,
and 40% common equity. Witness Lilly testified that the Company's actual
capital structure at September 30, 1983, was 47.03% long~term debt, 12.87%
preferred, and 40.10% equity.

CUCA witness Wilson and Public Staff Witness Hsu also testified and
recommended that the Company's requested normalized capital structure be
employed in this proceeding.

After considering all of the evidence presented by the parties on this
issue, the Commission concludes that the appropriate capital structure to bé
used in this proceeding is as follows:

Item Percent
Long-term debt 47.5%
Preferred stock 12.5%
Common equity 40.0%
Total 100.0%

Witness Lilly offered testimony regarding the appropriate cost rates for
long-term debt and preferred stock. With regard to the cost of long-term debt,
Company witness Lilly in his prefiled testimony recommended a cost .of leng-term
debt of 10.05%, based on the Company's embedded cost at December 31, 1983, with
inclusion of the issuance of $250,000,000 of projected new long-term debt at a
projected interest rate of 13.5%. On cross-examination, witness Lilly
testified that baséd upon the actual financing cost, "the corrected figure--or
the changed figure" is 9.73%. The updated embedded cost rate of long-term debt
is based upon the following issues:

(1) %100 million of First Mortgage Bonds at 13.07% in November 1983.
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(2) $100 million of First Mortgage Bonds at 13.51% in April 1984.
(3) $274 million Pollution control Bonds at 8.19% in June and July 1984.

Witness Lilly indicated that the Company issued some Pollution Control
Bonds in June and July 1984 and would issue an additional $8 million or $9
million within the next 30 to 50 days. Witness Lilly, however, chose not teo
update the embedded cost rate of long~term debt. Similarly, he chose not to
update his 9.23% preferred cost rate, although he testified that the Company
had placed a $50 million issue of preferred stock in the spring of 1984,
Witness Lilly stated that because of an increase in the cost of equity, leaving
the financing rates as filed "is eminently fair to the consumers." (TR. Vol. 9,
pp 32-33).

CUCA witness Wilson used the Company's requested 10.05% long-term debt
cost rate and 9.23% preferred stock cost rate.

Public Staff witness Hsu recommended an embedded cost rate of long-term
debt of 9.73%, which was also "the corrected figure--or the changed figure"
provided by witness Lilly. She also used the actual 9.18% embedded cost for
preferred stock.

The Company and the Public Staff did not disagree about the actual
embedded cost rates for lonmg-term debt and preferred stock including updates,
and CPS&L has accepted said cost rates for use in this proceeding. The
Commission recognizes that the Company's embedded costs for the senior
securities are the actual costs to the Company. Therefore, the Commission
concludes that the appropriate embedded costs of long-term debt and preferred
stock to be used in this proceeding are 9.73% and 9.18%, respactively.

Company witness Vander Weide stated in his original testimony that the
Company's required return on equity was 16.5%. On the witness stand, Dr.
Vander Weide updated his cost of equity to 17.7%. However, the Company decided
to leave unchanged its requested return on equity of 16.5%.

Company witness Vander Weide conducted two studies consisting of a
discounted cash £flow (DCF) study and an historical yield spread study in
arriving at his recommended cost of equity capital for CP&L. Witness Vander
Weide did a DCF analysis only of the Company itself and did not perform such an
analysis on any group of comparable companies. Instead of using the commonly
known and widely accepted annual version of the DCF model, witness Vander Weide
used a quarterly version of the DCF model based on the Company's paying
dividends quarterly. As a part of his DCF calculation, witness Vander Weide
applied 5% to all the Company's outstanding equity to allow for flotation costs
and market pressure.

Witness Vander Weide claimed that the annual DCF model underestimates the
cost of equity capital. Witness Vander Weide testified that investors are
willing to pay more for a stock that pays dividends quarterly than one that
pays dividends at the end of the year. He further stated, '"Hence, the price
that embodies quarterly recognition of dividends is too high for inclusion in
the annual DCF mode] .

VWitness Vander Weide admitﬁed, however, that it is inherent in the
determination that he makes from the quarterly version of the DCF model that
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all stockholders will earn a uniform rate on the reinvestment of gquarterly
dividends. He admitted that, based on the quarterly model, the Company
provides an additional return in addition to what is required by investors. He
also stated that he did not think that additional return is really an extra
return and claimed that he is not assuming that the firm pays that extra rate.

Witness Vander Weide reviewed the past growth in CP&L's earnings and
dividends per share for the last 5 and 10-year periods. Additionally, witness
Vander Weide testified that he had reviewed security analysts' projections of
CP&L's future dividends and earnings growth. On the basis of his examination
of the past growth rates, his review of analysts' projections, and his
knowledge of current economic conditions, witness Vander Weide estimated the
Company's future growth rate to be 4.0%. In his original prefiled testimony,
Dr. Vander Weide determined from his DCF analysis employing the gquarterly model
that the Company's cost of equity was 16.5%.

The second method used by Company witness Vander Weide was the spread test
method. The spread test method equates investors' current expected return on
equity to the sum of current bond yields plus the past differences or spread
between the yields on stocks and the yields on bonds. Based upon this méthod,
witness Vander Weide arrived at a cost of equity capital for CP&L of 17.9%. In
his original prefiled testimony, Dr. Vander Weide determined that the Company's
cost of equity was at least 16.5%.

In updating and summarizing his testimony from the witness. stand, Dr.
Vander Weide reevaluated his recommended return on equity capital in light of
changes in interest rates and the change 'in CP&L's stock price subsequent to
the time his prefiled testimony was prepared. On this basis, witness Vander
Weide determined the cost of CP&L's equity to be 17.7%.

CUCA witness Smith testified in her prefiled testimony that investors
require a return on CP&L'S common equity capital in the range of 13.5% to
14.5%. Allowing 25 basis points for flotation expenses, witness Smith
recommended that CP&L be allowed a return on equity of 14.25%. On the stand,
witness Smith updated her cost of equity recommendation to 14.50%.

In her prefiled testimony, Dr. Smith determined her recommended return on
equity on the basis of a DCF analysis for CP&L.and the electric utility
industry as a whole. Witness Smith testified that CP&L's dividend yield was
11.1% based upon market price data for the six.months ended March 31, 1984, as
compared to the industry average dividend yield of 10.6%. Witness Smith stated
further that actual histoxical growth indicateors for CP&L were lower than the
industry average, ranging between 1.5% to 3.6% for the -Company and 2.2% to 4.6%
for the industry. Witness Smith derived an estimate of the long~term dividend
growth anticipatéd by investors of 2.2% to 2.6%, which she stated is somewhat
higher than CPSL's own experienced growth and below the industry average
historical experience. Dr. Smith stated in her prefiled testimony that the
recent decline in the Company's common stock price indicates that the current
common equity cost might be higher than the 13.3% to 13.7% range derived from
her statistical studies. Dr. Smith concluded that CP&L's cost of common equity
was 13.5% to 14.5%, and proposed that the midpoint of the range of 14.0% be
used. After flotation cost allowance, witness Smith recommended a rate of
return on equity of 14.25%, later updated to 14.50%.
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In addition, witness Smith presented data concerning the historical
earnings of utilities and non regulated companies. According to witness Smith,
electric utilities equity earnings have ranged from 11% to 13.9% over the
1974-83 period. Alternatively, witness Smith testifiéd that unregulated
companies, which are generally more risky than CP&L and other electric
utilities, earned 11.5% on common equity in 1983.

In her summary from the witness stand, Dr. Smith indicated that since the
time that her testimony was filed, CP&L's dividend yield had gone up further.
She indicated that she thought it would be appropriate to increase the common
equity return level. Therefore, witness Smith determinéd the cost of CP&L's
equity to be 14.5%.

Public Staff witness Hsu recommended in her revised testimony that the
Company should be granted the opportunity to earn a return on common equity of
15.20% if the Commission approves the Public Staff's fuel factor presented by
witness Lam and adopts the Public Staff's recommendation of no additiomal CWIP
in this proceeding presented by witness Sessoms.

Witness Hsu derived her equity cost estimate by applying the DCF model to
two overlapping samples of companies which are comparable to CP&L in risk, as
well as to CP&L itself. Before she made the DCF, analysis, witness Hsu reviewed
the current economic outleok in general, and the most receat relationships
between bond yields and stock yields. Based on her cbservatiom, the volatility
of interest rates has increased substantially since late 1979. She concluded
that the historical relationship of the cost of equity to the cost of debt is
therefore no longer applicable. Witness Hsu concluded that it is more
appropriate to estimate the cost of equity directly from the curreat market.

Based upon a traditional DCF analysis of her two comparable groups,
witness Hsu found that a common equity return of approximately 14.7% to 15.9%
is expected by investors in the electric utility industry. Witness Hsu also
performed a DCF analysis on CP&L itself which produced an equity cost range of
from 13.9% to 15.1%. After considering her DCF analysis of the two groups and
of CP&L itself, witness Hsu concluded that a recommended return on equity of
15.2% is reascnable. -

During cross-examinatiom, witness Hsu stated that. her dividend yields for
CP&L, Group A companies and Group B companies, were derived by averaging the
highest and lowest prices for the six months ended April 30, 1984. In essence,
witness Hsu admitted that had she used a different time period's prices, she
would have had a different cost rate. However, witness Hsu indicated that she
did check the reasonableness of her recommendation by using the most recent six
months prices ended June 30, 1984, for CP&L itself only. MNer DCF result for
CP&L was 15.1% after adjusting for flotation costs, which was within the range
of her recommendation. Therefore, witness Hsu concluded that her
recommendation is reascnable even using the most recent data.

The determination of the appropriate fair rate of return for CP&L is of
great importance and must be made with great caré because whatever return is
allowed will have an immediate impact on CP&L, its stockholders, and its
customers. In the final analysis, the determination of a fair rate of return
must be made by this Commission, using its own impartial judgment and guided by
the testimony of expert witnesses and other evidence of record. Vhatever
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return is allowed must balance the interest of the ratepayers and investors and
meet the test set forth in 6.5. 62-133(b)(4):

"...(to) enable the public utility by sound management to produce a
fair return for its ‘shareholders, considering changing economic
conditions and other factors, as they then exist, to maintain its .
facilities and services in accordance with the reasonahle
requirements of its customers’ in the territory covered by its
franchise, and to compete in the market for capital funds on terms
which are reasonable and which are fair to its customers and to its
existing investors."

The rate of return allowed must not burden ratepayers any more than is
absolutely necessary for the utility to continue to provide adequate service.
The North Carolina Supreme Court has stated that the history of G.S. 62-133(b):

"...supports the inference that the Legislature . intended for the
Commission to fix rates as low as may be reasonably consistent with
the requirements of the Due Process Clause of the TFourteenth
Amendment to the Constitution of the United States..." State of North
Carolina ex rel. Utilities Commission v. Duke Power Company, 285 N.
C. 377, 206 S.E. 2d 269 (1974).

The nature of the evidence in a case such as this makes it extremely
difficult to balance all of the opposing interests, since much, if not all, of
the evidence is based on individual witnesses' perceptions and interpretations
of trends and datas from the capital market. The Commission has considered
carefully all of the relevant eévidence presented in this case, with the
constant reminder that whatever return is allowed will have an immediate impact
on the Company, its stockholders, and its customers. The Commission must use
its impartial judgment to ensure that all the parties involved are treated
fairly and equitably.

Based upon the foregoing and the entire record in this dockét, including
evidence related to the base fuel factor and CWIP, the Commission finds and
concludes that the fair rate of return that Carolina Power & Light Company
should have the opportunity to earn on the original cost of its rate base is
11.87%. Such overall fair rate of return will yield a fair and reasonable
return on the Company's common equity capital of 15.25%.

The Commission cannot guarantee that thé Company will, in fact, achieve
the level of returns herein found to be just and reasonable. Indeed, the
Commission would not guarantee such even if it could. Such a guarantee would
remove necessary incentives for the Company to achieve the utmost in
operational and managerial efficiency. The Commission believes, and thus
concludes, that the level of returns approved herein will afford the Company a
reasonable oppertunity to earn a reasonable return for its stockholders while
providing adequate and economical service to ratepayers.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 22
The Commission has previously discussed its findings of fact and

conclusions regarding the fair rate of return which CP&L should be afforded an
opportunity to earn.
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The following schedules summarize the gross revenues aznd the rates of
return which the Company should have a reasonable opportunity to achieve based
upon the determinations made herein. Such schedules, illustrating the
Company's gross revenue requirements, incorporate the fzndlngs of fact and the
conclusions heretofore and herein made by the Commission.

SCHEDULE I
CAROLINA POWER & LIGHT COMPANY
DOCKET NO. E-2, SUB 481
STATEMENT OF OPERATING INCOME
TWELVE MONTHS ENDED SEPTEMBER 30, 1983
(000's OMITTED)

Present Approved Approved
Item Rates Increase Rates
Operating revenues 51,202,132 564,339 $1,266,471
Operating revenue deductions
Cperation and maintenance
expenses 626,024 626,024
Depreciation expense 92,0635 92,065
Taxes other than income 93,268 3,860 97,128
Income taxes 149,439 29,780 179,219
Interest on custemer
deposits 309 309
Total 961,105 33,640 994,745
Operating income before
adjustment 241,027 30,699 271,726
Adjustments to operating
income 6,824 - 6,824
Net operating inccme § 247,851 530,699 § 278,550
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CAROLINA POWER & LIGHT COMPANY

SCHEDULE II

NORTH CAROLINA RETAIL OPERATIONS

DOCKET NO. E-2, SUB 481
STATEMENT OF RATE BASE AND RATE OF RETURN

TWELVE MONTHS ENDED SEPTEMBER 30, 1983

Investment in Electric Plant

Electric plant in service
Net nuclear fuel

Construction work in progress
Accumulated depreciation
Accumulated deferred income taxes
Net investment in electric plant

Allowance for Working Capital

(000'S OMITTED)

Amount

257

2,484,159

21,863

663,167
(597,229)

(311,966)
2,259,994

Investor funds advanced for operations 18,941
Materials and supplies 83,677
Other rate base additions and deductions (15,788)
Total 86,830
Original Cost Rate Base $2,346,R24
Rates of Return
Present 10.56%
Approved 11.87%
SCHEDULE III
CAROLINA POWER & LIGHT COMPANY
KORTH CAROLINA RETAIL OPERATIONS
DOCKET NO. E-2, SUB 481
STATEMENT OF CAPITALYZATION AND RELATED COSTS
TWELVE MONTHS ENDED SEPTEMBER 30, 1983
(000'S OMITTED)
Capital- Original Embedded Net
ization Cost Cost Operating
Item Ratio (%) Rate Base (%) Income
Present Rates - Original Cost Rate Base
Long-term debt 47.50 51,114,741 9.73 $108,464
Preferxred stock 12.50 293,353 9.18 26,930
Common equity 40.00 938,730 11.98 112,457
Total 00,00 §2! 246!824 = §24! ,851
Approved Rates - Original Cost Rate Base
Long-term debt 47.50 $1,114,741 9.73 $108, 464
Preferred stock 12.50 293,353 9.18 26,930
Common equity 40.00 938,730 15.25 143,156
Total 100. 00 $2,346,824 - 278,550
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EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 23 - 26

The evidente for these findings of fact is found in the testimony of
Public Staff witness Richard Smith and Company witness Norris Edge.

Insulation Standards for Manufactured Homes

Public Staff witness Richard Smith testified that CP&L's mobile home
insulation standard necessary to qualify for the 5% energy comservation
discount on residential rate schedules presently permits a 25% greater heat
loss than the standard for conventional homes. MHe cited CP&L testimony in
Docket No. E-2, Sub 391, wherein a lower standard for mobile homes was proposed
by the Company in 1980 because of the extreme difficulty manufacturers had in
meeting the standard established for conventional housing. Witness Smith
pointed out that the situation had changed since 1980 and now practically all
mobile home manufacturers in North Carolina are meeting the Duke standard and
are capable of meeting the similar CP&L standard for conventional housing.
Witness Smith further pointed out the desirability of having a single statewide
high level energy efficient insulation ‘'standard for mobile homes. Witness
Smith recommended that CP&L's separate mobile home insulation standard be the
same as its current standard for conventional homes, effective April 1, 1985.
Witness Smith further recommended that those mobile homes that are in
compliance with CP&L's thermal requirements and are receiving the energy
conservation discount should continmue to do so. CP&L witness Norris Edge
concurred in these recommendations by witness Smith and offered substitute
residential rate schedanles to implement these changes.

The Commission finds that the lower insuiation standards for mobile homes
are no longer necessary and concludes that the standards necessary for mobile
homes to qualify for the Company's energy conservation discount should be the
same as for conventional housing. The Commission also concludes that adequate
notice should be given the mobile home manufacturers of this change, that the
effective date should be April 1, 1985, and that mobile homes receiving
discounts prior to that date should be grandfathered.

Load Control of 30-39 Gallon Water Heaters

Public Staff witness Richard Smith testified that 30- to 3%9-gallon water
heaters constitute a significant portion of the Company's potential
controllable load and recommended that the Company test a limited number of
water heaters of this size in the load control program. To date, water heater
load contrxol has been limited to sizes 40 pgallons or larger. Witness Smith
noted that the best he can determine is that the Company is concerned that
custopers with small heaters might run out of hot water and.withdraw from the
program. Witness Smith furnished the results of a Wake EMC survey in 1983 of
water heater load control which indicated that the 253 customers with 30-gallon
water heaters registered no more inquiries or complaints than customers with
larger heaters and that none withdrew from the program during the year because
of an inadequate supply of hot water. The EMC's interruptions averaged as much
as 3.3 hours per day. Witness BSmith recommended that up to 200 30- to
39-gallons water heaters be tested begimning in January 1985. CP&L witness
Edge agreed to conduct a one-year test program controlling 30- to 39-gallen
water heaters beginning in January 1985 and to provide the Commission with the
results of the test by July 1, 1986.
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The Commission finds that extending water heater load control to 30- to
39-gallon water heaters could potentially expand the Company's load control
capability and concludes that load control of 30- to 39-gallon water heaters
should be tested as proposed.

Load Control of Air Conditioning

Public 'Staff witness Smith testified that the potential for air
conditioning load control could be expanded further if the customers were not
required to also accept electric water heater interruptions. Witness Smith
furnished data on Duke's interruptible air conditioner customers which showed
that in addition to 26,801 customers volunteering for both water heater and air
conditicning load control, 6,394, or 24% more, volunteered for air conditioning
load control only. Witness Smith proposed that the Company determine the
proper billing credit for solely air conditioning contrel. Company witness
Edge testified that a study to determine the economic benefits of providing
this service could be completed and the results filed with the Commissien by
April 1985,

The Commission finds that the load centrol of air conditioners alone could
enhance the Company's conservation and lo¢ad management efforts and concludes
that the Company should make a determination of the proper billing credit for
this sexvice and file its findings with the Commission by April 1, 1985.

Timer Control of Water Heaters for TOU Customers

Public Staff witness Richard Smith testified that only one-half of the
residential customers on the Company's time-of-use comparative billing program
would save compared to their standard rate and proposed that the Company
install time control equipment on the customers®' water heaters to expand the
potential load reduction of the time-of-use rate and improve the customers"
savings potential. Witness Smith noted that those customers on R-TOUE without
central space heating or air conditioning can by installing a timer on their
water heaters reduce on-peak usage from 30% to less than 20%. Witness Smith
proposed that the customers be charged for a portion of the time contreol
equipment and its installation. CP&L witness Edge testified that the Company
desired additiomal time to study the Public Staff's proposal and customer
charges. He proposed that the Company meet with the Public Staff to assess the
areas of concern and provide the Commission with the results of this meeting
within 60 days after the date of the Cormission Order.

The Commission concludes that appliance ceontrol supplied by the Company
might improve the effectiveness of the residential time-of-use rates and
therefore should be fully explored. The Commission further concludes that the
Company should consult further with the Public Staff to consider a program to
test the effectiveness of the proposed appliance contrel for time-of-use
customers and report the results of this meeting to the Commission within 60
days after the date of this Order.

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 27 - 28

The evidence for these findings regarding rate design is found primarily
in the testimony of Company witness Edge and Public Staff witness Turner.
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Declining Block in Residential Rates

Public Staff witness Turner recommended a change in the Company's rate
design for the Residential Service Schedule, RES-48, to eliminate the 800-kWh
block in the Company's residential rate for nonsummer usage. He suggested that
the Company offered no proof that the cost of providing service to customers
with usage over 800 kWh per month in the nonsummer months is less than that of
providing service to customers in the under 800-kWh block in those months.
Witness Turner proposed a rate which includes a uniform differential of 0.34
cents per kWh between all summer and nonsummer kWh. The effect of this
proposal would be to decrease the seasonal rate differential for kWh
consumpticn over 800 kWh from 1.0 cepts to 0.34 cents per kWh, and to add a
0.34 cents per kWh seasonal rate differential for consumption under 800 kWh.
Witness Turmer further suggested that this recommendation is consistent with
the intent of the Public Utility Regulatory Policies Act (PURPA) and with prior
Cormission Orders to the effect that the declining block rate structure should
be eliminated unless thexe is a cost basis for such rate design.

CP&L witness Edge testified that the Company is in agreement with witness
Turner's ultimate goal of combining the two nonsummer billing blocks. Witness
Edge disagreed, however, with the method of obtaining that goal. Witness Edge
offered an alternate Residential Service Schedule, RES-48A, which establishes a
summer/nonsummer rate differential of 0.5 cents per kWh for the zero-to 800-kWh
block, while maintaining the 1.0 cents per kWh price differential for greater
than 800 kWh in the nonsummer peried, as found in the imitial proposed
Residential Service Schedule, RES-48. Witness Edge stated that the Company
planned to achieve the second step in its proposal by filing a Residential
Service Schedule that would eliminate the 800-kWh block for nonsummer billing
in the next rate case. The Company would, however, maintain its proposed
summer /nonsummer price differential. Witness Edge maintains that this
"phase-in" of the combination of these two billing blocks will minimize the
possibility of an unfair increase to any one customer usage level and prevent a
negative impact on the system load factor. Under cross-examination by counsel
for CIGFUR II, witness Edge testified that an analysis of c¢lass load factors
since 1979 shows that while the load factor for the general service class is
about the same or increasing, the load factor for the resideatial class is
declining. Witness Edge attributed the drop primarily to a reduction in the
nonsummer usage of all-electric customers and contended that it is important
not to reduce the summer/nonsummer differential for usage over 800 kWh to
prevent further load factor erosion.

The Commission is of the opinion that, in keeping with past Commission
Orders and the intent of PURPA, the declining block structure for nonsummer
usage should be eliminated. However, the Commission recognizes that a
"phase-in" of the combination of the billing blocks, as proposed by the
Company, is reasonable. In making this decision, the Commission notes that the
Company's proposed alternate Residential Service Schedule, RES-484, results in
a less severe increase for high usage customers during the nonsummer months.
The Company is directed to file a residential service schedule which will
completely eliminate the B800-kWh block applicable to nonsummer usage in the
next rate case.
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Basic Customer Charges

The Company proposes to increase the basic customer charge for residential
service from §$6.75 to 57.35 per month. The Commission is of the opinion that
there is merit in setting the basic customer charge for residential service at
the $6.85 level in this proceeding and concludes that it should do so.

Relative Revenue Requirement for Each Customer Class

CIGFUR recommends that the rate of return for each customer class be moved
closer to the overall North Carclima retail rate of return in determining the
appropriate revenue requirement for each customer class. The Commission has
generally attempted to establish rates in prior proceedings which would preduce
rates of return for each customer class that were within 10% of the overall
North Carolina retail rate of return, recognizing that such rates of return
must necessarily be imprecise due to the imprecision inherent in the cost
allocation methodologies underlying the calculation of such rates of return.
In this proceeding, all of the customer classes appear to be roughly within the
10% guideline except for the sports field lighting class (Schedule SFLS) and
the small general service class (Schedule SGS).

The Commission motes that Schedule SFLS produces a low rate of return even
after a 20.9% increase proposed by the Company versus a 12.6% increase proposed
overall. Therefore, the Commission concludes that the larger increase proposed
for Schedule SFLS relative to the overall increase is appropriate.

The Commission further notes that Schedule SG5 produces a high rate of
return, even after only a 12.3% increase, and that the same phenomenon has
occurred in the Company's other recent rate cases. The Commission is of the
opinion that the Company should take positive steps in its next general rate
application as necessary to produce rates of return for each rate schedule
which is within 10% of the overall North Carolina retail rate of return,
particularly with respect to Schedule SGS.

Genexal

In addition to the revisions already discussed, the Company proposed
various miscellaneous rate changes, administrative changes, and clarifications
in its rate schedules and in its terms and conditions for service which were
not opposed by any party. Such changes and clarifications include in part:
provisions to reduce the size of the second block in Schedule SGS from 2500 kWh
to 2000 kWh in order to flatten the rate blocks of said schedule; provisions to
clarify the availability of the LGS and LGS-TOU Schedules; provisions to
withdraw the availability of the GLFS Schedule; provisions to add two new
high-pressure sodium vapor fixtures (a 5800-lumen enclosed and a 22000-lumen
shoebox) to the ALS and SLS Schedules; provisions to increase the customer
charges in Rider No. 5 (Seasonal and Intermittent Service) and to clarify the
application of monthly credits for such charges} provisions to adjust the
revenue credit provided for in Rider No. 15 (Construction Cost Rider) to
reflect not only the base cost of fuel but alse a portion of variable nonfuel
08M expenses; provisions to withdraw the availability of Rider No. 55 (Customer
Generation Service); provisions to modify the Service Regulations to increase
the Service Charge,-the standard Reconnect Charge, and the Reconnect Charge for
other than normal business hours; provisions to increase the charge for
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underground extensions to individual single-family or duplex residences under
Underground Installation Plans R-7A and R-10A, and to clarify the requirements
in Plan R7-A regarding developer contributions; provisions to increase monthly
minimum charges for Schedules SGS, SGS-TOU, and TSS in order to reflect not
only the base cost of fuel but also a portion of variable nonfuel 08 expenses;
provisions to add a minimum charge in Schedules RFS, AHS, CSG, and CSE
consistent with such provision in Schedule 5GS5; provisions to increase charges
for three-phase service in Schedules SGS, RFS, AHS, CSG, and CSE; and
provisions to ‘increase rates in Schedules RFS, AHS, C8G, and CSE by
approximately 10% relative to other rate schedules in order to gradually merge
said schedules ‘with Schedule SGS over time.

Based on the above, the Commission concludes 'that the rate design, rate
schedules, and terms and conditions for service proposed by the Company should
be approved, except as discussed herein.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 29

North Carolina General Statute 62-135 provides in pertinent part, as
follows:

"(a) Notwithstanding an order of suspension of an increase in rates,
any public utility except a common carrier may, subject to the
provisions of subsections (b), (c) and (d) herecf, put such suspended
rate or rates into effect upon the expiration of six months aftér the
date when such rate or rates would have become effective, if pot so
suspended, by notifying the Commission and its consumers of the its
action in making such increase not less than 10 days prior to the day
when it shall be placed in effect....

(b) No rate or rates placed in effect pursuant to this section shall
result in an ‘increase or more than twenty percent {20%) on any single
rate clasgification of the public utility.

{c) No rate or rates shall be placed in effect pursvant to this
section until the public utility has filed with the Commission a bond
in a reasonable amount approved by the Commission, with sureties
approved by the Commission, or an undertaking approved by the
Commission, conditioned upon the refund in a manner to be prescribed
by order of the Commission, to the persons entitled thereto of the
amount of the excess plus interest from the date that such rates were
put ifito effect, if the rate or rates so put into effect are finally
determined to be excessive. The amount of said interest shall be
determined pursuant to G.5. 62-130(e).

(d). If the rate or rates so put into effect are finally determined to
be excessive, the public utility shall make refond of the excess plus
interest to its customers within 30 days after such final
determination, and the Commigsion shall set forth in its final order
the terms and conditions for such refund...”

On September 26, 1984, CP&L filed interim tariffs pursuant to G.S. 62-135
effective for Service rendered on and after September 22, 1984. Said tariffs
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were designed to produce an annual revenue increase for CP&L in the amount of
$92.4 million from the Company's North Carolina retail ratepayers, subject to
an undertaking to refund.

The undertaking filed in this docket by CP&L on March 6, 1984, provides,
in pertinent part, as follows:

"Carolina Power & Light Company hereby undertakes, promises, and
agrees that it will refund to the persons entitled thereto the
amounts (with interest thereon at the rate of ten percent (10%) per
annum from September 22, 1984), if any, by which rates and charges
put into effect pursuant to North Carolina General Statute Section
62-135(a), exceed the amounts which would have been paid under such
rates as are finally determined to be just and reasonable.

"Carolina Power & Light Company for itself, its successors and
assigns, hereby declares itself financially able to do so, and to be
held and firmly bound to its customers and unto the North Carclina
Utilities Commission for the performance of the aforesaid undertaking
and agreement and for the payment of refunds, together with interest
thereon, as described herein to the customers who may be entitled
thereto."

Based on the foregoing, the Commission concludes that CP&L should be
required to refund to its North Carolina retail customers all revenues or
amounts collected under interim rates and charges since September 22, 1984,
pursuant to the Company's undertaking to refund, to the extent said interim
rates and charges produced revenue in excess of the level of rates authorized
herein, plus interest thereon calculated at the rate of 10% per annum. To the
extent that the interim rates and charges placed in effect by CP&L beginning
September 22, 1984, exceeded the rates and charges authorized by this Order,
said interim rates and charges were unjust and unreasonable.

IT IS, THEREFORE, ORDERED as follows:

1. That Carolina Power & Light Company shall adjust its electric rates
and charges so as to produce an increase in gross annual revenues from its
North Carolina retail operations of $64,339,000.

2, That within five (5) working days after the date of this Order,
Carolina Power & Light Company shall file with the Commission five (5) copies
of rate schedules designed to produce the increase in revenues set forth in
Decretal Paragraph No. 1 above in accordance with the guidelines set forth in
Appendix A attached hereto. Said rate schedules shall be accompanied by a
computation showing the level of revenues which said rate schedules will
produce by rate schedule, plus a computation showing the overall North Carelina
retail rate of return and the rates of return for each rate schedule which will
be produced by said revenues.

3. That CP&L is hereby ordered to refund to its North Carolima retail
customers all revenues collected under interim rates and charges since
September 22, 1984, pursuant to the Company's undertaking to refund, to the
extent said interim rates and charges produced revenue in excess of the level
of rates prescribed herein, plus interest thereon calculated at the rate of 10%
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per annum. Refund calculations' shall be made consistent with the Commission
findings set forth herein. TFurther, CP&L shall file for Commission approval
concurrent with the filing of rates as required by decretal paragraph number 2
above, the Company's plan for making the refunds required by this Order. ~ The
Company shall file 10 copies of the calculation of total amount of refunds due,
including 10 copies of all detailed workpapers associated therewith.

4. That Carolina Power & Light Company shall prepare cost allocation
studies for presentation with its next general rate application which allocate
production plant based on: (1) the summer/winter peak and average method;
(2) the 12-month CP method; and (3) the summer CP method. The studies shall be
included in items 31 and 37, as appropriate, of Form E-1 of the minimum filing
requirements for general rate applications.

5. That Carolina Power & Light Company shall continue to work with the
Public Staff to study cost effectivé ways in which to allocate fixed and
variable production costs based on the times production units are actually
dispatched. The goal of such a study shall be to better defime: (1) the
changes in costs of production related to hourly or daily time-of-use and to
seasonal time-of-use; (2) the changes in costs of production related to load
factor; and (3) if feasible, differences in fixed costs and variable costs by
rate class. .

6. That the thermal requirements "for manufactured housing necessary to
qualify for the energy conservation discount on resideatial schedules RES,
R-TOU, and R-TOUE shall be the same as the thermal requirements for
conventional housing, effective April 1, 1985; except that the thermal
requirements for manufactured housing served prior to April 1, 1985, shall
remain the same as the current thermal requirements for said manufactured
housing.

7. That residential water heater load contrcl under Rider 56 shall be
extended to up to 200 water heatexs of 30 through 39 gallons capacity for a
one-year test period beginning January, 1985, and that the results shall be
reported to the Commission by July 1, 1986.

8. That the Company shall furnish to the Commission no later than
April 1, 1985, an analysis for determining the potential benefits and the
propex credit on the customer's bill for residential air conditioner load
control without water heater load control.

S. That the Company shall consult with the Public Staff and make
recommendations to the Commission within 60 days after the date of this Order
for testing company-installed timers or other equipment to interrupt
residential time-of-use customers’' water heaters during on-peak hours and for
an appropriate charge for this equipment.

10. That Carolina Power & Light Company shall give appropriate nectice of
the rate increase approved herein. Said notice shall be by bill insert to each
of its North Carolina retail customers during the next normal billing cycle
following the filing of the rate schedules described in Decretal Paragraph
No. 2.
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11. That the Company shall present information to the Commission in its
next general rate proceeding concerning the Edison Electric Institute which
will show all direct and indirect contributions to and through EEI from all
sources and all expenditures by program.

12. That the Public Staff is hereby requested to make a study of the
prepriety of the methodology currently used by the Company to compute the North
Carcolina retail contra AFUDC account particularly with regard to the
compounding of previous contra AFUDC amounts. The results of such study should
be presented to the Commission in CP&L's next general rate proceeding.

ISSUED BY ORDER OF THE CQMMISSION.
This the 20th day of November 1984.
NORTH CAROLINA UTILITIES COMMISSION
(SEAL) Sandra J. Webster, Chief Clerk
Commissioner Tate, dissents in part i
Commissioner Cook, dissents in part

APPENDIX A
' DOCKET NO. E-2, SUB 481
GUIDELINES FOR DESIGN OF RATE SCHEDULES

Step 1: Determine the amount of rate schedule revenues and other revenues,
respectively, which are necessary to produce the overall revenue requirement
established by the Cémmission jn this proceeding.

Step 2: Decrease the rate schedule revenues proposed by the Company for each
rate schedule by the same percentage to produce the total rate schedule
revenues determined in Step 1.

Step 3: Reduce the individual prices in a given rate schedule by the same
percentage to reflect the decrease in revenue requirement for the rate schedule
as determined in Step 2, except as follows:
(a) Set the basic customer charge for residential rate Schedule RES at
$6.85.

(b) Individual prices to be decreased in rate schedule RES are those
revised prices proposed by the Company as discussed herein.

(¢) Decrease prices in the TOD rate schedules in such a manner that
they will remain basically revenue neutral with comparable non-TOD
rate Schedules considering projected revenue savings for the TOD
rates.

" (d) Hold miscellaneous service charges and extra ¢harges at the same
level proposed by the Company.

Step 4: Round off individual prices to the extent necessary for administrative
efficiency, provided said rounded off prices do not produce revemnes which
exceed the overall revenue requirement established by the Commissiom in this
proceeding.
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CAROLINA POWER & LIGHT COMPANY
DOCEKET NO. E-2, SUB 481

COMMISSIONER COOK, DISSENTING IN PART. I strongly dissent from the
decision of the Majority in this case to allow Carolina Power & Light Cempany
(CP&L) =a general rate increase of $64,339,000. In my opinion, CP&L has not
justified such a large rate increase. Based upon the facts of this case, I
would allow CP&L a rate increase of no more than $25 million, which is less
than 17% of the $151.6 million requested by CP&L. I specifically dissent from
the -decisions of the Majority in this case with respect to (1) the inclusion
of additional expenditures for construction work in progress (CWIP) in CP&L's
rate base related to the comstruction of Harris Unit Neo. 1, (2) the 15.25%
rate of return on common equity allowed CP&L by the Majority, and (3)
amortization of the Harris Unit No. 2 abandonment loss over 10 years rather
than 15 years. The decisions of the Majority om these 3 issues needlessly
inflate the rate increase granted to CP&L by more than $39 million.

The Company's rate base presently includes $496,598,000 of CWIP for Harris
No. 1. I would not increase.the level of CWIP in this case beyond that amount
for the reasons hereinafter stated in this dissenting opinion. Based upon the
Majority decision to allow CWIP of $663,167,000, CPSL's allowed rate of return
on common equity should be set at 14.7% or less, rather than the 15.25% allowed
by the Majority, in order to take into account the Company's lowered business
risk resulting from the inclusion of CWIP in rate base. The Majority decision
allowing CP&L a 15.25% rate of return on common equity results in the Company's
ratepayers having to pay at least $11 million per year in additional rates. 1
find that to be totally unjustified.

I note that the Majority decision to include over 98% of the CWIP
requested by CP&L in this case will itself cause the Company's retail
ratepayers in North Carolina to immediately begin paying additiomal rates of
$33,491,000 on an annual basis in addition to the anmual CWIP revenue
requirement of $99,846,000, which is already reflected in rates, Thus, the
additional CWIP granted in this proceeding amounts to over 52% of the entire
rate increase granted to CP&L by the Majority decision. Furthermore, the
Majority decision on CWIP means that a North Carolina retail electric customer
using 1,000 Kwh of electricity per month will now pay, om an average basis,
approximately $§1.70 more, above the $5.00 already included in rates for CWIP,
merely to provide CP&L with a return on construction work in progress. This
charge is for a nuclear generating plant which will not begin producing even a
single kilowatt-hour of electricity until September 1986, at the earliest. A
customer using more electricity will pay proportionately more in rates to
support CWIP. In addition, the annual revenue requirement associated with the
CWIP allowed by the Majority in this case for Harris Unit No. 1 now amounts to
10.54 of CP&L's total authorized North Carolina retail revenues of
$1,266,471,000. Furthermore, under the Majority decision, CWIP related to
Harris Unit No. 1 now makes up over 28% of the Company's entire rate hase.

G.8. ©62-133(b)(1) is wvery specific with respect to the regulatory
treatment of construction work in progress. The statute states that “...
reasonable and prudent expenditures for constructicn work in progress ... may
be included, to the extent the Commission conmsiders such inclusion in the
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public interest and necessary to the financial stability of the utility in
question ...."

It is my view that the inclusion of additional CWIP in -this case is not
necessary to the ‘continued financial stability of Carolina Power & Light
Company; nor is such iaclusion in the public iiiterest. MHowever, the "financial
stability" requirement is the one I will focus on.

In applying for a rate increase, the burden of proof rests with the
Company to. justify its request. In my view, CP&L has not satisfactorily
resolved the financial stability question. The Company has not made an
argument that I find persuasive in the least to indicate that its fipancial
stability would be affected if additional CWIP were not allowed in this case.

There has been a lot of rhetoxic on the Company's part, to be sure, but it
has been largely that-~rhetoric, and no more! To wit--"CWIP in rate base
should not be reserved oanly for those situations where it becomes necessary to
rescue a utility from the brink of financial collapse." What a truism! As if
anyone were arguing otherwise.

The evidence presented by the Company in making its continued fipancial
stability contingent on the inclusion of CWIP is weak and superficial.

To say, as the Company has done, "It is clear from the evidence that the
inclusion of the entire amount of eligible Harris Unit No. 1 CWIP is necessary
for the Company's firancial stability," is preposterous. It is like the
"Emperor has no clothes" story. The truth and accuracy of this statement is,
in fact, not clear at all and the Company's saying it is, does not make it so.

The Company turns the treatment of CWIP into an Armageddon--include CWIP
and all will be well. The Company will maintain its A bond rating, it will
complete construction of Harris Unit No. 1, costs to ratepayers will be lower
and there will be smaller increases to rates in the future. Exclude additional
CWIP and all will be lost--there will be a weakening of the Company's ability
to complete its comstruction program, resulting in higher costs to ratepayers
and larger increases in rates in the futwure. The evidence presented by the
Company does not substantiate these claims. All of this, because CWIP-related
revenues of $33,491,000, or approximately 2.6%, would have been denied out of
total North Carolina jurisdictional revenues of $1,266,471,000. The Company's
claim truly boggles the mind. It is looking through a glass darkly.

Moreover, in attempting to justify the level of CWIP requested by the
Company in this case, CP&L President Smith testified that: "A level of CWIP in
rate base sufficient to enable the Company to improve its financial statistics
and thereby successfully raise construction capital is essential in view of the
level of external funds that will be required by the Company over the next
three years."” The Majority Order also speaks of its decision on CWIP as
serving to improve the Company's financial statistics, However, "improvement
of financial statistics” is pot the statutory test to be applied in this case.
To the contrary, G.S5. 62-133(b)(1) specifies that CWIP must be "... necessary
to the financial stability of the utility in question ,..." which is a far
different standard than "necessary to improve the financial statistics of the
utility in question.”" In my opinion, CP&L is currently a financially stable
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electric utility and will remain so even if additional CWIP had been disallowed
in this case by the Commission.

Many factors, other than the level of CWIP allowed CP&L, will determine
CP&L's level of financial statistics and bond rating, including factors such as
management efficiency, cash flow generation, availability and efficiency of
existing generating plants, a significant postponement of the in-service date
of Harris Unit 1, the reasonableness of the regulatory treatment accorded CP&L
by other state and federal regulatory agencies, and many other intangible
factors which are entirely beyond the control of this Commission. Even Company
witness Spann conceded this point on cross-examination.

Company President Smith also testified on cross-examination that CPSL is
not. on a credit watch list published by any of the credit rating agencies, such
as Standard & Poor's or Moody's, indicating a potential for a rating change.
This further corroborates my opinion that CP&L is in fact fipancially stable.
Were it otherwise, it is certainly a reasonable assumption that the
credit-rating agencies would have placed CP&L on their credit watch lists.

On the other hand, the evidence presented by the Public Staff and other
intervenors speaks to the "financial stability" factor in clear and compelling
terms. .

For instance, Public Staff witness Sessoms testified that, based upon his
investigation in this case, CP&L presently has an A bond rating and is
financially stable. I am in complete agreement with this opinion. Furthermore,
Mr. Sessoms testified that he examined several indicators or financial ratios
which together should provide a measure of finmancial stability. Where the
information was available, he compared CP&L's ratios to the average ratios of
the electric utilities rated A by both Moody's and Standard & Poor's beginning
with 1979 through the most current data available. Witness Sessoms also
presented a Standard & Poor's chart of target financial criteria which showed
ranges for pre-tax interest coverage, debt leverage, and net cash flow/capital
outlays for A-rated electric utilities. He presented evidence comparing the
Company's ratios for the 12 months ended March 31, 1984 and June 30, 1984 to
these three criteria. For the 12 months ended Jume 30, 1984, CP&L had pre-tax
interast coverage, imcluding AFUDC, of 3.1 times compared to the 2.5 - 3.5
times target range; a 50% debt leverage ratio compared to the 45%-35% target
range; and a 41% net cash flow/capital outlays ratio compared to the 20%-50%
target range. At the further hearing in this case held on November 14, 1984,
witness Sessoms testified that CP&L has recently released financial statistics
for the 12 months ended September 30, 1984, which show that the financial
condition of the Company has continued to improve. For instance, witness
Sessoms testified that for the 12 months ended September 30, 1984, CP&L
achieved a pre-tax interest coverage including and excluding AFUDC of 3.4 times
and 2.8 times, respectively. In addition, witness Sessoms testified that other
of CP&L's financial indicators or ratios improved greatly from June 30, 1984 to
September 30, 1984, including AFUDC/net income, common equity/total capitali-
zation, and net cash flow/capital outlays. According to this evidence, it is
clear that CP&L is at present well within the acceptable levels for am A bond
rating with regard to these three criteria in particular.

In addition, Company witness Lilly testified that a financially stable
A-rated electric utility should have a strong capital structure comprised of
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less than 50% long~term debt and at least 40% common equity and a pre-tax
interest coverage, excluding AFUDC, in excess of 2.5 times. Company witness
Vander Weide testified that the interest coverage ratio and the ratio of equity
to total capitalization are two of the most often used measures of financial
integrity and that CP&L's perxcent of common equity has been near the electric
industry average for at least the last few years. In this case, CP&L has béen
allowed a capital structure for rate-making purposes comprised of 47.5%
long-term debt, 12.5% preferred stock, and 40% common equity. Furthermore, for
the 12-month periocd of time ended September 30, 1984, CPSL, in fact,
experienced a pre-tax interest coverage, excluding AFUDC, of 2.8 times on a
total Company basis. Thus in the words of CP&L witness Lilly, the Company has a
"strong capital structure.” The Company alsoc has sufficient financial strength,
at the very least, to produce more than even the minimum pre-tax interest
coverage, excluding AFUDC, recommended by Mr. Lilly for ‘a financially stable
A-rated electric utility.

Although witness Sessoms testified on cross-examination that certain
financial ratics for CP&L were below the average of the A-rated electrics, he
further noted that there are other factors to consider. In this regard,
witness Sessoms testified that CP&L is well within the range of ratios
exhibited by other A-rated electrics. The Company is showing improvement in
the financial ratios that use earnings in the calculation and has received
recent rate increases in all jurisdictioms in which the Company operates. Those
rate increases have pot been in effect long enough to be reflected in the
Company's operations for a full year. CP&L has also experienced this
improvement while operating under a rate of retirn penalty in North Carolina
and while undergoing its heaviest year of Harris Unit No. 1 construction
expenditures.

Witness Sessoms testified that although CP&L is, in fact, undergoing a
large comstruction program, the Company is nevertheless maintaining adequate
levels of internal cash generation so as not to adversely affect the Company's
financial stability and that in 1985 and 1986, the Company's constriction
expenditures will decrease and internal cash generation will improve even
further. Mr. Sessoms also testified that the Public Staff's recommended return
on rate base produces an approximate 4.01 times pre-tax interest coverage,
including AFUDC, or an approximate 3.2 times coverage, excluding AFUDC.
Witness Sessoms noted that the 3.2 times coverage is higher than the 3.0 times
average of the A-rated utilities for 1983 and higher than the 3.1 times
coverage implicit in the Commission's Final Order in Docket No. E-2, Sub 461 on
a North Carolina jurisdictional basis. The Majority Order in this case
generously provides for a 3.6 times pre-tax interest coverage, excluding AFUDC,
for CP&L on a North Carclina jurisdictional basis.

Public Staff witness Hsu supported Mr, Sessoms' recommendations and stated
that ‘the inclusion of additional CWIP in rate base is not needed to meet the
statutory ecriterion of G6.8. 62-133(b)(1) related to "fipancial stability."

CUCA witness Wilson stated that his apnalysis shows that CP&L's current
rates are covering operating expenses and interest and dividend requirements
and are substantially covering constructiom expenditure requirements. Dr.
Wilson testified that CP&L's present financial circumstances do not warrant the
inclusion of additional CWIP in rate base at this time because of the Company's
construction program. He stated that he did not believe that even the current
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amount of CWIP allowed CP&L is necessary to the Company's financial stability.
At the further hearing held on November 14, 1984, Dr. Wilson testified that
CP&L's financial results for the period ended September 30, 1984, have improved
substantially. For instance, Dr. Wilson testified that CP&L's net income for
the calendar quarter ended September 30, 1984, was $90.7 million, compared with
$60.2 million for the same quarter one year ago. CP&L's net income for the
twelve month period ended September 30, 1984, was $279.6 million, compared to
$235.8 million the prior year. CP&L's earnings per share for the most recent
calendar quarter were $1.20, compared with §.80 for the same period one year
ago. Thus, Dr. Wilson testified that CP&L's earnings and dividends are already
at all-time record levels even without giving effect to the rate increase
granted in this case.

CUCA witness Smith noted that there are electriec utilities which have AA
ratings with ratios similar to CP&L and BBB-rated utilities with better ratios
in some comparisons. This led Dr. Smith to the belief that these ratios are
only an indirect indicator of what the bond rating is going to be. She stated
that the ratios would not determine what the Company's bond rating would be,
but rather the rating agencies are focusing on the probability of something
going wrong with the nuclear construction program. She indicated that it is
within the Company's contrel rather than the Commission's whether or not Harris
Unit No. 1 will be successfully completed, In this regard, I note that CP&L
has, in fact, recently announced a 6-month delay with respect to the in~service
date of Harris Unit No. 1, from March 1986 to September 1986.

In my opinion, the inclusion of additionmal CWIP in CP&L's rate base in
this case may well have the effect of removing some of the Company's incentive
to bring Harris Unit No. 1 on line in the most expeditious manmer possible by
permitting CP&L to earn a cash return on that plant before it is brought imnto
service. The Commission should ensure that Harris Unit No. 1 will be completed
in a timely manner and at a reasonable cost by allowing CP&L to earn a cash
return on only that amount of CWIP absolutely necessary to the fipancial
stability of the Company. In this manner, the Commission can serve to protect
the public interest with respect to minimizing plant constructicn delays.

Furthermore, since the Majority apparently believes that CP&L‘'s financial
fortunes and additional CWIP are irretrievably bound together--then why grant
the Company a 15.25% return on common equity? Since additional CWIP in the
amount of $166,569,000 has been included ip CP&L's rate base by the Majority,
the Company's risk factor has been significantly reduced. Why, then, not allow
CP&L a rate of return of 14.7% or less? This seems to be a case of "Heads I

win, tails you lose" -- with the Company the winner and the ratepayers the
losers. I find this to be considerably less than even-handed regulatory
treatment.

In this regard, Public Staff witnesses Sessoms and Hsu testified that the
ianclusion of CWIP in rate base eliminates one of the major elements of risk to
investors of electric utilities and that should the Commission continue to
place additional CWIP in rate base for CP&L, which the Majority has dome in
this case, consideration should be given to the elimination of this risk when
setting the allowed return on equity by setting such allowed return at the
lower end of the reasonable range. Witness Hsu testified that investors in the
electric utility industry expect a common eqguity return within the range of
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15.7% to 15.9% and that for CP&L the reasonable equity return range is from
13.9% to 15.1%.

CUCA witness Wilson also testified that CP&L's allowed rate of return on
capital, particularly common equity, should be substantially reduced whenever
CWIP is permitted to be included in rate base since a major element of business
risk would thereby be eliminated.

In my opinion, the Majority has completely ignored this important
consideration in determining CP&L's rate of return, notwithstanding unsupported
and unsubstantiated recitations in the Order to the contrary. In this regard,
I find it inconceivable that the Majority could seriously maintain, as it has
in fact done, that allowance of a rate of return of 15.25% on common equity in
this case represents "the lower end of the range of reasonable and fair rates
of return for CP&L's common equity investors," given the fact that such rate of
return is even higher than those recommended by Public Staff witness Hsu at
15.2% and CUCA witness Smith at 14.5%. Both witnesses predicated their
recommended rates of return upon the disallowance of additional CWIP to CP&L in
this proceeding.

I further dissent from the decision of the Majority in this case to
amortize the Marris Unit No. 2 abandonment loss over 10 years, rather than 15
years as advocated by the Public Staff. While there is nothing magic per se
about either the 10-year or 15-year amortization period, my interest is in
seeing that the abandonment costs are shared equitably between ratepayers and
stockholders. I view that as a matter of simple fairness. A 15-year
amortization period more nearly reflects my position.

In this regard, evidence presented by the Public Staff clearly indicates
that a 15-year amortization period will result in a nearly equal sharing of the
economic costs associated with the Harris Unit No. 2 abandonment between CP&L's
ratepayers and its shareholders when compared on a present wvalue basis. The
10-year amortization period proposed by CP&L for the Harris Unit No. 2
abandonment loss would, inr my opinion, result in ratepayers bearing a
disproportionately large share of the abandonment c¢bsts. Stated on a present
value basis, ratepayers would be required to bear 64% of the abandonment costs
while CP&L's shareholders would bear only 36% of such costs. I believe a 50-50
sharing of such costs is entirely fair snd equitable to both ratepayers and
shareholders. By the Majority decision, rates now paid by CP&L customers will
be $8 million more on an annual basis than they would have otherwise been had
the Commission adopted a 15-year amortization peried for the Harris Unit No. 2
abandonment loss. Furthermore, CP&L's cost of service already includes $7.65
million on an annual basis reflecting the Company's abandonment of Harris Units
3 and 4, South River, and the Brumswick cooling towers, all of which are
currently being amortized to the cost of service over a 10-year period. In
addition, utilization of a 15-year amortization period would also serve teo
lessen the impact of the future rate increases which will necessarily be
imposed upon CP&L's ratepayers when Harris Unit No. 1 begins commercial
operation.

In conclusion, I dissent from the Majority position on CWIP because the
Company has not met the "financial stability"” test to my satisfaction and,
therefore, additional CWIP should be excluded. I also dissent from the
Majority decision to allow CP&L a rate of return on common equity of 15.25%.
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Inadequate consideration has been given to the degree to which the Company's
risk factor has been reduced by the inclusion of $663,167,000 of CWIP in this
proceeding, I further dissent from the decision of the Majority to amortize
the Harris VUnit No. 2 abandonment loss over 10 years rather than 15 years.

November 20, 1984 Ruth E. Cook
Commissioner
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DOCKET NO. E~7, SUB 338 (REVISED RIDER LC)
DOCKET NO. E-7, SUB 381 (SCHEDULE WC)

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of

Filing by Duke Power Company of Revised Rider LC )} ORDER
) APPROVING REVISED
and . ) RIDER LC AND
)} SCHEDULE WC
Filing by Duke Power Company of Schedule WC )
HEARD IN: Commission Hearing Room, Dobbs Building, 430 North Salisbury

Street, Raleigh, North Carolina, on July 17, 1984

BEFORE: Chairman Robert K. Koger, Presiding, and Commissioners A.
Hartwell Campbell and Charles E. Branford

APPEARANCES:
For the Applicant:

William Larry Porter, Associate General Counsel, and Roaald L.
Gibson, Senior Attorney, Duke Power Company, P.0. Box 33189,
Charlotte, North Carclina 28242

For the Using and Consuming Public:

James D. Little, Staff Attorney, North Carolina Utilities
Commission - Public Staff, P.0. Box 991, Raleigh, North Carolina
27602

BY THE COMMISSION: On February 27, 1984, Duke Power Company filed a
request in Docket No. E-7, Sub 338 seeking permission to implement a new
Schedule WC and a revised Rider LC. Schedule WC is designed to offer controlled
submetered electric water heating service during off-peak hours to residential
customers on Schedules R, RA and RC, Pursuant to the Commission's Order dated
November 1, 1982, in Docket No. E-7, Sub 338, Rider LC has been expanded to
include provisions for load cycling plus emergency control of electric water
heaters and control of air conditioners.

On May 1, 1984, the Commission entered an Order in Docket No. E-7, Sub 338
scheduling a hearing for July 17, 1984 at 9:30 a.m. in the Commission Hearing
Room, 617 Dobbs Building, 430 North Salisbury Street, Raleigh, North Carclina.
The Order was mailed by the Chief Clerk to all parties in Docket No. E-7,
Sub 338, and Docket No. E~7, Sub 373, required that Duke prefile its testimony
on or before June 25, 1984. .

On May 17, 1984, the Public Staff filed a Motioen requesting the Commission
to establish a separate docket number for Schedule WC. On May 24, 1984, the
Commission established Docket No. E-7, Sub 381 for the purpose of considering
Duke's proposed Schedule WC while continuing to consider revised Rider LC in
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Docket No. E-7, Sub 338. The Order scheduling the hearing on Schedule WC and
revised Rider LC entered on May 1, 1984, was affirmed in all other respects.

On June 4, 1984, pursuant to the May 1, 1984, Commission Order, Duke
prefiled the testimony of Walter E. Sikes, Manager, Load Analysis, and John N.
Freund, Manager of Rate Design.

The Public Staff filed data requests and participated in the hearing of
the case. The Public Staff did not present a witness or testimony. The
intervention of the Publie Staff is deemed recognized pursuant to Rule Ri-19(e)
of the Commission's Rule and Regulations.

Based on the foregoing, Duke's application for approval of revised Rider
LC and Schedule WC, the testimony and exhibits received into evidence at the
hearing, and the entire record with regard to this proceeding, the Commission
now makes the following

FINDINGS OF FACT

1. Duke is engaged in the ©business of developing, generating,
transmitting, distributing and selling electric power and epergy to the general
public within a broad area of central and western North Carolina, with its
principal coffice and place of business in Charlotte, North Carolina.

2. Duke is a public utility corporation organized and existing under the
laws of the State of North Carolina and is subject to the jurisdiction of this
Commission. Duke is lawfully before this Commission based upon its request for
approval of revised Rider LC and Schedule WC pursuant to the jurisdiction and
authority conferred upon the Commission by the Public Utilities Act.

3. Duke's proposed revised Rider LC responds to the Commission's Qrder
Dated November 1, 1982, in Docket No. E-7, Sub 338 and contributes to Duke's
load management program. Schedule WC reflects cost-of-service and also
contributes to Duke's load management program. Duke's Rider LC and Schedule WC
should be approved.

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

The evidence for these findings of fact is contained in the request for
approval of revised Rider LC and Schedule WC, the Commission's files and
records regarding this proceeding, the Commission's order setting hearing, and
the testimony of Duke witnesses Sikes and Freund. These findings of act are
essentially informational, procedural and jurisdictional in nature.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 3

Duke witnesses BSikes and Freund presented testimony and exhibits in
support of revised Rider LC and Schedule WC. Witness Sikes testified that
Duke, along with the State of North Carolina, recognized that economic growth
in North Carolina is healthy and necessary for a prosperous state; that a major
contributing factor is a reliable source of electricity for all cusumers; and
that in seeking this objective at the least possible cost, Duke has developed
its current lead management programs.
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Witness Sikes testified that the Company reviewed its forecasted loads and
generation capacity and coancluded that there would be off-peak periods in the
late 1980's and 1990's during which the system load would be substantially less
than the minimum level of generation capacity in service. This minimum level
of generation capacity in service includes the Company's most efficient base
load plants which cannot be cycled to follow the changes in daily load. Duke
reviewed various options for ipcreasing the system load during the off-peak
periods including off-peak heating, off-peak air conditioning, and off-peak
water heating. Proposed Schedule WC provides for controlled off-peak
submetered service for residential water heating which has availability limited
to a minimum of six hours per day.

Witness Sikes testified that the implementation of Schedule WC will not
only assist in the reduction of peak demands, but it will alsc provide for more
efficient utilization of existing facilities. Under Schedule WC the load
associated with residential electric water heaters will be moved eatirely off
peak to a period on the daily load curve when the demand on system production
is lowest. Therefore, the lower energy cost in Schedule WC reflects the lower
costs associated with providing this service.

Witness Freund described the rate design of the proposed Schedule WC and
the proposed changes to Rider LC. The proposed Schedule WC will provide for
controlled, separately metered, off-peak electric water heating service to
residential customers in areas where Duke operates load control devices. All
of the electric energy required for a qualified water heating system must be
controlled and served through a submeter to the residential customer's master
meter which measures concurrent service from Duke on Schedule R, RA or RC., The
proposed Schedule WC limits the availability of electric water heating service
to at least six off-peak hours out of 24 hours.

Witness Freund's testimony showed that the derivation of the 2.88¢/kWh
rate for the Schedule WC service is based on cost of service as determined in
Docket No. E-7, Sub 358, and is lower than the rate charged for residential
service including conventional water heating. This lower off-peak water
heating rate results from the dramatic difference between the load usage
characteristics of an off-peak water heater when compared to the average load
usage characteristics of a conventional uncontrolled water heater. Assuming
that participating WO\ water heaters would contribute no demand to the system or
class peaks, and would also cause a significant shift of energy to the daily
off-peak period, no production, transmission, or bulk distribution plant
investment is allocated by Duke to the off-peak water heating service. In
addition, the rate computation assumes that lower fuel costs would result from
the shift of energy usage to off-peak hours where it would be supplied by
relatively lower running cost generation. Therefore, the company contends that
the Schedule WC rate is cost based, and that its lower charge will encourage
participatien in the off-peak water heating program. Witness Freund further
testified under cross examination that if the more recent cost of service as
determined in Docket No. E-7, Sub 373 was utilized, the proposed 2.88¢ per kWh
would be reduced to 2.80¢ per kWh. Duke filed Freund exhibit 3 and supporting
work papers for the 2.80¢ per kWh rate on July 24, 1984 at the request of the
Public Staff.

Witness Freund testified that the proposed change in Rider LC is in
response to the Commission's Order dated November 1, 1282, in Docket No. E-7,
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Sub 338. As proposed, load controlled customers will contimue to have the
option of the current credits “for water heating and air conditioning load
control subject to emergency interruption (Category A) or higher credits on the
pew option of water heating and air conditioning contrel subject to both
emergency interruption and’ cycling interruption (Category B). No change has
been proposed to the current emergency interruption Fprogram either in
administration or the credits payable to participants.

The Fublic Staff, althougi not presenmting any witnesses or testimony,
utilized six -exhibits in cross-examining witnesses Sikes and Freund. The basic
areas encompassed by the Public Staff's cross-cxamination were the revenue
effect of the implementation of Schedule WC, benefits resulting from the
implementation of Schedule WC, the basis of the 2.88¢/kWh Schedule WC rate, and
the reporting of information concerning progress in‘ implementing Schedule WC
and revised Rider LC. ’

In seeking information on'Duke's filing, the Public Staff ‘requested that
Duke make a calculation of possible revenue loss if 550,000 residential
customers (Duke's goal) subscribed to the WC rate by 1995. In respomse to the
Public Staff's request, Duke calculated that the possible revenue loss would be
$45,462,000 in the North Carolina retail jurisdictien. 1In -a subsequent
response to a Public Staff Data Request, and on cross-examination of the’
witnesses at the hearing, Duke indicated that proposed Schedule WC is being
implemented in order to reduce the peak load, to release generating capacity to
meet the peak load, to avoid the- cost of constructing additional generating
capacity in the future, and to reduce fuel expenses as well as non-fuel O&M4
expenses due to less cycling of large units.

Based on the assumption that all Schedule WC customers are placed on the
Duke system today, calculations would show a revenue differential between the
WC rate and their present rate. Witness Sikes testified that if the Rider WC
program is successful, the load shifted from the peak to the off-peak period is
projected to provide 210 MW of released generation capacity systemwide by 1995,
and that the benefit of this released capacity and avoidance of new
construction will be sufficient to outweigh the revenue differential between
the WC rate and the present rate for WC customers.

On cross-examination concerning the payback period for an individual
customeér who uses Schedule WC, witness Sikes testified that as a general ‘rule a
typical payback period would be three to four years.

The Public Staff alse questioned witnmess Sikes concerning the Company
filing semianmual reports for the next five years if the Commission approved
the proposed Schedule WC. The reports would detail the hours that water
heaters were controlled, the number of customers on Schedule WC, the amount of
water heater capacity of each customer, the numbér of custdmers that provide
additional storage, and the number of complaints received. Witness Sikes
stated that Duke could comply with the filing of such semiannual reports.

In regard to the proposed cycling addition to Rider LC, witness Sikes was
questioned as to whether Duke would oppose filing quarterly reports for the
next two years indicating the hours that appliances were controlled, the load
reduction resulting from control, and the number of customers -on the cycling
program. ‘The Public Staff also inquired as to Duke's position with respect to
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a study on the cost effectiveness of cycling load control and a two-year
semiannual report on customer acceptance, customer inconvenience and cost
effectiveness on Rider LC. Witness Sikes concurred that Duke would furnish the
described reports if requested.

The Cempany contends that the proposed Schedule WC will make 2 significant
contribution toward Duke's objective of keeping the unit cost of electricity as
low as possible for all customers. The Commission recognizes that it will take
a number of years for the Company to succeed in modifying the usage pattern of
a significant number of residential customers in order to achieve the long
range objective of this aspect of the Company's load mamagment program. The
proposed Schedule WC appears to be an appropriate step which should be approved
by this Commission.

IT 15, THEREFORE, ORDERED as follows:

1. That Duke's Schedule WC (NC) Residential Water Heating Service,
Controlied/Submetered, as filed, with an amended rate of 2.80¢/kWh, is approved
and effective on the date of this Order.

2. That Duke's revised Rider LC (NC) Residential Load Control as filed is
approved and effective on the date of this Order.

3. That Duke shall file for Schedule WC semiannual reports for five years
beginning with the period ending June 30, 1985, indicating the hours that water
heaters were controlled, the number of customers on Schedule WC, the amount of
water heater capacity of each customer, the number of customers that provide
additional storage, and the number of complaints received.

4. That Duke shall file for Rider LC quarterly reports for two years
beginning with the period ending December 31, 1984, indicating the hours that
appliances were controlled, the load reduction resulting from coatrol, and the
number of customers on the cycling program. Additionally, Duke shall begin a
study on the cost effectiveness of cycling load control and provide for two
years an annual report including comments on customer acceptance and customer
inconvenience.

ISSUED BY ORDER OF THE COMMISSION.
This the 28th day of August 1984.
NORTH CAROLINA UTILITIES COMMISSIGON
(SEAL) Sandra’ J. Webster, Chief Clerk



278

ELECTRICITY - RATES

-~
DOCKET NG. E-7, SUB 373
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION
In the Matter of
Application by Duke Power Company for ) ORDER GRANTING PARTIAL
Authority to Adjust and Increase Its ) INCREASE IN RATES AND
Electric Rates and Charges ) CHARGES
HEARD IN: The Council Chambers, City Hall, 101 City Hall Plaza, Durham,

BEFORE:

APPEARANCES :

North Carolina, on March 20, 1984

Courtroom, McDowell County Courthouse, Marion, North Carolina,
on March 21, 1984

The Commissioners' Board Room, Fourth Floor, Ceunty Office
Building, 720 East Fourth Street, Charlotte, North Carolima, on
March 21, 1984

Council Chambers, Second Floor, City Hall, 101 North HMain
Street, Winston-5alem, North Carolina, on March 21, 1984

Auditorium, Guilford County Social Services Building, 301 North
Fugene Street, Greensboro, North Carolina, on March 21, 1984

The Cormission Hearing Room, Dobbs Building, 430 North Salisbury
Street, Raleigh, North Carolima, on April 3-6, April 10-13, and
April 17, 1984

Chairman Robert K. Koger, Presiding; and Commissioners Edward
B. Hipp and A. Hartwell Campbell

For the Applicaat:

Steve C. Griffith, Senior Vice President and General Counsel,
George Ferguson, Vice President and Deputy General Counsel,
William L. Porter, Associate General Counsel, and Ronald L.
Gibson, Senior Attorney, Duke Power Company, 422 South Church
Street, Charlotte, North Carolina 28242

Clarence W. Walker, Xemnedy, Covington, Lobdell & MHickman,
Attorneys at Law, 3300 NCNB Plaza, Charlotte, North Carolina
28280

For the Public Staff:

Paul L. Lassiter, James D. Little, and Michael L. Ball, Staff
Attorneys, Public Staff, North Carolina Utilities Commissien,
P.0. Box 991, Dobbs Building, Raleigh, North Carolina 27602
For: The Usirg and Consuming Public
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For the Attorpey General:

Jo Anne Sanford, Special Deputy Attorney General, Steven F.
Bryant, Assistant Attorney General, and Angeline M. Maletto,
Associate Attorney General, WNorth Carolina Department of
Justice, P.0. Box 629, Raleigh, North Carolina 27602

For: The Using and Consuming Public

For the Intervenors:

Thomas R. Eller, Jr., Attorney at Law, P.0. Drawer 27866,
Raleigh, North Carolina 27612
For: Carolina Utility Customers Association

Williaw I. Thornton, Jr., City Attorney, City of Durham,
101 City Hall Plaza, Durham, North Carolina 27701
For: City of Durham

Sam J. Ervin, IV, Byrd, Byrd, Ervin, Blanton, Whisnant and
McMahon, P.A., Attorneys at Law, P.0. Drawer 1269, MHorganton,
North Carolina 28655

For: Great Lakes Carbon Corporation

M. Travis Payne, Edelstein & Payne, Attorpeys at Law, P.O.
Box 12643, Raleigh, North Carolina 27605
For: Kudzu Alliance

Carson Carmichael, III, Bailey, Dixon, Wooten, McDonald &
Fountain, Attorneys at Law, P.0. Box 2246, Raleigh, North
Carolina 27602

For: Carolinma Industrial Group for Fair Utility Rates

BY THE COMMISSION: On November 30, 1983, Duke Power Company (Applicant,
Company, or Duke) filed am application with the North Carolinma Utilities
Commission seeking authority to adjust and increase electric rates and charges
for its retail customers in North Carolina. Said application seeks rates that
produce approximately $212,816,000 of additional annual revenues from the
Company's North Carolina retail operations when applied to a test period
consisting of the 12 months ended June 30, 1983, an approximate 13.6% increase
in total North Carolina retail rates and charges. The Company requested that
such increased rates be allowed to take effect for service rendered on and
after December 28, 1983. The principal reasons set forth in the application as
necessitating the requested increase in rates were: (1) the inclusion in rate
base of Unit 2 of the McGuire Nuclear Station as plant in service on a pro
forma basis; (2) expenditures for construction work in progress applicable to
one-half of the Company's portion of ownership of the Catawba Nuclear Station;
(3) increase in the Company's allowed return on common equity; (4} increased
operating expenses; and (5) investment in additional plant not reflected in
current rates.

In addition, Duke's application requested an interim rate increase of $91
million or 5.38%, effective for service rendered on and after the date of
commercial operation of Unit No. 2 at the McGuire Nuclear Station, subject to
refund after hearing and pending final order inm this docket.
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On December 13, 1983, Carolina Industrial Group for Fair Utility Rates
(CIGFUR II1) filed its Petition to Intervene. By Order dated December 19,
1983, the Commission allowed that request to intervene.

On December 14, 1983, the Public Staff filed a Notice of Intervention and
a Motion which asked that Dunke's application for an interim rate increase be
dismissed and concurred in Duke's request to defer fuel savings attributable to
pre-commercial operation of McGuire Unit 2 and to resolve the ultimate
disposition of these savings in the general rate proceeding. On December 13,
1983, the Attorney General filed a Motion for Denial of Interim Rates and
Denial of Certain Accounting Treatment. On December 19, 1983, Duke filed a
Response to Motions of the Public Staff and the Attoxney General.

On December 21, 1983, Great Lakes Carbon Corporation filed a Petition to
Intervene and Motion with respect to Duke's request for interim rate relief.
By Order of December 27, 1983, the Commission allowed the request to intervene.

On December 27, 1983, the Commission issued an Order declaring Duke's
application to be a general rate case pursuant to G.S. 62-137, suspending
Duke's proposed rates pursuant to G.5. 62-134 for a period of up to 270 days
from the proposed effective date of such rates, denying Duke's request for
interim rate relief, scheduling public hearings on the application,
establishing the test period, and requiring Duke to give public notice of its
application and the hearings scheduled by the Commission.

On January 5, 1984, there was filed in this docket with the Commission a
Petitién to Intervene by Kudzu Alliance. By Order of January 6, 1984, that
request to intervene was allewed. On January 31, 1984, there,was filed in this
docket with the Commission a Petition to Intervene by the North Carclina

‘Municipal Power Agency No. 1. By Order of February 3, 1984, that request to
intervene was allowed. On TFebruary 2, 1983, Carolina Utility Customers
Association, Inc. (C.U.C.A.), filed a Petition to Intervene. By Order of
February 6, 1984, C.U.C.A.'s request to intervene was allowed. On March 8,
1984, the City of Durham filed a Petition to Intervenme. By Order of March 12,
1984, the request to intervene was allowed.

Both the Public Staff and the Attorney General intervened in the case by
either filing a formal petition and/or by appearing at the hearings. The
interventions of the Public Staff and the Attorney General are deemed
recognized.

Prior to and during the course of the hearings, motions were made -and
Orders were entered relating thereto, all of which are matters of recerd.
Additionally, pursuant to various Commission Orders or requests, also of
record, various parties were directed or permitted to file and serve certain
late filed exhibits, either during or subsequent to the hearings held in this
matter.

Public hearings were held as scheduled by the Commission for the specific
purpose of receiving testimony from public witnesses. The following persons
appeared and testified:

Durham - Wayne Campbell, Bob Brinkmeyer, Tommy Bland, Beth Gassertlyon,
Elliott Ervine, Manie Geer, W.E. Jarboe, Tom Harris, William A. Stokes,
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Ebert L. Pierce, Lorisa Seibel, Paul Luebke, Kenny Foscue, Elisa Welper,
Howard Sherman, A.E. 8pears, Jr., Willie C. Lovett, Frieda Kocher,
Geoffrey Wychoff, Laura Drey, Laurie Tyler, Elena M., Yott, Ben Edwards,
and Ed Norman.

Marion - D.A. Greyson, Charles McGinnis, James Y. Duncan, William
Salisbury, Hank Taylor, Harley Edwards, Bill Burleson, Sam Glenm, Clyde
Pearson, John English, Haskell Davis, Bill Wiseman, David Gibson, William
E. HMartin, Grady Kelly, Glenn Spaulding, Marleen Buchanan, Myrna Woody,
Henry Allison, and Stuart Buchanan.

Greensboro ‘- Charles V. Bettini, Stanley Timblin, Carlyle Wooten, Dorothy
Bardolph, Mrs. A.F. Klein, ILula Chambers, H.C. Simpson, and Ada Hooker.

Winston-Salem - Gordon Miller, Henry Drexler, Bob Wienberry, Tommy Griggs,
Benny Morgan, Luther Jones, Verdola Keller Watson, Bill Crow, Charles
Fichen, Ernest Fruitt, Marshall Tyler, and Terri Alexander.

Charlotte - George R. Morgan, C. Brown Ketner, Tandon Wyatt, Jack Baker,
Tom Conrad, James Greene, Jr., Thurman Nail, F.M. Luther, S0l Badanna,
Kenneth Jordan, Charles A. Hunter, Carolyn Myers, Jess Riley and Helvin
Whitley.

Raleigh - Joseph R. Overby.
As previously ordered, the case in chief came on for hearing on April 3,
1984. The Applicant presented the testimony and exhibits of the following

witnesses:

1. William S. Lee, Chairman of the Board and Chief Executive Officer of
Duke (direct testimony);

2. Dr. Willard T. Carleten, Kenan Professor of Business Administration
(direct and rebuttal testimony);

3. William R. Stimart, Vice President, Regulatory Affairs of Duke
(direct and rebuttal testimony);

4, M.T. Hatley, Jr., Vice President, Rates of Duke (direct testimony);
and

5. Dr. Edward W. Erickson, Professor of Economics and Business, North
Carolina State University (rebuttal testimony).

The Public Staff presented the testimony and exhibits of the following
witnesses:

1. Benjamin R. Turner, Jr., Engineer with the Electric Division of the
Public Staff;

2. Timothy J. Carrere, Engineer with the Electric Division of the Public
Staff;
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3. Thomas S. Lam, Engineer with the Electric Divisien of the Public
Staff,

4. Michael W. Burnette, Engineer with the Electric Division of the
Public Staff;

5. James Hoard, Accountant with the Accounting Division of the Public
Staff.

6. John J. Salengo, Accountant with the Accounting Division of the
Public Staff;

7. Hsin-Mei C. Hsu, Director, Economic Research Division of the Public
Staff; '
8. George T. Sessoms, Jr., Economist with the Economic Research Division

of the Public Staff.

The Intervenor Kudzu Alliance presented the testimony and exhibits of
Wells Eddleman.

The Intervenor Carolina Utility Customers Association presented the
testimony and exhibits of Drs. J.W. Wilson and Caroline M. Smith of J.W. Wilscn
and Associates, Ine., Washington, D.C.

The Intervemor Carolina Industrial Group for Fair Utility Rates presented
the testimony and exhibits of Nicholas Phillips, Jr., Consultant with the firm
of Drazen-Brubaker and Associates, Inc.

Based upon the verified application, the testimony and exhibits received
into evidence at the hearings, and the record as a whole of these proceedings,
the Commission now makes the following

FINDINGS OF FACT

1. Duke is engaged in the business of developing, generating,
transmitting, distributing, and selling electric power and energy to the
general public within a broad area of central and western North Carolina, with
its principal office and place of business in Charlotte, North Carolina.

2. Duke is a public utility corporation organized and existing under the
laws of the State of North Carolina and is subject to the jurisdiction of this
Commission. Duke is lawfully before this Commission based upen its application
for a general increase in its North Carclina retail rates and charges pursuant
to the jurisdiction and authority conferred upon the Commission by the Public
Utilities Act.

3. The test period for purposes of this proceeding is the 12-menth
period ended June 30, 1983, adjusted for certain known ' changes based upon
circumstances and events occurring up to the time of the close of hearings in
this docket.

4. By dits application, Duke seeks rates designed to produce
jurisdictional revenues of $1,773,774,000 based upon a test year ending
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June 30, 1983. Revenues under present rates, according to the Company, were
$1,560,958,000, thereby necessitating an increase of $212,816,000.

9= The overall quality of electric service provided by Duke to its North
Carolina retail customers is adequate.

6. The summer coincident peak method as discussed herein is the only
method proposed for determining jurisdictional costs and for making fully
distributed cost allocations between customer classes in this proceeding.
Consequently, each finding of fact appearing in this Order which deals with the
overall level or rate base, revenues, and expenses for North Carolina retail
service has been determined based upon the Summer CP cost allocation method.

r i The Catawba-McGuire Reliability Exchange provisions of Duke's
Interconnection Agreements with N.C. Municipal Power Agency #1, N.C. Electric
Membership Cooperatives, and Saluda River Electric Membership Cooperative
should be reflected in fuel expenses and the demand jurisdictional allocation
factor. Therefore, each finding of fact determined herein reflects the
Catawba-McGuire Reliability Exchange provisions of the Interchange Agreements.

8. A base fuel component of $1.2652¢ per kWh (excluding gross receipts
tax) is appropriate for this proceeding, reflecting a reasonable base fuel cost
of $380,914,000 for North Carolina retail service.

9. A §79,022,000 working capital allowance for fuel inventory is
appropriate for North Carolina retail service in this proceeding, consisting of
$75,517,000 for coal inventory and $3,505,000 for fuel oil inventory.

10. The reasonable allowance for working capital is $213,085,000.

11. Duke's request to include $112,538,000 of construction work in
progress (CWIP) in the Company's rate base is not necessary to the financial
stability of the Company and is not in the public interest in this case.

12. Duke's McGuire nuclear generating unit 2 was declared commercial on
March 1, 1984, is used and useful in providing electric utility service
rendered to the public within this State, and was used and useful within a
reasonable time after the end of the test period and prior to the time the
hearings herein were closed. The Company is entitled to collect rates based
upon the inclusion of McGuire Unit 2 in its cost of service.

13. Duke's reasonable original cost rate base used and useful in
providing service to the public within the State of North Carolina is
$2,950,519,000; consisting of electric plant in service of §4,493,942,000,
allowance for working capital of $213,085,000, reduced by accumulated
depreciation and amortization of $1,433,735,000, accumulated deferred income
taxes of $311,120,000, and operating reserves of $11,653,000.

14. The appropriate gross revenues for Duke for the test year, under
present rates and after accounting and pro forma adjustments, are
$1,563,290,000.

15. The reasonable level of test year operating revenue deductions for
the Company after normalized and pro forma adjustments is $1,273,692,000.
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16. The reasonable capital structure to be employed as a basis for
setting rates in this proceeding is composed as follows:

Item Percent
Long-term debt 45.83%
Preferred stock 12.09%
Common equity 42.08%

Total 100.00%

17, The Company's proper embedded costs of debt and preferred stock are
9.73% and 8.74%, respectively. The reasonable rate of return for Duke to be
allowed the opportunity to earn on its common equity is 15.25%. Using a
weighted average for the Company's costs of long-term debt, preferred stock,
and common equity, with reference to the reasonable capital structure
heretofore determined, yields an overall fair rate of return of 11.93% to be
applied to the Company's original cost rate base. Such rate of return will
enable Duke, by sound management, to produce a fair return for its
shareholders, to maintain its facilities and service in accordance with the
reasonable requirements of its customers, and to compete in the market for
capital funds on terms which are reasonable and fair to customers and existing
investors.

18. Based upon the foregoing, Duke should be authorized to increase its
annual level of gross revenues under present rates by $130,969,000. The annual
revenue requirement approved herein is $1,694,259,000 which will allow Duke a
reasonable opportunity to earn the rate of return on its rate base which the
Commission has found just and reasonable. The revenue requirement approved
herein is based upon the original cost of Duke's property used and useful in
providing service to its customers and its reasonable test year operating
revenues and expenses as previously set forth in these findings of fact.

19. The rate blocks in all major rate schedules should be flattened.

20. The summer/winter differentials in the residential rate schedules
should be maintained at the same percentage differences as contained in the
present rates.

2% The separate (Hopkinson type) demand charge in the major
nonresidential rate schedules should be increased to the levels proposed by the
Company.

22. The time of use rate schedules GT and IT should be made available to
all general service and industrial customers having appropriate metering
facilities and located at or near transmission facilities and otherwise
qualifying, provided such service is offered on the basis that the Company will
incur no additional expenses not recovered through its approved rates and
charges.

23. The rate designs and rate schedules proposed by the Company, except
for the modifications thereto as described herein, are appropriate and should
be adopted.
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EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 1, 2, 3, AND 4

The evidence for these findings of fact is contained in the verified
application, the Commission's files and records regarding this proceeding, the
Commission Order setting hearing and the testimony of Company witness Stimart
and Public Staff witmess Hoard. These findings of fact are essentially
informational, procedural, and jurisdictional in nature and are, for the most
part, uncontested.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT RO. 5

The evidence for this finding of fact is found in the testimony of Company
witnegs Lee and the various public witnesses who appeared at the hearings in
Marion, Charlotte, Winston-Salem, Greemnsboro, and Durham. The Commission notes
that the record contains little, if any, evidence which would even suggest any
problems with respect to the adequacy of Duke's service. A  careful
consideration of all of the evidence relating to this issue leads the
Commission to conclude that the quality of service being provided to retail
customers in North Carolina by Duke is adequate.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 6

Company witness Hatley, Public Staff witness Turner, Carolinaz Industrial
Group for Fair Utility Rates (CIGFUR) witness Phillips, and Kudzu Alliance
witness Eddleman presented testimony and evidence regarding the proper cost
allocation methodology.

The Company provides retail service in two states as well as wholesale
service. For this reason, it is necessary to allocate the cost of service
between the several wholesale and retail jurisdictions and between customer
classes within each jurisdiction.

Company witness Hatley testified that, consistent with its past practice,
the Company proposes to use the summer coincident peak (Summer CP) methed for
cost allocatien in this proceeding. The Summer CP method allocates 106% of
production plant (and related expenses) based on jurisdictional and customer
class contribution to the system's one-hour peak during the summer. A
customer's demand during other peak hours will have no impact on the
distribution of preduction plant (and related expenses) under the Summer CP
method.

Public Staff witness Turner testified that, in this proceeding, the Public
Staff does not oppose the use of the Summer CP allocation method as proposed by
the Company, pending the completion of the 8,760-hour study ordered by the
Commission in Docket No. E-7, Sub 358. The 8,760-hour study is an undertaking
to allocate both fixed and variable costs of each generating plant to the hours
in which said plant is actually operated. The resulting costs would then be
used to assign hourly costs te each customer class based on the hourly loads of
each class.

Even though the Public Staff did not oppose the Summer CP method in this
case, witness Turner did point out that an optimal cost allocation method
should take into consideration both the summer and winter peaks and should
allocate a portion of production plant and related expenses based on average

-



286 ELECTRICITY - RATES

demand. Both the summer peak and the winter peak are dominant system peaks, as
indicated by Turnmer Exhibit BRT-2 which shows that the actual winter peak has
exceeded the summer peak in nine of the last 10 years on a seascnal basis.

Company witness Hatley stated that the winter peak does not impact costs
because it is an artificial peak stimulated by the Company's offering of lower
rates to all-electric customers in order to encourage a winter heating load.
In contrast to the nature of the winter peak, he characterized the summer peak
as an uncentrolled cooling load. Witness Turner stated that, while Duke may
have initially encouraged a winter peak by offering all-electric rates, the
winter peak now appears to be growing on its own, as illustrated by the growing
importance of the winter peak to CP&L, Vepco, and other companies in the
southeast ragion.

Although acceding to the use of the Summer CP method in this case, witness
Turner reiterated the Public Staff's position that a portion of production
plant should be allocated by average demand (i.e., by kWh). Witness Turner
pointed out that if base leoaded units, such as nuclear units, were able to
operate only for short periods of time, the construction of such units could
never be justified. It is, therefore, logical for the allocation method to
assign a share of the capital cost for base load units to those customers who
create the need for base load capacity.

In the Company's last rate case, the Commission concluded that the
controversy surrounding cost allocations might be resolved or greatly
alleviated by means of a cost allocation study which assigns hoth fixed costs
and variable costs to each of the 8,760 hours of the year. The Company's
interim report regarding said 8,760-hour study indicated that the study would
cost $18,000,000 per year while the alternative study of 2,016 hours could cost
$600,000. The Commission takes judicial notice of the Public Staff's Response
to that interim report, filed on April 18, 1984, in Docket No. E-7, Sub 358,
which questions those cost figures.

The Public Staff recommended that the Commission continue the 8,760-hour
study in order to determine variations in system costs between on-peak and
off-peak periods, system cost differentials between seasons, and the resulting
distribution of the fixed investment in production plant. Witness Turner
suggested that the high costs (i.e., Duke alleges $18 million per year) of
attempting to achieve a 90% statistical accuracy in hourly assignment of costs
to all customer classes could be aveided by the hourly assignment of costs to
those customer groups which do not require additional meters for load research,
such as the large industrial customers. The results of such a modified
8,760-hour study would enhance the present cost-of-service studies by providing
support for present rate design features such as time-of~day rates, seasonal
differentials, multiple use blocks, and cost differentials by load factor which
cannot be obtained from the present cost-of-service studies.

Witness Phillips' testimony supported the Company's Summer CP method, but
also indicated that the winter peak was large enough to deserve some
recognition in the cost alleocation process. Witness Phillips would not
recommend proceeding with the 8,760-hour study because of its alleged cost and
the lack of desire for such a study by industrial customers. Witness Phillips
recommended that, if the study is done, the industrial customers not be forced
to pay for it because they do not want it.
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Kudzu Alliance witness Eddleman’s rebuttal testimony offered criticisms of
various cost allocation methods, including the Summer CP method, but did not
propose an alternative cost allocation method.

The Commission is of the opinion that it should adopt the Summer CP method
for allocating costs in this proceeding. However, in view of the continuing
controversy regarding cost allocation methodology, it is further of the opinion
that it should require several of the cost allocation methodologies to be
utilized by the Company in its next general rate application.

The Ceommission is also of the opinion that the 8,760-hour study could
clarify many of the contentions of the parties regarding the appropriate cost
differentials between summer usage and winter usage, and between on-peak usage
and off-peak usage. It could also clarify many of the contentions of the
parties regarding appropriate cost levels for "tail blocks'" in industrial
rates, and regarding the distribution of fixed costs for base load plants in
such a way as to reflect the fuel savings from such plants.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 7

The evidence with respect to this finding of fact is ceontained in the
testimony of Company witness Stimart, Public Staff witness Hoard,-and C.U.C.A.
witness Wilson.

Company witness Stimart described the Catawba-McGuire Reliability Exchange
provisions of their Interconnection Agreements, with the Catawba buyers in his
rebuttal testimony as follows:

"The reliability exchange provisions of the contract provide that the
joint owners will share the total generation from both the McGuire
and Catawba Nuclear Generating Stations. That is, the joint owners
are contractwally entitled to generation from the McGuire Station
when the Catawba Station is not operating. Similarly, the Company is
contractually entitled to generation from the Catawba Station when
the McGuire Station is not operating. This arrangement fairly
spreads the impact of nuclear outages between the Company and the
joint owners, thereby reducing risk."

The reliability exchange provisions of the contracts' effects on the two
majer items, fuel expenses and the demand jurisdictional allocation factor,
have been reflected in both the Company and the Public Staff presentations in
this proceeding. This exchange, at the presemt time, results im a transfer of
McGuire generated energy at its energy cost to the Catawba buyers without any
significant demand costs. This impacts the North Carolina retail ratepayers by
requiring them to pay for McGuire capacity which does not directly serve them
at this time.

The Intervenors, primarily C.U.C.A. and Great Lakes Carbon, contend that,
since Duke has included in the test period in this case all capital and
operating costs for the two (2) McGuire Units as charges to be paid by the
North Carolina retail customers, but during that time had effectively dedicated
429 mW of the McGuire capacity to serve the Power Agency for nonjurisdictional
purposes and will continue to do so indefinitely, the test year capital and
operating costs for McGuire Units Nos. 1 and 2 must be adjusted through
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reallocation so as to remove such capital costs and operating expenses from
attribution to North Carolina retail customers for rate-making purposes in this
jurisdiction. The witness for C.U.C.A., Dr. John W. Wilson, testified as
follows:

"Under the Company's allocatien procedure, North Carolina Tretail
customers would be required to make current payments fully supporting
that portion of McGuire plant costs that are devoted to Power Agency
service. Duke's cost of service study treats the Power Agency as
making no contribution for that capacity. Also, under Duke's cost
allecation procedure, energy provided to the Power Agency obtains a
revenue offset equal to only McGuire nuclear running costs rather
than Duke's higher overall system fuel costs. In order to rectify
this situation, Duke's test year jurisdictionmal retail cost
allocation should be adjusted so as to spare retail ratepayers that
portion of the gemeration plant allocation and power productiom costs
that are obviously attributable service that is being provided to the
Power Agency."

Dr. Wilson testified that if his position on this matter was adopted, then
Duke's test period gross jurisdictional revenue requirement would be decreased
by approximately $35,788,000.

The Commission concludes that it is proper to reflect the Catawba-McGuire
Reliability Exchange provisions of Duke's contracts for the purchase and sale
of the Catawba plants to the North Carolina Municipal Power Agency No. 1, North
Carolina Electric Membership Cooperative, and Saluda River Membership
Cooperative in this proceeding in the manner proposed by the Company and
accepted by. the Public Staff. In support of this conclusion it is observed
that the reliability exchange is embodied in contracts which have been approved
by this Commission. These contracts should be either accepted or rejected in
their entirety. Undesirable features of.the contracts cannot be isclated and
removed without changing the overall intent and effects of the contracts. If
the Commission were to not reflect the reliability exchange features of the
contracts, it would be inappropriate for the Commission to reflect the benefits
associated with the sale. Among these benefits are the reliability exchange
from the Catawba buyers ownership interests in Catawba to Duke's ratepayers,
the reduced cost of building Catawba due to the municipal and EMC financing
advantages, and the current low embedded cost of Duke's debt compared to what
it would have been had Duke been required to sell bonds. Finally, it is
observed that additional benefits associated with Catawba Unit No. 1 will begin
accruing to Duke's North Carolina retail ratepayers in the late summer or early
fall of 1984. Nuclear fuel is now scheduled. to be loaded into Catawba Unit
No. 1 in July of this year. During the pre-commercial testing of the Catawba
Unit, which will commence shortly after fuel loading, it is very likely that
substantial fuel savings will oceur. Such savings will be placed in a deferred
account and subsequently amortized as a reductien to the cost of service. As
previously stated, it is anticipated that these savings will begin to accrue in
late summer or early fall of 1984. Ratepayers. should begin receiving the
‘benefit of this deferred reduction in fuel cost in the summer or early fall of
1985.

Consistent with the foregoing, all findings of fact contained within this
Order, relating to fuel expense and demand allocation factors, reflect the
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effect of the Catawba-McGuire Reliability Exchange provisions of Duke's
Interconnection Agreements with the various Catawba buyers as proposed by the
Company and as concurred in by the Public Staff.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 8

Company witness Stimart, Public Staff witness Lam, C.U.C.A. witness
Wilson, and Kudzu witness Eddleman presented testimony and exhibits regarding
the fuel component to be included in base rates in this proceeding. The
recommended fuel component ranges from witness Eddleman's low of 1.19¢ kWh
(with McGuire No. 2) to witness Stimart's 1.2780¢/kWh.

On November 30, 1983, witness Stimart prefiled his fuel pro forma
calculation resulting in a fuel component of 1.2732¢/kWh (excluding gross
receipts tax). The basic generation assumptions utilized were as follows:
(1) Oconee 1, 2, and 3 and McGuire 1 would operate at a 62% capacity factor and
McGuire 2 would operate at an annualized 60% capacity factor; (2) median
conventional hydro generation; (3) three-year (1980-1982) average pumped
storage and combustion turbine generation; (4) September 1983 fuel values; and
(5) only the fuel portion of power transactions included in fuel cost.

On March 27, 1984, Public Staff witness Lam prefiled a base fuel
computation of 1.2441¢/kWh (excluding gross receipts tax). Witness Lam’s basic
generation and fuel cost assumptions were as follows: (1) acceptance of Duke's
prefiled nuclear capacity factor figures because they were extremely close to
those of the North American Reliability Council (NERC); (2) Duke's most recent
historical median conventional hydro generation; (3) seven-year pumped storage
generation was adjusted due to pumped storage stream flow generation included
in historical median conventional hydro generation; (&) two-year average
(1982-1983) combustion turbine generation; (5) remaining fossil and purchase
transactions were prorated according to actual test period generation ratios;
(6) January 1984 fuel values; and (7) reclassification of the amortization of
natural gas connections as other O&M.

On March 27, 1984, C.U.C.A. witness Wilson prefiled testimony which
addressed what he considered to be an unrealistically high level of combustion
turbine generation included by Duke in arriving at its fuel factor. Dr. Wilson
computed a base fuel factor of 1.2723¢/kWh based on the average combustion
turbine and Marshall plant generation for 1982 and 1983.

Witness Stimart subsequently testified that the price of new nuclear fuel
going into Oconee 3 and McGuire 1 should be rolled into the embedded cost of
fuel in all reactors for a burn cost of 4.83 mills/kWh. Witness Lam agreed
during cross-examination that the roll-in of the new nuclear fuel would be
correct because the nuclear units are scheduled to be in service before the
close of the hearing. For cocal pricing, witness Stimart recommended that the
average composite weighted coal contract prices as of April 1, 1984, of
$47.92/ton be utilized instead of the actual January 1984 inventory value of
547 .41/ton used by witness Lam. Witness Lam pointed out that the prices
recommended by witness Stimart are for future coal deliveries and thus do not
reflect the lower price of coal already in inventory.
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The Public Staff subsequently recommended in its proposed order a base
fuel component of 1.2652¢ per kWh, which incorporates the 0.483¢ per kWh
nuclear fuel cost proposed by the Company.

The Commission is of the opinion that the uncertainties associated with
the appropriate unit price of coal, the appropriate generation mix, and the
appropriate total kWh to be generated should be borne in mind when adopting a
normalized base fuel component for this proceeding. Generally, the Public
Staff and the Company are in agreement that the noymalized nuclear capacity
factor should be 62% for McGuire Unit 1 and QOconee Units 1, 2, and 3, and it
should be 60% for McGuire Unit 2. They also are in agreement on the unit price
of nuclear fuel and on line losses associated with total generation. The
Public Staff’s position appears to be more reasonable regarding normalized
pumped storage generation, and the Company has conceded that it deoes not plan
to use combustion turbine generation.

The Commission concludes that the appropriate normalized base fuel
component for this proceeding is 1.2652¢ per kWh (excluding gross receipts
tax), which results in a base fuel cost of $380,914,000.

In evaluating the 1.2652¢ per kWh base fuel compoment adopted herein, the
Commission has carefully considered each élement in the generation mix,
including generation by nuclear fuel, fossil fuels and hydro, and including
intersystem purchases and sales. The contribution by each element of the
generation mix which was utilized to produce the 1.2652¢ per kWh base fuel
component is judged to be just and reasonable.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO..9

The evidence bearing on the appropriate level of fuel inventory was
presented by Company witness Stimart and Public Staff witness Burnette. Duke
included in its working capital allowance the zmount of $81,692,000 for coal
inventory and $3,505,000 for fuel oil inventory. In contrast, the Public Staff
included in its working capital allowance the amount of §$75,517,000 for coal
inventory and §3,505,000 for fuel oil inventory.

Since the Public Staff and the Company agree on the appropriate inventory
level of fuel oil to be used in this proceeding, the Commission concludes that
the amount of $3,505,000 represents a proper allowance for fuel oil inventory
in this proceeding. However, a difference arises between the Public Staff and
the Company on the issue of working capital allowance for coal inventory.

Witness Stimart proposed a $141,603,000 investment allowance for coal
inventory on a systemwide bases, or 581,692,000 for the N.C. retail
jurisdiction. Witness Stimart based his proposal on a 3,040,000-ton inventory,
which is the same level inventory utilized in the Company's previous rate case.
The 3,040,000-ton inventory would provide an 80~day supply based on the
38,000-ton daily burn rate used in the last rate case. He acknowledged on
cross-examination that the Company was now in the process of reassessing what
its daily coal requirements should be on an ongoing basis in light of the
expected operating characteristics of the system with McGuire Unit 2 in
service. The 3,040,000 tons wculd provide a 101-day supply based on the
30,000-ton daily burn rate calculated by the Public Staff.
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Witness Burnette recommended a $130,900,000 investment allowance for coal
inventory on a systemwide basis, or §75,517,000 for the N.C. retail
jurisdiction. His recommended 2,800,000-ton coal inventory would provide a
93-day supply based on a 30,000-ton daily burn rate. Witness Burnette
calculated the 30,000~ton daily burn rate based om the normalized coal
generation utilized by the Public Staff to calculate fuel costs in this
proceeding, plus the historical fossil heat rate and the actual heat value of
the coal used by the Company. The 2,800,000 tons would provide an 80-day
supply if the daily burn rate should increase to 35,000 tons per day. The
Company did not cross-examine witness Burnette or offer rebuttal testimony
regarding the Public Staff's recommended coal inventory.

Given the changes in the Company's generating system that have cccurred
since the Company's last general rate case, the procedure used by the Public
Staff appears to be a more reliable indicator of Duke's coal inveatory needs
since it is based on actual recent historical data. The Commission, therefore,
concludes that a working capital allowance of 75,517,000 for coal inventory
and §3,505,000 for fuel oil inventory is appropriate for use in this
proceeding.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 10
Company witness Stimart and Public Staff witness Salengo presented
testimony and exhibits in regard to the proper total working capital allowance.
The amount of total working capital proposed by these witnesses is set forth in
the fellowing table:

(000's Omitted)

Item Company Public Staff Difference
Required bank balances $ 908 $ 908 -
Materials and supplies

inventory:

Coal 81,692 75,517 6,175

0il 3,505 3,505 -

Other 59,605 59,605 -
Investor funds advanced

for operations 111,515 50,513 61,002
Customer deposits (5,511) (5,511) -
Miscellaneous deferred

debits and credits 3,518 4,254 (736)
Total working capital

allowance $255,232 $188,791 566,441

In addition to the testimony of the Public Staff and the Company, C.U.C.A.
witness Wilson presented testimony and exhibits on the investor funds advanced
for operations component of the working capital allowance.

Since the Company and the Public Staff agree in regard to the proposed
amounts for required bank balances, oil stock inventory, other materials and
supplies inventory, and customer deposits, the Commission concludes that the
appropriate levels are: required bank balances ~ $908,000; oil stock inveantory
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- 4§3,505,000; other materials and supplies inventory - £59,605,000; and
customer deposits - ($5,511,000).

The first item of difference is coal inventory which the Commission has
previously determined to be properly set at $75,517,000 under Evidence and
Conclusions No. 9.

The next area of disagreement between the witnesses involves the proper
level of investor funds advanced for operations. All three parties determined
a different level of investor funds advanced for operations. The different
levels propesed by the witnesses for each party resulted from the use of
different dollar amounts assigned to various components of cost of service and
the assignment of different lag days to various components of cost of service.
The Commission will first discuss the differences resulting from the use of
different dollar amounts assigned to various components of the cost of service.

The Company, the Public Staff, and the C.U.C.A. witnesses all used an
adjusted per books cost of service level:rin computing investor funds advanced
for operations. Even though all witnesses used an adjusted per books cost of
service, there were four basic differences in this area. The differences are
as follows:

(1) Company witness Stimart used a 60% capacity factor in calculating the
fuel cost savings resulting from displacing fossil generation with McGuire
No. 2's less costly nuclearx generation. Public Staff witness Salengo
recognized McGuire No. 2's commercial operation by reassigning the total per
books fuel costs in accordance with the Public Staff's proposed generation mix
while keeping constant the per books total fuel cost amount. Mr. Salengo also
disaggregated the Company's nuclear fuel costs to assign a lag period other
than zero to a portion of the Nuclear Fuel disposal costs (NFDC) which had been
contracted for disposal with the U.S. Department of Energy effective beginning
April 7, 1983. Witness Wilson adopted the Company's approach with respect to
the frel cost savings, but also recognized a lag period on the contracted part
of the NFDC.

(2) Public Staff witness Salengo removed the accrued costs associated
with the cleanup of Three Mile Island (TMI) from the Company's other 0 & M
expenses.

{(3) Witness Stimart utilized per books income taxes in determining proper
working capital requirements generated by the lead/lag study. The per books
income taxes included a negative current provision resulting from the Company's
abandonment of the Cherokee project. Witness Salengo recalculated income taxes
by excluding the effects of the Cherokee loss, thereby reclassifying deferred
taxes related to the abandonment of the Cherckee project as current taxes, and
applying additional generated investment tax credits against Federal income
taxes. Witness Wilson also recalculated income taxes by excluding the effects
of the Cherokee abandonment lossr.

(4) The Company, the Public Staff, and the C.U.C.A. witnesses differed on
the amount to 'be included as income available for common equity. These
differences in amounts are related to the manner of treatment of the fuel
costs, accrued TMI clean-up costs, and income taxes.
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The Commission has carefully reviewed the adjustment made to per books
fuel expense by the parties, in determining the appropriate amount of investor
funds advanced from operations to be included in working capital in this
proceeding. The record is clear that the Compsny, the Public Staff, and
C.U.C.A adjusted the per books fuel amount to reflect the commercial operation
of McGuire Unit No. 2. The difference between the parties concerning this
matter is in the methodology used to reflect the commercialzation of McGuire 2.
In making adjustments to per books amounts used in a lead-lag study, much care
must be' taken to consider the total effect of the adjustment throughout the
study. Based on the foregoing, the Commission concludes that the Company's
methodology used in adjusting the per books fuel for lead-lag study purposes is
appropriate for use in this proceeding.

Based upon the Order in Docket No. E-7, Sub 358, and based upon the
Commission's decisions related to the TMI clean-up costs included elsewhere
herein in this Order, the Commission concludes that the TMI costs should be
excluded from the cost of service for consideration in the lead-lag study.

The Public Staff and C€.U.C:A.'s adjustments to per books income taxes
result in a lower deferred income tax amount than that currently experienced by
Ditke on its books.

The Commission believes that due care should be taken when adjusting per
books income taxes for lead-lag purposes, particularly since the income tax
function often operates independently of the rate-making functjon. Certainly,
there are always many items considered in the per books income taxes
calculation, that are treated differently, due to either conceptional or timing
difference, for rate-making purposes. This lack of continuity and concise
interrelationship leads the Commission to conclude that the Company's use of
per books income taxes in the lead-lag study is appropriate.

The final cost of service component on which the witnesses disagree
concerns income available for common equity. The differences in the amount of
income available for common eguity recommended by the witnesses results from
the various adjustments to the per books cost of service amounts recommended by
each witness. These differences have been discussed above. Since the
Commission has not sccepted the position proposed by any party in its entirety,
the Commission concludes that the proper amount of income available for common
equity is that derived from and consistent with the Commission's decisions
discussed above.

The Commission will now itemize and discuss the following differences in
the lead or lag days assigned to various items of cost of service:

(1) Witness Stimart assigned 24.28 days' lag to fuel cost, excluding
nuclear, while witness Salengo assigned 25.01 days' lag to this item.

(2) VWitness Stimart assigned & zero lag to the total amount of nuclear
fuel expense, whereas witness Salengo disaggregated nuclear fuel expense and
assigned 76.38 days' lag to the portion of NFDC contracted with the Department
of Energy, while assigning a zero lag to the remaining components of nuclear
fuel expense. C.U.C.A. witness Wilson also assigned 76.38 days' lag to the
contracted NFDC.
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(3) Witness Stimart assigned 12.25 days' lag to wages and benefits,
whereas witness Salengo disaggregated wages and employee benefits and assigned
lags of 13.64 and 69.18 days, respectively, to these items.

(4} A difference in the lag period assigned to other 0 & M expenses
resulted from Public Staff witness Salengo's recalculation of this item after
removal of the TMI clean-up accrual costs.

(5) Company witness Stimart assigned a zero lag to the negative current
provision for Federal income taxes while Public Staff witness $Salengo and
C.U.C.A. witness Wilson assigned 59.55 days' lag to their recalculated current
Federal income taxes.

(6) Witness Stimart assigned a zero lag to interest on long-term debt and
preferred dividends, whereas witness Salengo assigned 83.34 days' and 45.63
days' lag, respectively, to these cost of capital items. Witness Wilson
disaggregated income available for common equity inte common stock dividends
and retained earnings, assigning 45.62 days' lag to the former and maintaining
a zero lag for the latter. Additionally, witness Wilson assigned 83.34 days’
and 45.62 days' lag to interest on long-term debt and preferred dividends,
respectively.

With respect to the 25.01 days' lag assigned to fuel expense excluding
nuclear, ‘witness Salengo testified that review of a twe-month sample of coal
deliveries during November 1982 and March 1983 of the test year disclosed that
a change in payment practices had taken place since the Company's study period
which was December 1981 and May 1982. Witness Salengo further testified that
the increase in the coal lag was 0.73 days and that a further review of coal
deliveries during November 1983 confirmed the increase in lag days. Based on
the evidence presented by the witnesses, the Commission concludes that the
methodology employed by witness Salengo is proper and that a lag of 25.01 days
for fuel, other than nuclear, is appropriate for use herein in this proceeding.

The second item of difference between the parties concerning the
appropriate lag days is related to lag days assigned to NFDC. Public Staff
witness Salengo testified that he had assigned a lag of 76.38 days to certain
nuclear fuel disposal costs, as a result of a contract with the U.S. Department
of Energy (DOE). Witness Salengo testified that under terms of the contract,
Duke is required to make quarterly payments, dune on the last business day of
the month following the end of each calendar quarter, to DOE for NFDC related
to nuclear generation subsequent to April 7, 1983. Witness Salengo applied
this 76.38 days' lag only to the contracted portion of NFDC. C.U.C.A. witness
Wilson toock a position essentially the same as that of the Public Staff.
Company witness Stimart assigned zero lag days to this item of the Company's
cost of service.

Based upon evidence presented by the witnesses, the Commission concludes
that the assignment of a lag of 76.38 days to that portion of Nuclear Fuel
Disposal Costs related to the contractual payment to the Department of Energy
is appropriate.

The third area of difference between the lag days used by the parties
concerns the appropriate pumber of lag days to assign the Banked Vacation and
Incentive Benefits components of employee benefits. Witness Salengo proposed
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that a 182.5-day lag be assigned to these items, while the Company proposed the
assignment of =zero lag days. In regard to Banked Vacation, witness Salengo
testified that under the plan eligible employees agree to refrain from using
vacation days over a mandatory two-week minimum. He testified that these
excess days are certified at year-end, and shortly thereafter, Company stock is
issued to them in value equivalent to the wages they would have received for
those days. With respect to the Incentive Benefits Program, he testified that
employees receive common stock in reward for their success in attaining certain
standards or goals. Witness Salengo justified his proposed lag day assignment
for these employee benefits by testifying as follows:

"the costs of these employee benefits are collected in rates over the
year as the employees provide services to the Company. In c¢ne case,
the employees will have already been reimbursed for their excess
vacation days through wages, and” they will also receive an amount in
stock that is above the level of their normal annual wages. This
extra amount is earned ratably over the year. In the second program,
the attainment of goals is also considered to have taken place
throughout the yeax. In both cases, I have concluded that the
service periods are 365 days and that the lag assignment should be
182.5 days. Finally, this adjustment should be recognized because
the revenue lag already reflects the fact that these items of costs
are being recovered from ratepayers on average every 43.40 days.
Therefore, the employee benefits lag should be adjusted to reflect
the fact that the Company has use of these funds for 182.5 days on
average before disbursement is made for the purchase of common
stock."

Company witness Stimart testified in his rebuttal testimony that the
expenses of these programs were "due to the employee and paid by the equity
investor at the time service is rendered since the employee earms these
benefits as he works (i.e., as service is rendered).” C.U.C.A. took no
position on this issue.

Based upon the evidence of record in this matter, the Commission concludes
that the Company has use of these funds over the year preceding disbursement
for the purchase of common stock. The Commission further concludes that these
benefits are earned ratably over the year since these funds are being collected
from ratepayers on average every 43.40 days. The Commission concludes,
therefore, that the 182.5 days' lag assigned these items by the Public Staff is
appropriate.

The fourth area of difference in lag day assignments involves the
appropriate lag days to assign other O & M expenses. This difference in lag
day assignments results from witness Salengo's removal of Three Mile Island
clean-up costs from Other O & M expenses. Since the Commission has previously
concluded that the removal of Three Mile Island clean-up expenses from the cost
of service is proper, the Commission also concludes that witness Salengo's
proposed lag of 26.23 days is proper for other 0 & M expenses.

The fifth item of difference between the lag days assigned by the parties
concerns the lag assigned current Federal income taxes. The Company assigned a
zero lag to this item while the Public Staff and C.U.C.A. assigned 59.55 days.
From the testimony given, it is apparent that all parties agree that given a
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positive current provision for Federal income taxes, the appropriate lag to
assign would be 59.55 days and that the difference ocecurred in this proceeding
because the Company proposed a negative per books amount for current Federal
income taxes,

Consistent with and in conjunction with the Commission's decision to adept
the per books current Federal income tax amount presented by the Company to be
included in the lead-lag analysis in this proceeding, the Commission concludes
that the appropriate lag to be assigned current Federal income taxes in this
proceeding is zero.

The sixth item of difference between the lag days used by the parties
concerns the appropriate lags to assign interest on long-term debt, preferred
stock dividends, and common stock dividends. The Company continued, as in
previous proceedings, to propose that these items be treated as though both
debtholders and shareholders have an immediate claim to a portion of the
revenue dollars as they are received by the Company.

Public Staff witness Salengo testified that the Company actually pays the
cost of debt 83.34 days and preferred stock 45.63 days after these costs are
incurred in rendering service. C.U.C.A. witness Wilson expanded the Public
Staff position to include a lag of 45.63 days on common stock dividends.

Consistent with previecus Orders concerning the appropriateness of
assigning lag days to interest and preferred dividends, the Commission
concludes that the Company has the use of funds collected from customers for a
period of time before remdering these funds to the debt and preferred stock-
holders. Accordingly, the Commission concludes that the assignment of lag days
to interest and preferred dividends of 83.34 days and 45.63 days, respectively,
is proper for use herein.

With respect to common stock dividends, the Commission concludes, consis-
tent with prior rulings that, for purposes of this proceeding, the appropriate
lag days to assign is zero.

Based on all the foregoing, the Commission concludes that the appropriate
level of investor funds advanced from operations to be used in setting rates inm
this proceeding is $74,807,000.

Consistent with his removal of the clean-up costs associated with Three
Mile Island discussed previously, Public Staff witness Salengo also removed
from the miscellaneous deferred debits and credits portion of the working
capital allowance a deferred credit related to the North Carolina retail
portion of these costs. The effect of this adjustment is to add back §736,000
to the Company's rate base. The Commission finds the adjustment appropriate
and is consistent with the Commission's treatment of this item in the lead~lag
study.

In summary, the Commission finds that appropriate allowance for working
capital for use in this proceeding is $213,085,000 as enumerated in the
following chart:
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(000's Qmitted)

Item Amount
Required bank balances $ 908
Materials and supplies inventory:

Coal 75,517
0il 3,505
Other 59,605
Investor funds advanced for operations 74,807
Customer Deposits (5,511)
Miscellaneous deferred debits and credits 4,254

Total working capital allowance $213,085
EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 11

Company witnesses Lee and Stimart, C.U.C.A. witness Wilson, and Public
Staff witness Sessoms testified 'on the issue of whether Duke should be allowed
to include any of its requested $§112,538,000 of construction work in progress
(CWIP) in rate base.

Duke witnesses Lee and Stimart testified that the §$112,538,000 of CWIP
consists of $107,486,000 of CWIP relating to the Catawba Nuclear Station and
$5,052,000 of CWIP relating to the Oconee Rad Waste Facility. Witnesses Lee
and Stimart testified that this level of CWIP should be included in Duke's rate
base as it would improve the Company's quality of earnings and cash flow and
that it would help avoid “rate shock" in the future.

Public Staff witness Sessoms c¢ited North Carolina G.S. 62-133(b)(1) which
requires that three determinations must be made before CWIP is alleowable in
rate base. These criteria are: (1) CWIP expenditures must be reasonable and
prudent; (2) CWIP inclusion must be "in the public interest”; and (3} CWIP
inclusion must be "necessary to the financial stability of the utility in
question."

It was witness Sessoms' position that the public interest is served only
when CWIP inclusion is necessary to the fipancial stability of the utility.
Therefore, witness Sessoms proceeded to determine the financial stability of
Duke. First, he reviewed the double-A bond ratings of Duke and concluded from
the definition of those ratings that neither of the major rating agencies were
skeptical of Duke's credit worthiness or financial stability. Second, witness
Sessoms examined several financial ratios and compared the ratios of Duke to
those of the single-A and double-A electric companies during the period
1978-1983 where data was available. From these ratios, it was apparent that
Duke's construction program has been relatively large in the past, but has now
slowed, and thus the ratios show improvement. Third, witness Sessoms
considerad the future construction program of Duke. From the Company's
Financial Forecast 1984-1986, witness Sessoms pointed out that the coanstruction
budget in these three years is less than any three previous years since 1978;
furthermore, the Company's cash-earning rate base will increase with the
addition of McGuire Unit 2. The Financial Forecast 1984-1986 also shows Duke
projects that it will internally generate B8%-94% of its capital requirements.
Witness Sessoms also cited the 3.99 times pre-tax interest coverage produced by
the Public Staff's recommended rate of return and considered it quite adequate.
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Based on his analysis of Duke's financial stability, Public Staff witness
Sessoms concluded that the inclusion of CWIP was not necessary in this case.

Dr. Wilson recommended that no CWIP be included in Duke's rate base
primarily because there are no financial circumstances requiring it as called
for by North Careolina statute. In his opinion, Duke is very stable financially
and is also doing very well in terms of internal financing. Dr. Wilsen pointed
out that Duke had achieved the Company's goal of 3.5 times interest coverage,
had generated 83% of its construction needs internally as opposed to Duke's
goal of 50%, was earning 14.8%, and had double-A rated bonds as evidence of
financial stability. Concerning the public interest criterion, Dr. Wilson
testified that the inclusion of CWIP would be an unjustified transfer of income
from the Company's ratepayers to the Company's stockholders, that it would not
be related to service currently being rendered, and that it would be a
subsidization of future ratepayers by current ratepayers.

Based upon a careful consideration of the entire record in this
proceeding, the Commission concludes that the $112,538,000 of CWIP proposed
herein by Duke for inclusion in the Company's rate base is not necessary to the
financial stability of the Company. The Commission, in making this
deternination, notes several Ppoints of evidence in the record. Duke has
overachieved its goal of interpal financing and has achieved its geoal of 3.5
times interest coverage. In addition, the Company continues to maintain a
double-A bond rating. In making the decision, the Commission is also cognizant
of the increase in revenue requirements which may be caused by a large addition
to rate base. However, the increase in revenue requirements which may be
precipitated when Catawba Unit 1 is placed in rate base should be less than the
increase in revenue requirements caused by the addition of McGuire Unit 2.
This is due to the fact that the Company only holds a 25% interest in Catawba
at the present time.

It is the policy of this State to .assure for the public that an adequate
and reliable supply of electricity is and will be ‘available. Based upon. the
evidence in this case, the Commission concludes that this public policy can be
accomplished and the financial stability of Duke can also be maintained without
the inclusion of any CWIP in the Company's rate base and that to include the
lavel of CWIP requested herein by Duke would, therefore, not be in the public
interest.

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

Company witness Stimart, Public Staff witness Hoard and C.U.C.A. witness
Wilson offered testimony regarding Duke's reasonable original cost rate base.
The following chart summarizes the amounts which the Company and the Public
Staff contend are the proper levels of origimal cost rate base to be used in
this proceeding.
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{(000's Omitted)

. Public
Item Compam Staff Difference

Electric plant in
service $ 4,494,628 $ 4,493,942 5 (686)
Accumulated deprecia-
tion and amortiza-~

tion (1,437,025) (1,451,703) (14,678)
Construction work in

progress 112,538 - (112,538)
Allowance for working

capital 255,232 188,791 (66,441)
Accumulated deferred

income taxes (311,120) (319,049) (7,929)
Operating reserves (11,196) {11,653} (457)

Total original cost
rate base $ 3,103,057 § 2,900,328 $(202,729)

The first area of difference between the Company and the Public Staff
concerns the reasonable level of electric plant in service. The $686,000
difference relates entirely to an adjustment by Public Staff witness Hoard to
remove from rate base a portion of the temporary construction buildings at the
Catawba Plant Construction site. Witness Hoard explained this adjustment in
his testimony as follows:

"I recommend removal of 75% of the Catawba plant site temporary
construction office buildings from rate base in recognition of the
Company's sale of 75% of the Catawba plant. Since Duke owns only 25%
of the Catawba plant, the ratepayers will benefit from only that
portion of the construction of Catawba. Consequently, it would be
unfair to require ratepayers to pay a return on temporary
construction office buildings which do not correlate te production
plant built for their bemefit. By including 25% of the temporary
censtruction effice buildings in rate base, I am recognizing that the
Company is entitled to earn a return on the buildings, even though
they are conmstruction related, as long as AFUDC is not alsc accrued
on them."

The Company did not cffer any testimeny on this adjustment.

Based on the foregoing, the Commission concludes that the Public Staff's
adjustment to electric plant in service for the Catawba plant site temporary
construction buildings is appropriate because Duke's retail ratepayers should
not be required to pay a return on buildings which do not relate to preduction
plant built for their benefit. Consequently, the Commission has reduced
electric plant in service by $686,000 for this item.

C.U.C.A. witness Wilson recommended that Duke's electric plant in service
be increased for the McGuire No. 2 deferred capital costs. The Commission,
based on its discussion concerning the proper level of depreciation and
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amortization expense in the Evidence and Conclusions for Finding of Fact No.
15, finds witness Wilson's adjustment to be inappropriate.

Based on the foregoing, the Commission finds that the reasonable level of
electric plant in service for use herein is $4,493,942,000.

The next area of difference between the Company and the Public Staff
concerns the proper level of accumulated depreciation and amortizatien. The
$14,678,000 difference is comprised of the following three items:

(1) Per books accumulated depreciation associated
with temporary construction buildings. . . . .§ 249,000

{2) Accumulated nuclear fuel disposal costs
remitted to the Federal Government . . . . . . 3,040,000

(3) The first year's nuclear fuel burn
associated with McGuire No. 2 nuclear fuel. . {17,967,000)

Total §(14,678,000)

Based on the Commission's previous determination concerning Public Staff
witness Hoard's adjustment to electric plant in service for temporary
construction buildings at the Catawba plant site, the Commission finds the
related adjustment to accumulated depreciation and amortization to be proper.

The 4§3,040,000 difference for accumulated nuclear fuel disposal costs
relates to the Public Staff's adjustment to the investor funds advanced for
operations calculation for the number of lag days associated with nuclear fuel
disposal costs. Public Staff witness Hoard explained this adjustwent in his
testimony as follows:

“Since Public Staff Witness Salengo has applied a lag of 76.38 days
to this item in his investor funds calculation, it would be improper
for me to also deduct this item £from rate base. Therefore, as
calculated on Hoard Exhibit I, Schedule 2-1(c), I have removed from
accumulated depreciation the accumulated NFDC for the April 7, 1983
to June 30, 1983 period which has been remitted to the DOE. By
removing this amount of accumulated NFDC, I have excluded from end of
period accumulated depreciation the portion of accumulated NFDC which
the Company is, on a quarterly basis, remitting to the Federal
Government.'

Based on the Commission's previous finding concerning the proper lag days
to assign nuclear fuel disposal costs in the investor funds advanced for
operations calculation, the Commission finds the Public Staff's adjustment te
accumulated depreciation and amortization for accumulated nuclear fuel disposal
costs proper.

Public Staff witness Hoard also made an adjustment to increase accumulated
depreciation and amortization by $17,967,000 for the first year's nuclear fuel
burn associated with McGuire No. 2 nuclear fuel. Public Staff witness Hoard
testified that since the nuclear fuel burn related to McGuire No. 2 had been
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included in the cost of service it would be proper to make the corollary
adjustment to the rate base. Witness Hoard further testified that since
ratepayers are required to pay in rates to cover nuclear fuel burn not yet
incurred by the Company, ratepayers should get the benefit of the additional
nuclear fuel amertization in determining the end-of-period rate base.

Company witness Stimart testified that this adjustment results in an
abnormally low nuclear fuel investment included in cost of sexrvice. He stated
that Duke is in a continuing and predictable situation of replacing the nuclear
fuel just as it replaces the coal used at its fossil plants. The McGuire units
are on an annual refueling cycle and the Oconee upits are on 2 15-18-month
refueling cycle.

Mr, Stimart testified that the Company refueled Oconee 1 and 2 during the
last half of 1983. These refuelings, even when offset by the fuel burnup
subsequent to Jume 30, 1983, result in increasing Duke's net investment for
nuclear fuel from $89,544,000 for North Carolina retail at the end of the test
period to §116,212,000 for North Carolina retail at December 31, 1983. 1In
addition, witness Stimart testified that the 13-month average net investment in
nuclear fuel per books was $105,689,000 for North Carolina retail for the
period ended June 30, 1983. This amount exceeds Duke's actual end-of-test-
period balance by approximately the amount of the Public Staff's proposed
adjustment.

Based on the foregoing the Commissior concludes that the proposed Public
Staff adjustment to the Company's investment in nuclear fuel is inappropriate.

Consistent with his adjustment to electric plant in service for McGuire
No. 2 deferred capital costs, C.U.C.A. witness Wilson has increased accumulated
depreciation. The Commission, for the same reasons expressed in the electric
plant in service section of this finding, finds C.U.C.A.'s adjustment to
accumulated depreciation for McGuire No. 2 deferred capital costs
inappropriate.

Based on the foregoing, the Commission finds that the reasonable level of
accumulated depreciatior and amortization to be used herein is §1,433,735,000.

The next two areas of difference concern the proper levels to include in
rate base for construction work in progress and the allowance for working
capital. Based on the Commission's conclusions in Evidence and Conclusions
Nos. 10 and 11, the Commissien has included no construction work in progress
and $213,085,000 for the allowance for working capital in orginal cost rate
base.

The parties differ as to the appropriate level of accumulated deferred
income taxes. Company witness Stimart included the per books balance at the
end of the test vear, whereas Public Staff witness Hoard adjusted the per books
amount for accumulated deferred taxes due to tax and book depreciation
differences related to McGuire No. 2 and its nuclear fuel. C.U.C.A. witness
Wilson also adjusted accumulated deferred income taxes for McGuire No. 2 book
and tax depreciation differences based upon reasoning similar to that of the
Public Staff.
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The Public Staff's adjustment to accumulated deferred income taxes
reflects the Public Staff's annualization of post-in-service~date deferred
taxes related to McGuire Unit 2 investment including nuclear fuel. In support
of this adjustment, Public Staff witness Hoard cites a specific section of the
IRS Regulations (1.167(1)~(h)(8)(ii)) and concludes that since both
depreciation expense and accumulated depreciation have been adjusted to reflect
a full year's impact of McGuire Unit 2 in Service, accumulated deferred taxes
must also be created on a pro forma basis.

Witness Stimart testified that this issue involves interpretation of very
technical rules and regulations of the IRS. The Internal Revenue Code provides
that tax normalization must be made’ in compliance with specific requirements
contained in the Code or the Company would be in jeopardy of losing all
benefits associated with accelerated depreciation.

The Company's filing was based on actual deferred taxes as of the end of
the historic June 30, 1983, test year. Section 1.167(1)}-1(h)6 of the IRS
Regulations shows that the permitted treatment of tax normalization depends on
the type of test period being used by the regulatory agency in the rate-making
process. The test periods are: (1) historical test period, (2) combination
of a historical and future test period, ard (3) fully future test period. The
intent of the regulation is illustrated by three examples. Witness Stimart
concluded that Example 1 applied in determining the treatment of tax
normalization when a historic test period is used by the regulatory agency
having jurisdiction. Example 1 clearly requires the use of the end-of-test-
period balance in the deferred tax account, which the Company included in its
filing. Witness Stimart contended that North Carolima rate-making statute
(G.5. 62-133) authorizes only a historic test period even though G.5. 62-133(c)
authorizes a utility to update for actual changes in costs, revenues, and
investment "up to the time hearing is closed." Witness Stimart concluded that
Example 2 applies only when a combination historical and future test peried is
used by the regulatory agency.

Examples 1 and 2 are based on the assumption that the proposed rates will
go into effect at the beginning of 1975, the day after the end of the test
period in the examples. The item of wutility investmeat involved in the
examples is placed into service at the same time. Example 2 allows for a
reduction in rate base of the average amount of accumulated deferred inceme
taxes which is contemplated to be recovered in rates the first year. In other
words, the reducion of rate base is contemporanecus with the recovery of the
deferred taxes in rates. Witness Stimart concluded that, if the Public Staff
adjustment is allowed, the rate base in this case will be reduced several
months before the deferred taxes begin to be recovered in rates, which is
earlier than allowed by the regulations. Witness Stimart further concluded
that this would jeopardize the Company's ability to utilize any and all of the
tax benefits of accelerated depreciation.

The Commission agrees with the wviews and concerns expressed by the
Company. The Commission therefere rejects the position taken by the Public
Staff and C.U.C.A. in this regard.

The last area of contention is the proper level of operating reserves.
C.U.C.A. witness Wilson recommended an adjustment to increase the reserves by
$724,000 on a total Company basis or $457,000 as allocated to North Carolina
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retail related' to an anticipated breeder reactor payment. Witness Wilson
testified that since no payment had been made by Duke to date, the operating
reserves should be increased. Company witness Stimart did not contest this
adjustment, and the Public Staff accepted this adjustment im its Proposed
Order. :

Based on the foregoing, the Commission finds it appropriate to increase
operating reserves by $457,000 to $11,653,000.

The Commission notes that the evidence in this proceeding regarding the
inclusion in rate base of the MeGuire Nuclear Statiom Unit 2 is uncontroverted.
Witness Lee testified that the unit, representing an investment of $1.1
billion, was declared commercial on March 1, 1984, and that operation of the
upit was going well. McGuire Unit 2 had actually generated 3,459,759 mWh
through March 13, 1984, for use on the Duke system. The unit achieved 100%
power level on February 6, 1984, and had a 91% availability that month leading
to commercial operation at the end of the month. Witness Lee testifiéd that
without MecGuire Unit 2, Duke would not have had adequate generating capacity
available to meet” this last summer's peak of 11,554 mW which occurred on
August 23, 1983. In summarizing the benefits resulting from the operation of
McGuire No. 2 to date, witness Lee testified that:

(1) McGuire Unit 2 will enhance the Company's ability to provide adequate
and efficient electric service to the Duke service territory and, in fact, has
already proved to be a valuable addition to Duke's generating capability.

{2) Duke customers will receive the benefits of lower Ffuel costs through
replacement of higher cost fossil generation with nuclear generation.

(3) McGuire No. 2 is by far the nation's lowest cost nuclear unit being
placed into service in the 1983-84 time frame. Additionally, its cost per
kilowatt is lower than the average cost per kilowatt of the 15 coal-firad units
placed into service in the same time frame and is expected to be among the
lowest cost producers of electricity of all plamts of any type built in this
time frame.

Based on the foregoing, the Commission has included McGuire No. 2 in the
Company's rate base for determining fair and reasonable rates in this
proceeding. .

Accordingly, the Commission concludes that the appropriate North Carolina
retail original cost rate base for use herein is $§2,950,519 calculated as
follows:

(000's Omitted)

Electric plant in service $ 4,493,942
Accumulated depreciation (1,433,735)
Allowance for workimg capital 213,085
Accumulated deferred taxes (311,120)
Operating reserves (11,653)

Total original cost rate base $ 2,950,519
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EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 14

Company witness Stimart, Public Staff witnesses Hoard and Carrere, and
C.U.C.A. witness Wilson offered testimony on the proper level of operating
revenues. The §3,965,000 difference between the Company's $1,560,958,000
amount and the Public Staff's §1,564,923,000 amount is comprised of (1) fees,
in the amount of $146,000, received by Duke from its Catawba plant buyers for
fuel procurement services and (2) $3,819,000 additional revenues attributable
to customer growth as recommended by Public Staff witness Carrere.

Public Staff witness Hoard explained his adjustment for the fees from the
Catawba buyers as follows:

"I have increased electric operating revenue by §146,000 for fees
collected by Duke Power from the buyers of portions of the Catawba
plants. Pursuant to Duke's Operating and Fuel Agreements with the
buyers, Duke is receiving fees for services rendered in connection
with the procurement of nuclear fuel for the Catawba plamt. The
Company has recorded these fees 'below the line' in Account 421.50.
I recommepd that these fees be brought 'above the line' and included
in electric operating revenue."

_The Commission notes that it has found in Evidence and Conclusions for
Finding of Fact No. 7 that it is proper to reflect the Catawba-McGuire
Reliability Exchange provisions of the contracts with the Catawba buyers in
this proceeding. Since ratepayers are required to bear the detrimental aspects
of the contracts, it is only fair that they receive the benefits of the
contracts. The Company did not contest witness Hoard concerning these fees.
Consequently, the Commission has included the §$146,000 of fees received by Duke
from the Catawba buyers in operating revenues.

The other item of difference between the Company and Public Staff
concerning the appropriate level of operating revenues is related to the Public
Staff's adjustment for customer growth., Company witness Stimart increased
revenues by §10,706,000 based on 178,832,701 additional kWh sales due to
customer growth, as compared to Public Staff witness Carrere who recommended a
$14,525,000 adjustment to operating revemues based on 274,635,038 additional
kWh sales and 161,265 additional billings due to customer growth. The net
operating * revenue difference between the parties due to their different
customer growth adjustments is $3,819,000.

In developing the customer growth adjustment for this proceeding, Company
witness Stimart utilized the actual customers at the end of the test year,
whereas Public Staff witness Carrere utilized regression =analysis based on
actual historical data for a three-year period ending December 31, 1983, to
determine a normalized end-of-period level of customers. Witness Stimart did
not adjust industrial sales for growth, whereas Public Staff witness Carrere
applied his methodology to all rate classes.

The Company questioned the wvalidity of the Public Staff's adjustment in
two respects. First, although the end-of-period level of customers was
normalized by means of regressien analysis, the data points used in the
regression analysis to determine the slope of the curve representing normalized
customer growth included data points extending six months beyond the end of the
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test year. Second, the use of average kWh per customer for the industrial
class may unduly bias the total growth in kWh resulting from the growth in
number of customers because the average kWh per customer is derived from data
that includes some high-usage industrial customers. The actwal growth in
number of customers during the period might not include the same ratio of such
high-use industrial customers as is contained in the kWh per customer data
utilized in the calculations.

The Commission is of the epinion that the regression analysis methodology
used by the Public Staff is the appropriate method to use in most instances for
determining a normalized end-of-period level of customers by rate schedule.
The method gives equal weight to all historical data and removes the
month-to-menth variability inherent in using actual customer levels at the end
of the test period. Specifically, the Commission does pnot find the inclusion
in the regression analysis of data points from after the end of the test year
to be ipappropriate, because such data is used merely to verify the normalized
epd-of-period level of customers. In addition, the Commission finds it
appropriate to use average kWh sales per customer irn customer growth
calculations to the extent that such average kWh sales per customer do not
unduly bias the calculations.

C.U.C.A, witness Wilson recommended an adjustment to increase Duke's
operating revenues by $22,789,000 to normalize industrial electric sales.
Witness Wilson testified that, in addition to the Company's weather normali-
zation and customer growth adjustments, it is proper to adjust test year kWh
sales figures to reflect npormal industrial sales volume. Witness Wilson
contended that Duke's industrial power sales for a portion of the test year,
the last six months of 1982, were abnormally depressed.

Witness Wilson develeped his adjustment by calculating the actual compound
growth rate in Duke's North Carolina industrial kWh sales during the July-to-
December period in each vyear since 1980. He then applied the two-year
compounded growth rate to July-December 1980 sales to arrive at his normalized
July-lecember 1982 industrial kWh sales. The kWh sales adjustment was priced
out at the test year average ¢/kWh for industrial sales to arrive at his
$22,789,000 increase in revenues.

The Commission is of the opinien that if it is appropriate to adjust
industrial kWh sales to reflect abnormally depressed economic conditions during
the test year, then that variable should be isolated in such a way that it
excludes the effects of pgrowth in number of customers and abnormal weather.

The Commission concludes that the uncertainties regarding the appropriate
kWh adjustment for industrial sales, considering the problems associated with
the methodologies used by the Public Staff and by C.U.C.A., should be reflected
in the o¢verall adjustment allowed herein for customer growth. Therefore, the
Commission concludes that an adjustment to revenues of $12,892,000, based on
adjustments to kWh sales of 236,241,000 kWh, and to customer billings of
161,025 in order to reflect customer growth wonld be appropriate for this
proceeding.

Therefore, the Commission determines that the appropriate adjusted level
of test year kWh sales to use in this proceeding is 30,107,017,000. As the
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record shows, and based upon the conclusions above, this adjusted kWh sales
level is comprised as follows:

Item kWh Sales
1. Test year per books kWh sales 29,529,090,000
2. Weather normalization adjustment 341,686,000
3. Customer growth adjustment 236,241,000
4. Adjusted test year kWh sales

30,107,017,000

Based on the foregoing, the Commission finds that the proper level of
operating revenues under present rates for use in this proceeding is
$1,563,290,000.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 15
The evidence for this finding of fact is found in the testimony and
exhibits of Company witness Stimart, Public Staff witnesses Hoard, Lam, and
Carrere, C.U.C.A. witnesg Wilson, and Kudzu Alliance witness Eddleman. The
following chart sets forth the amounts presented by the Company and Public
Staff in their respective proposed orders:
(000's Omitted)

Item Company Public Staff Difference

0 & M expenses
=Fuel used in electric

generation $ 407,988 $ 405,354 5(2,634)
=Purchased power and

net interchange (2,667) {2,667) -

-Other 0 & M expenses 360,535 356,402 (4,133)
Depreciation and amorti-

zation 173,345 171,129 (2,216)
Taxes other than 131,697 131,927 230
Interest on customer

deposits 426 426 -
Income taxes 211,389 219,489 8,100
Amortization of ITC {6,824) {7,660) (836)
Total cperating revenue

deductions $1,275,889 $1,274,400 5(1,489)

The Company and the Public Staff are in agreement regarding the levels of
purchased power and net interchange and interest on customer deposits. Also,
with the exception of allocation factor differences due to the Catawba-McGuire
Reliability Exchange, none of the intervenor parties contested these amounts.
Based on the foregoing and the Commission's determination concerning the
reliability exchange in the Evidence and Conclusions feor Findimg of Fact No. 7,
the Commission finds purchased power and net interchange of %(2,667,000) and
interest on customer deposits of $426,000 appropriate for use in determining
the Company's appropriate cost of service in this proceeding.
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The area of disagreement concerning the appropriate level of fuel used in
electric generation has been discussed under Evidence and Conclusions for
Finding of Fact Neo. 8. Consistent with the Commission's decision concerning
the appropriate fuel factor to be used in this proceeding of 1.2652¢ per kWh,
and consistent with the Commission decision concerning the appropriate level of
kWwh's generated by customer growth to be used in this proceeding, the
Commission concludes that the proper level of base fuel expense to be used in
this proceeding is $380,914,000. Both the Public Staff and the Company
included §1,793,000 of fuel cost for excess over average retail line loss and
$22,161,000 of nuclear fuel disposal costs in their respective calculations of
total fuel used in electric gemeration. The Commission concludes that these
amounts are appropriate, and when added to the base fuel amount of $§380,914,000
yields the proper level of total fuel wused in electric generation of
$404,868,000.

The next area of disagreement relates to other 0 & M expenses. The
$4,133,000 difference between the Company and the Public Staff is reconciled as
follows:

(000's Omitted)

Item Amount
Other O & M expenses per Company $360,535
Public Staff adjustments: . ; )
TMI cleanup expeases . (768)
Lobbying expenses (69)
Reversal of Company's growth adjustment (2,780)
Public Staff employee growth adjustment 383
Public Staff customer growth adjustment 1,528
Amortization of natural gas connections 59
Reversal of Company's post—test year 1nflat10n
adjustment (171)

Additional inflation adjustment proposed
by Company in Stimart supplemental testimony

(2,315)
Other 0 & M expenses per Public Staff

$356,402

The first item of difference relates to the cleanup costs associated with
Three Mile Island. Public Staff witness Hoard testified that the Company
included $768,000 in" its North Carolina retail O & M expenses for TMI cleanup
expenses. Company witness Lee testified under cross-examination by the Public
Staff that the Company's voluntary pledge for the THMI cleanup had not actually
been paid by the Company.

The Commission notes that the TMI cleanup costs accrual was disallewed by
this Commission in the Company's last rate case proceeding, Docket No. E-7,
Sub 358, based on the uncertainty concerning the amount, timing, and the actual
incurrence of the expenses. It is apparent from the evidence in this docket,
that no events have occurred which change the circumstances regarding this
expense.

Public Staff witness Hoard went beyond the uncertainty surrounding the
expenditure and addressed the broader issue of whether the expense should be
considered a proper operating eXpense for rate-making purposes. Witness Hoard
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presented the following three additional reasoms for disallowance of the TML
cleanup expenses as a proper operating expense for rate-making purposes:

(1) the unfairmess of charging North Carolina retail ratepayers for an
accident which occurred in another jurisdiction,

(2) that Duke's ratepayers are already required to pay over $15 million
annually for nmuclear property and replacement power insurance premiums begun
since the TMI accident, and

(3) the numerous TMI-related modifications which have been made to Duke's
nuclear plants.

The Company did not contest witness Hoard's assertions, but rather,
through Company witness Lee's testimony on cross-examination, advanced their
position concerning the research and knowledge benefits to be attained through
the cleanup of the facility.

The Commission has fully reviewed the arguments of the various parties to
this procéeding and has thus concluded that the amounts accrued by Duke for the
possible cleanup costs associated with the TMI accident are not properly
includable in test-period operating expenses. In arriving at its conclusionm,
the Commission notes that the circumstances surrounding the amount, timing, and
incurrence of the TMI cleanup costs are no more certain now than they were in
the last docket. The Commission further concludes that the Company should be
encouraged to contribute to the cleanup of TMI threugh charges to its
stockholders. i

The next item of difference concerns an adjustment of $69,000 to eliminate
from operating revenue deductions wages, salaries, and other employee expenses
relating to lobbying activities, The adjustment proposed by Public Staff
witness Hoard relates specifically to the salary and other employee expenses of
John Hicks, a registered lobbyist for the Company, The Company presented
testimony that Mr. Hicks is a member of the Company's Executive Committee,
involved in the daily operations of Duke. Based on the foregoeing, the
Commission finds that the appropriate adjustment for this item is $34,000.

The next three. items of difference between the Company and Public Staff
are interrelated. The Company proposed an adjustment of $2,780,000 to increase
nonproduction operation and maintenance (0&M) expenses for test-period. growth
in expenses other than inflation and wage increases. The Public Staff proposed
the reversal of the Company's expense growth adjustment and the addition of
more cost specific adjustments for employee growth and customer growth.

The Company OSM expense growth adjustment is based on the average annual
increase in 08 expenses, excluding inflation, during the 1975-1981 period.
The Company increased its test year per books nonproduction O expenses by
one-half of the annual increase factor in determining its 52,780,000
adjustment. Using this methodology, the Company has applied a growth factor to
its other 0 & M expenses which does not consider the specific cost items which
would change due to increased kWh sales, customers, and employees. The Public
Staff methodology does take these specific cost items into considerationm.
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~ 'Instead of accepting the Company's expense growth adjustment, the Public
Staff proposed an ‘adjustment to 0 & M expenses to reflect customer growth and
an adjustment to wages and benefits of $383,000 to reflect the end-~of-period
level of employees. The Public Staff's adjustment to 0 & M expenses for
customer growth consists of two parts, an adjustment to energy-related expenses
(excluding fuel) and an adjustment to customer-related expenses.

The Public Staff's energy-related expense factor calculation utilizes
energy-related production expenses in addition to fuel and alse includes an
allowance for administrative and .general expenses applicable to those
energy-related production -expenses. The Public Staff calcmlated total
energy-related expenses per kWh to be 1.5109¢/kWh (including fuel of
1.3734¢/kWh) . :

Since fuel used in generation expenses found proper elsewhere herein
incorporates the adjusted level of kWh sales found proper in Evidence and
Conclusiens for Finding of Fact No. 14, it is appropriate to utilize only the
nonfuel portion of the energy-related expease factor. The nonfuel
energy-related expense factor of ,1375¢/kWh, which the Commission finds
appropriate for use herein in this proceeding, when multiplied by the proper
577,927,000 North Carolina Retail kWh sales adjustment to per bock sales
results in an increase in nonfuel O8M expenses of §794,000.

The Public Staff's customer-related expense factor calculation utilizes
certain customer-related distribution O8M expemses, customer accounts expenses,
customer service, and information expenses, and am allowance for
customer-related administrative and general expenses. The Public Staff
calculated total customer-related expenses per bill to be $4.224. Based on the
adjustment to billings of 161,025 found reasonable in the Evidence and
Conclusions for Finding of Fact No. 14, the factor of $4.224 which the
Commission finds to be appropriate herein in this proceeding, results in an
adjustment to customer-related expenses of $680,170.

The 084 expenses other . than fuel, energy-related expenses, and
customer-related expenses which the Public Staff has not adjusted are
predominantly demand-related production expenses, demand-related transmission
and distribution expenses, plus other administrative and general expenses. The
Public Staff has omitted demand-related expenses from its adjustments to O8M
expenses because although additional KWh usage does cause additional kW demand
on the system, only energy-related expenses should vary in proportien to the
k¥h used. The Commission coucludes this methodology is appropriate.

Consistant with the acceptance of the Public Staff's methodology of
adjusting for customer growth, an spoken to above, the Commission concludes
that the Company's growth adjustment should be rejected. In addition, the
Commission concludes that it is also appropriate to adjust other O & M expenses
by $383,000 to reflect an end-of-period level of employees, as proposed by the
Public Staff,

The next item of difference concerns a $59,000 increase in the Company's
nonfuel O&M expenses recommended by Public Staff witness Lam. This adjustment
is  due to witness Lam's reclassification of the amortization of natural gas
connections from fuel to nonfuel O & M expenses. The §59,000 amount was
included by Company witness Stimart in his fuel factor, whereas it was not
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included in Public Staff witness Lam's fuel factor. Based on the Commission's
determinations concerning the appropriate fuel factor under Evidence and
Conclusions for Finding of Fact No. 8, the Commission finds it proper to
increase nonfuel 084 expenses by $59,000 related to the amortization of natural
gas cennections.

The last two jtems of differemce concern the Company's adjustments for
inflatior. In its original filing, the Company made an adjustment to increase
other 0&M expenses by 455,975,000 in order to provide for forecasted annual
inflation occurring after the test year. In his supplemental testimony and
exhibits, filed March 7, 1984, Company witness Stimart reflected wage increases
occurring after the test year of 35,409,000 with a corollary offset to the
original inflation adjustment. An additional §395,000 for general taxes
related to the wage increases after the test year were reflected in Company
witness Stimart's Revised Exhibits also with a direct offset to the inflation
adjustment. Company witness Stimart's Revised Exhibits included the following
three adjustments:

(000's Omitted)
Item Amount

1. Adjustment to other 0 & M expenses for wage

increases occurring subsequent to the

test year $5,409
2. Adjustment to general taxes related to wage

increases occurring subsequent to the

test year 395

3., Residual provision for inflation occurring
subsequent to the test year 171
Total $5,9735

The Public Staff included §5,409,000 for wage increases after the test
year in other O&1 expenses and the related $395,000 of general taxes in the
taxes other than account. Witness Hoard recommended, however, that the
$171,000 residual inflation adjustment be eliminated from operating revenue
deductions since there were no specific items of cost supporting the
adjustment.,

In its Proposed Order, the Company included $2,315,000 of additional
expenses in the cost of service presented 'herein in this proceeding. This
amount was included by the Company due to further inflation.

The Commission has considered the evidence in the record concerning the
Company's adjustments to the cost of service for inflation and does not believe
that it is appropriate to make a specific adjustment to increase the test year
cost of service ip order to compensate for the so-called effect of attrition
beyond that reflected in the accounting and pro forma adjustments which the
Commission has adopted for use herein. The Commission finds it proper to
include the wage increases occurring subsequent to the test year in other
Q8 expenses, and the Commission finds it approprite to reflect the related
general taxes in the taxes other than classification of eperating revenue
deductions, Based on the foregoing, the Commission has reduced the Company's
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other Operating and WMaintenance expenses by the $I171,000 and $2,315,000
adjustments for.inflation presented by the Company.

Based on all the foregoing, the Coﬁmission concludes that the appropriate
level of Other Operating and Maintenance expenses is $356,383,000. :

The difference between the level of depreciation and amortization expense
proposed by the Public Staff and thé Company relates to proper treatment to be
afforded the losses associated with the Eastover properties.

Company witnesses Stimart and Lee proposed a sharing of the loss between
ratepayers and stockholders on the basis that the Eastover investment was made
solely for the protection and benefit of its customers.

Public Staff witness Hoard and C.U.C.A. witness Wilson recommended
disallowance of the Eastover loss amortization from the cost of service.
Witness Hoard-based his recommendation on the rate-making treatment accorded
certain gains realized by Duke in the past, and on the experienced cost level
of the coal produced by the Eastover mine when it was under the control of the
Company.

C.U.C.A. witness Wilson supported his recommendation concerning this
matter with his interpretation of the intent of the Commission Qrder in Docket
No. E-7, Sub 338, on the Eastover .coal pricing issue. Witness Wilson argued
that the Company has converted the loss from an annual expense jtem to an
annoal amortization of a capital asset write-off by selling the property at a
market value that reflects the Commission's coal price determination. Witness
Wilson stated that the Eastover loss amortization should be rejected for
precisely the same reasons that supported the Commissjon's excess cost
disallowance in Docket No. E-7, Sub 338,

- Company witness Lee stated that the Company was seeking to recover only a
portion of the total loss associated with Eastover. The Company is not
requesting to recover the carrying costs associated with the unamortized
balance of the Eastover loss. Witness Lee referenced his testimony in Docket
No. E-7, Sub 338, in which he said that if any part of the Eastover coal
production costg were disallowed, it would have to be sold based on the fact
that the mines were not bought for the :shareholders but sclely to pin down
guaranteed fuel supply for the ratepayers. Further, witness Lee testifjed that
since the mines were sold at distressed prices the new owners have agreed to
long~-texrm contracts with Duke at prices lower than Duke's other long-term
contracts, thereby benefiting the ratepayers. Witness Lee .did not quantify
this assertion.

The Commission has reviewed the matter of the Eastover loss amortization
and c¢oncludes that the Company's position on his matter should be denied,
without prejudice. Therefore, the. Commission has reduced the Company's
depreciation and. amortization expense by $2,216,000 to eliminate the loss on
the sale of the Eastover properties.

Another issue regarding depreciation snd amortization concerns the proper
treatment of the McGuire No. 2 deferred costs. These costs are comprised of
(1) pre-commercial McGuire No. 2 fuel savings, (2) fuel savings from the
commercial operation date to rate order date in this proceeding, (3) nonfuel
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- operating expenses from the commercial operation: daté to oxder date, and
(4) the net of tax imputed return from the commercial operation :date to order
date.

Company witness Stimart and Public Staff witness Hoard netted all four
items in arriving at a $2,135,000 reduction in depreciation and amortization
expense. C.U.C.A. witness Wilson reccmmended that items 1, 2, and 3 above be
netted and flowed through as a reduction in- depreciation and amortization
expense and that item 4 be ,capitalized. Witness Wilson. also excluded
depreciation expense from item 3, operating expenses. .

. The Commission finds it appropriate to met all four items as preseated by
Company witness BStimart -and Public Staff witness Hoard to arrive at a
$2,135,000 reduction in per books depreciation expense. In arriving at its
decision, the Commission considered the proper treatment to be accorded the
previously enumerated four items. It is the Commission's opinion that all four
of the McGuire No. 2 deferred cost items should be given the same treatment and
that it is im the best interest of both ratepayers and the Company to flow
through the net reduction to ratépayers in one year.

In determining the appropriate amount of depreciation and amortization
expense to be included in the cost of service, the Commission notes that the
C.U.C.A. proposed order recommends amortizing the loss associated with Cherokee
units 1, 2, and 3 over a fifteen (15) year period. Both the Public Staff and
the Company amortized this item over a ten (10) year period, as found to be
reasonable by the Commission in Docket No. E-7, Sub 358. Since this item was
investigated and discussed at length in Docket No. E-7, Sub 358, and since no
evidence was presented into the record in this proceeding that would support
change in the decision reached concerning this item in Docket No. E-7, Sub 358,
the Commission concludes that the C.U.C.A. position on this matter is improper.

Based on the foregeing, the Commission concludes that the proper level of
depreciation and amortization expense for use herein is $171,129,000.

“"Taxes other than" is the next area of difference between the Company and
Public Staff. The 230,000 differxence is due solely to the Public Staff's
greater level of operating revenues. Since the Commission has adopted a
different operating revenue level from that supported by any of the parties of
record, the Commission concludes- that based on the operating revenue level
found to be proper herein, the appropriate level of "taxes other than" is
$131,829,000. . R

The Commission will now discuss the parties' positions concerning the
proper amount to include for the amortization of investment tax credit (ITC).
Company witness Stimart included the test year per books ITC amortization of
$(6,8264,000); whereas Public Staff witness Hoard included (7,660,000), or a
difference of $836,000. Witness Hoard adjusted the per bocks amount to reflect
the first year's ITC amortization for credits taken by the Company on its tax
return related to McGuire No. 2. Witness Hoard explained the $836,000
adjustment in his testimony as follows:

"Consistent with my other adjustments to reflect the first year's
McGuire No. '2 commercial operation- effects on fuel expenses,
operation and maintenance expenses, depreciation and income taxes, 1
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recommend am adjustment to. the amortization of. investment tax
credits, . As presented on Schedule 3-1(a)(1), the adjustment .T
recommend is based on the amortization of McGuire No. 2 investment
tax credits utilized, over the plant's 30 year operating life. Since
the Company begins investment tax credit amortization concurrent with
the commercial operation of major plants, my adjustment is consistent
with the Company's investment tax credit amortization procedures."

- C.U.C.A. w1tness Wilson recommended in additien to the McGuire No. 2 ITC
amortlzatlon adjustment, that the calendar year 1983 ITC amortization -be
reflected in the cost of service rather than the actual June 30, 1983, test
year ITC amortization. Witness Wilson contended that since Duke dees not begin
amortizing ITC, other than-that generated from major plants, until the year it
is uwtilized on the tax return, the Company s actual test year ITC amortization
is unrepresentative,

Several references were made during-the hearings to the section of the
Internal Revenue Code which addresses. the ratable flowback of the investment
tax credit. The .Commission does not believe that the Public Staff's ITC
amortization adjustment is in violatien of the ratable flowback provision of
the Code since the Public Staff has reflected only the McGuire No. 2 ITC
amortization which will be amortized over the coming year. The Commission
does, however, believe C.U.C.A. witness Wilson's recommended adjustment for the
excess of calendar year 1983 ITC amortization over the actual test year
amortization could be in violation of the Code. Based on the foregoing, the
Commission has determined the appropriate level to include for the amortization
of investment tax credits is §(7,660,000), comprised of the $(6,824,000) per
books amortization and $(836,000) McGuire No. 2 ITC amortization.

Since the Commission has not adopted all of the components of taxable
income proposed by anmy party, it has made its own calculation of income tax
expense of $219,384,000 and concludes that this is the proper amount to include
in determining the cost of service in this proceeding.

Based on the entire record in this proceeding, the Commission concludes
that the proper level of operating revenue deductions for use herein .under
present rates is $1,273,692,000 calculated as follows:

(000's Omitted)

Item : Amount
Fuel used in generation : § 404,868
Purchased power and net interchange (2,667)
Other operation and maintenance expense 356,383
Depreciation and amortization . . 171,129
Taxes othér than 131,829
Interest on customer deposits : - 426
Income taxes . - 219,384

Amortization of investment tax credit . (7,660)
Total operating revenue deductiens $1,273,692
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EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 16

The evidence reéldting to this finding of fact was presented in the
testimony and- exhibits of Company witnesses Lee, Carleton, and Stimart, Public
Staff witness Hsu, and C.U.C.A. witness Smith. In its application, the Company
utilized its actual per book capital structure as of June 30, 1983, consisting
of 45.83% long-term debt, 12.09% preferred stock, and 42.08% common equity.
C.U.C.A. witness Smith adopted the same capitalization ratios. However, Public
Staff witness Hsu utilized a hypothetical capital structure consisting of 473
long~-term . debt, 12% preferred stock, and 41% common equity. Ms. Hsu
acknowladged in her prefiled testimony that the Compamry's actual equity ratio
had in fact increased to 43% as of December 31, 1983. Witmess Hsu's rationale
for utilizing a hypothetical capital structure was the 1983 estimated average
equity ratioc for 99 utilities. More significant, however, is a comparison of
Duke's equity ratiec to that of 14 other companies Ms. Hsu deemed to be of
comparable risk to Duke. The companies were chosen by Ms. Hsu as being of
comparable risk to Duke based on safety ranking, beta, bond rating, and stock
rating. The 1982 actual average equity rdtio for these 15 companies {including
Duke) was 43.9%. The estimated 1983 average equity.ratio for the 15 companies
is 45.27%. Thus, the equity ratio proposed herein by the Company is below that
of comparable electric utilities.

Duke contends that the Public Staff's common equity component of 41% would
make it unlikely that the Company could earn even the return on common equity
recommended by the Staff.

The Public Staff has presented no compelling justification for its failure
to adopt and récommend the Company's actual capital structure. It is the
Company's position that the actual capital structure vhich existed at the end
of the test period is clearly within the range of reasonableness- and is
compatible with the Company's financial objectives and that its common equity
component in the future will be maintained at least at the level which existed
at the end of the test period.

Therefore, the Commission concludes that the Company's proposed common
equity ratio is reasonable and that the appropriate capital structure for use
in this proceeding is as follows:

Percent-of Total

Long-term debt 45.83%
Preferred stock 12.09%
Common equity 42.08%

100.00%

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 17

The evidence for this finding of fact is contained in the direct testimony
of Company witness Carleton, C.U.C.A.. witness Smith, Public Staff witness Hsu,
and the rebuttal testimony of Company witnesses Carleton and Ericksom. .

There was no disagreement concerning the costs of long-term debt and
preferred. stock te be used in this proceeding. The costs are 9.73% for
long-term debt and B.74% for preferred stock, calculated as of Jume 30, 1983.
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Therefore, the Commission concludes that the appropriate embedded -costs of debt
and preferred stock are 9.73% and 8.74%, respectively. *

The Company and the Intervenors, however, disagree with respect to the
appropriate rate of return on equity for Duke.” The rates proposed by the
Company in its application were designed to yield a rate of return of 16.5% on
common equity. - C.U.C.A. witpness Smith recommended that Duke receive a return
of 12.75% om its common equity capital; after adjustment to reflect the
Conmission's previous treatment of the pgain attributable to the debt-equity
swap. Public Staff witness Hsu recommended that the Company should earn a
14.35% rate of return on common equity.

Dr. Willard T. Carleton presented testimony for the Company rélating to
the cost of equity capital for Duke and his recommended rate of return on
common equity. Dr. Carleton is an economist and professor of finance, and
holds the William R. Kenman, Jr., Chair in the School of Business Administration
at the University of North Carolina,

Dr. Carleton relied principally on thé discounted cash flow (DCF) method
of estimating the cost of equity and deriving his recommendation of a fair rate
of return on equity for Duke Power Company. This method is based on the notion
that the price an investor in utility common stock will pay for the stock will
generate a current dividend yield which, when added to the investor's expected
leng-term growth in that utility's dividends, will equal the investor's cost of
common equity for that wutility. Dr. Carleton predicated his final rate of
return conclusions on three separate estimating procedures: (1) Risk Premium
Study, (2) Standaxd DCF Approach, and (3) Interest Rate [Plus Risk Premium,

The results of Dr. Carleton's cost of eqguity estimates are as follows:

Procedure Indicated Cost of Equity
Range Midpeint
1. Risk Premium Study .1697-.1750 L1723
2. Standard DCF Approach -1529-.1697 .1602
3. TInterest Rate Plus
Risk Premium .1770-.2030 .1900

Dr. Carleton concluded that Duke's cost of equity capital is in the range
of 16.31% to 16.93%, and that the fair rate of return, making allowances for
financing costs, iz in the range of 16.5% to 17.0%. Dr. Carleton testified
that the cost of equity capital has increased by about 60 basis points since
the Company filed its application in November 1983. Dr. Carleton attributed
this increase in the cost of capital to the increased risk associated with
utilities ‘constructing nuclear generating plants, and the increase in long-term
interest rates.

Dr. Carcline M. Smith testified on the issue of fair rate of return for
C.U.C.A. Dr. Smith based her conclusions as to the fair rate of return on
equity primarily on the discounted cash flow model, using a regression and
correlation analysis on the historical growth rate of 90 electric utilities,
including Duke, to derive her estimate of investor growth expectations.
Dr. Smith checked the results of her discounted cash flow approach by an
examination of the return of “comparable" companies 'in 1982 and 1983.
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Dr. Smith derived a current dividend yield of 10.4%, using the "indicated"
dividend, which is the dividend for the last quarter of 1983, annualized, and
the average of the high and low sale prices over the six months ended December
1983. Using her correlation and regression analysis, witness Smith examined 30
historical growth rates in relation to the dividend yields of the 90 utilities
(10 each in dividends, earnings, and book value) and concluded that the "single
most important indicator of growth" to use as a proxy for investor long-term
dividend growth expectation is the three-year growth in book value and that the
best combipnation indicator is an average of the three-year book value growth
and seven-year earnings growth. Dr. Smith also examined the result of all 30
growth rates, weighted by their respective correlation coefficients. Based on
her statistical models, the growth indicators for the industry as a whole are
1.2%, 1.8%, and 3.5%, under the single best growth rate, the two most important
growth rates, and all 30 growth rates, respectively. Dr. Smith then derived an
algebraic formula to arrive at what she asserted was the risk differential
between Duke on the one hand and the average of her 90-utility group on the
other hand. Applying this formula, Dr. Smith concluded that investors expect
long-term dividend growth rates of 2.2%, 2.8%, and 4.2% for Duke, based on a
single best growth rate, two most important growth rates combination, and.all
30 growth rates, respectively. Thus, Dr. Smith suggested growth expectations
in the 2.7% te 3.7% range. Combined with Duke Power Company's current dividend
yvield of 9.8%, and also taking into account the debt-equity swap, Dr. Smith
recomzended a 12.75% equity return.

Public Staff witmess Hsu testified that the Company should be granted the
opportunity to earn a return on common equity of 14.35%. Witness Hsu derived
ber equity cost estimate by applying the DCF model to twe overlapping samples
of companies which are comparable in risk to Duke as well as to Duke itself.
Before witness Hsu made a DCF analysis, she also reviewed the current economic
outlook in general, and the most recent relationships between bond yields and
stock yields. Based on her observation, the wolatility of interest rates has
inctreased substantially since late 1979. Therefore, the long-term historical
relationships of the cost of equity to the cost of debt is no longer
applicable. Witness Hsu concluded that it is more appropriate to estimate the
cost of equity directly from the current market.

Based on a DCF analysis of two comparable groups, Ms. Hsu found a common
equity return of approximately 13.5% to 15.0% is expected by investors in the
electric utility industry. With respect to the market data pertaining to Duke
Power Company, Public Staff witness Hsu concluded that a rate of return of
14.35% is reasonable. As Ms. Hsu stated on the stand, she made no adjustment
on her cost of equity recommendation in order to allow the Company to reach a
certain level of market to book ratio. Based on witness Hsu's past studies as
well as her current market to book ratio study, witness Hsu concluded that
there is no significant relationship between market to book ratio and earned
rate of return.

Dr. Carleton testified on rebuttal that witness Hsu's cost of equity
capital estimate was too low because she understated both the dividend yields
and expected growth rates and that witness Hsu's use of average stock prices
for the 13-week period ending December 31, 1983, was out of date, resulting in
a lower yield. Dr. Carleton testified that the use of more recent stock prices
would increase Duke's yield from the calculated 9.3% to 9.83%, an increase of
more than 50 basis points.
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Dr. Edward W. Erickson, Professor of Economics at Nofth Carolina State
University, testified in reébuttal to Dr. Smith's regression and correlation
methodology. Dr. Erickson testified that he reviewed the economic,
statistical, and algebraic logic of Dr. Smith's model in this case as he has
done in prior Duke rate cases; that he replicated Dr. Smith's results using her
own data for the 90 companies; that Dr. Smith's model in this docket continues
to omit risk variables and therefore contains the same error in statistical
logic which invalidated her approach in Docket No. E-7, Sub 358; and that
Dr. Smith ignores a statistically significant risk wvariable produced by her
model which displays a positive relationship with dividénd yield which
contradicts fundamental DCF reasoning. Dr. Erickson also concluded that the
invalid statistical results produced by Dr. Smith's model are overwhelmingly
driven by the statistical constant and that in Dr. Smith's model there is very
little opportunity for individual company characteristiecs to influence the
outcome for an individual company's estimated cost of equity.

The determination of the appropriate fair rate of return for Duke Power
Company is of great importance and must be made with great care because
whatever return is allowed will have an immediate impact op Duke, its
stockholders, and its customers. In the final analysis, the determination of a
fair rate of return must be made by this Commission, using its own impartial
judgment and gonided by the testimony of expert witnesses and other evidence of
recoxrd. Whatever return is allowed must balance the interest of the ratepayers
and investors and meet the test set forth in G.S. 62-133(b)(4):

"...(to) enable the public utility by sound management to produce a
fair return for its shareholders, considering changing economic
conditions and other factors, as they then exist, to maintain its
facilities and services in accordance with the reasonable
requirements of its customers in the territoxy coveréd by its
franchise, and to compete in the market for capital funds on terms
which are fair tdé its customers and to its existing investors.”

The return allowed must not burden ratepayers any more than is necessary
for the utility to continue to provide adequate service. The North Carolina
Supreme Court has stated that the history of G.5. 62-133(b):

"...supports the inference that the Legislature intended for the
Commission to fix rates as low as may be reasonably consistent with
the requirements of the Due Process Clause of the Fourteenth
Amendment  to the Constitution of the United States..."
State ex rel. Utilities Commission v. Duke Power Co., 285 N.C. 377,
206 S.E. 24 269 (1974).

The nature of the evidence in a case such as this makes it extremely
difficult to balance all of the opposing interests, since much, if not all, of
the evidence is based on individual witnesses' perceptions and interpretations
of trends and data from the capital market. The Commission must use its
impartial judgment to ensure that all the parties involved are treated fairly
and equitably.

Based upon the foregoing and the entire record in this docket, including
evidence related to the debt-equity swap, the Commission finds and concludes
that the fair rate of return that Duke Power Company should have the
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opportunity to earn on the original cost of its rate base is 11.93%. Such
overall fair rate of return will yield a fair and reasonable return on common
equity capital of 15.25%.

The Commission cannot guarantee that Duke Power Compamy will, in fact,
achieve the level of returns herein found to be just and reasonable. Indeed,
the Commission would not guarantee it if it could. Such a guarantee would
remove necessary incentives for the Company to achieve the utmost in
operational and managerial efficiency. The Commission believes, and thus
concludes, that the level of return approved herein will afford the Company a
reasonable oppertunity to earn a reasonable return for its stockholders while
providing adequate and economical service te ratepayers.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 18

The Commission has previously discussed its findings of fact and
conclusions regarding the fair rate of return which Duke Power Company should
be afforded an opportunity to earn.

The following schedules summarize the gross revenues and the rates of
return which the Company should have a reasonable opportunity to achieve based
upon the determinations made herein. Such schedules, illustrating the
Company's gross revenue requirements, incorporate the findings of fact and the
conclusions heretofore and herein made by the Commission.
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SCHEDULE X
DUKE POWER COMPANY

North Carolina Retail Operations

Docket No. E-7, Sub 373

Statement of Operating Income

Twelve Months Ended June 30, 1983
(000's)
After
Present JIncrease Approved
Item Rates Approved Increase
Operating Revenue
Net operating revenue $1,563,290 5130,969  $1,694,259
Operating Revenue Deduction
Fuel used in generation 404,868 - 404,868
Purchased power and net
interchange (2,667) - (2,667)
Other operating and maintenance 356,383 - 356,383
Depreciation and amortization 171,129 - 171,129
Taxes other than 131,829 7,858 139,687
Interest on customer deposits 426 - 426
Income taxes 219,384 60,620 280,004
Investment tax credit .
amortization (7,660) - (7,660)
Total operating revenue T
deductions 1,273,692 68,478 1,342,170
Net Operating Income for Return $ 289,598 $ 62,491 5 352,089
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SCHEDULE II
Duke Power Company
North Carolina Retail Operations
Docket No. E-7, Sub 373
Schedule of Rate Base and Rate of Return
Twelve Months Ended June 30, 1983
(000's Omitted)

Item .,
Investment in electric plant
Less: Accumulated depreciation
Accumulated deferred income taxes

Operating reserves

Ket investment in electric plant
Allowance for working capital

Net original cost rate base

Rate of Return:

Present
Approved

Approved
Rates

§4,493,942
(1,433,735)
(311,120)

(11,653)

2,737,434
213,085

52,950,519

9.82%
11,93%



Item

Long-term debt

Preferred stock

Common equity
Total

Long-term debt

Preferred stock

Common equity
Total
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SCHEDULE III
DUKE POWER COMPANY
North Carolina Retail Operxations
Docket No. E-7, Sub 373

Statement of Capitalization and Related Costs

Twelve Months Ended June 30, 1983
(000's Omitted)

Original Embedded Net

Ratio Cost Cost Operating

% Rate Base % Income
Present Rates
45.83 1,352,223 9.73 131,571
12.09 ' 356,718 8.74 31,177
42.08 1,241,578 10,22 126,850
100.00 2,950,519 289,598
Approval Rates

45.83 1,352,223 9.73 131,571
12.09 356,718 8.74 31,177
42.08 1,241,578 15.25 189,341
100.00 2,950,519 352,089

321
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EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 19 - 23

Company witness Hatley, Public Staff witness Turner, CIGFUR witness
Phillips, and Kudzu witness Eddleman presented testimony and evidence regarding
rate design.

Traffic Signals

The Commission observes that the cost allocation studies filed by the
Company in this proceeding show rates of return for the traffic signal rate
Schedule TS which are low regardless of the cost allocation methodology used,
and the cost allocation studies filed in the previous general rate case in
Docket No. E-7, Sub 358, showed the same thing. Therefore, the Commission
concludes that the rates proposed by the Company for Schedule TS should be
adopted regardless of the imcrease granted overall.

Basic Customer Charges

The Company proposed in this proceeding to increase its basic customer
charges for all major rate schedules by the same percentage as the other rate
blocks, including a proposed increase in the residential customer charge from
$5.80 per month to §6.61 per month. The proposed customer charges were
unopposed by any party.

The Commission notes that the proposed residential customer charge is
still less than the residential customer charge which this Commission has
allowed for CP&L and Vepco. The Commission concludes that the residential
customer charge and the nonresidential customer charges should be approved at
the levels proposed by the Company.

Residential Water Heater Discount

Company witness Hatley presented data in this proceeding which illustrated
the cost differential between customer groups in Schedule R (i.e., with and
without water heater discounts). The data shows that rates of return are
higher for customers with the WH discount (RW) than for customers without the
WH discount (R), and that customers with the WH discount have a higher load
factoxr than do customers without the WH discount.

However, Public S5taff witness Turner presented data illustrating that
customers with the WH discount have a higher appliance saturation than do
ciustomers without the WH discount, suggesting that the presence of a qualifying
water heater is simply collinear with other appliance usages and that such
overall difference in usage is primarily responsible for the difference in
rates of return and load factors between customer groups with and without the
water heater discount. On cross-examination, witness Hatley could not say how
much of the higher rate of return for RW customers was actually due to the
qualifying water heater.

Witness Hatley pointed out that the Commission reasoned in its last
general rate Order in Docket No. E~7, Sub 358, that when the residential rate
blecks are flattened, the difference in rates of return between the RW
customers and the R customers should be reduced, and that such difference in
rates of return did not in fact occur. However, for such difference in rates
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of return to be reduced, it was assumed that there was no actual cost
difference between R and RW customers. Obviously there is a cost difference,
as pointed ,out by witness Turner, which cannot be attributed solely to water
heaters or to usage solely in the second block ef the rate schedules.

The Commission notes that both CPAL and Vepco have eliminated the WH
discount from their residential rate schedules for North Carolina retail
service, The Commission continues to be persuaded that a2 WH discount is not as
appropriate as it once was and that it should be reduced in this proceeding
consistent with the flattening of the rate blocks described herein.

Summer/Winter Differential in Residential Rates

The Company proposes to increase the size of the summer/winter rate
differential for all ower 1300 kWh in each residential rate schedule while
keeping the percentage difference essentially constant.

In the Company's previous general rate proceeding in Docket No. E-7,
Sub 338, the Commission concluded that the summer/winter rate differentials
should not be increased until such time as it could be determined what size
summer/winter differential would be appropriate for each rate block of each
rate schedule, and it reduced the summer/winter differential for Schedule R to
a level more comparable with Schedules RA and RC.

Public Staff witness Turner recommended that the summer/winter
differential continue to be held at the present rate level until a more
definitive study of such rate differentials can be made. Company witness Hatley
responded that the summer/winter rate differential is intended to encourage
residential heating load which would help balance the summer and winter peak
loads on the system.

The Commission is of the opinion that, if there is a difference in cost to
serve customers during summer versus winter, it would seem more likely to
involve differences in generation mix between seasons and the differences in
fixed costs and variable costs associated with such differences in generation
mix. The Commission is further of the opinion that it would be highly
desirable to base a determination of appropriate summer/winter rate
differentials on information as to the fixed costs and variable costs incurred
by each customer group during each hour of the year (and each season of the
year) and that a special study toward that end should be encouraged.

The Commission concludes that the percentage summer/winter rate
differentials in the residential rates should not be increased until such time
as it c¢an be determined what size summer/winter differential would be
appropriate for each rate block of each rate schedule.

Flattening Rate Blocks for Residential Service

The Company proposes to retain three energy blocks in its residential rate
schedules. The Commission concluded in previous general rate proceedings that
rates should accurately track costs in a manner consistent with the intent of
the Public Utility Regulatory Policies Act (PURPA) and that multiple rate
blocks and declining block rates should no longer be applied unless it can be
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demonstrated that such rate features will track costs more accurately than the
simple and straight forward single block rate.

Company witness Hatley contended in the previous general rate proceeding
that usage in the first block (i.e., 0 to 350 kVWh) represented year-round
usage, such as nonair conditioning and nonheating load; that usage in the
second block (i.e., 350 kWh to 1300 kWh) included air conditioning and heating
load associated with additional demand at the time of the system peak, and
therefore it contributed to a lower lcad factor for the system; and that usage
in the third block (i.e., over 1300 kWh) inclnded primarily heating load which
was not accompanied by additional demand at the time of the system peak, and
therefore it improved the system load factor. He presented the same argument
in this proceeding.

Public Staff witness Turner recommended that the rate blocks be reduced to
a single block for all usage over 350 kWh per month. -

The Commission concluded in the previcus general rate proceeding in Docket
No. E-7, Sub 358, that the multiple rate blocks should be flattened, and that
the cost of service for different customer groups should be studied further to
determine the differences in cost of service for different. ranges of usage in
order to justify contirued use of multiple rate blocks. N L%

The Commission concludes that the multiple rate blocks should be flattened
in this proceeding in order that the number of blocks may be reduced in future
proceedings and that such rate blocks should be flattened in such a manner that
no customer will receive a rate increase higher than that proposed by the
Company herein.

Merger of Résidential Rate Schedules R and RA

The three major residential rate schedules are Schedules R, RA, and RC.
Schedule RA is applicable to residential custemers having all-electric service,
Schedule RC is applicable to customers meeting certain tlermal requirements .for
conservation of emergy, and Schedule R is applicable to residential customers
vho are not eligible for Schedules RA and RC.

Schedule RA has been closed to new customers since 1979, and all npew
residential customers must choose between Schedule R and Schedule RC. The
Company merged a former Schedule RW into Schedule R in a previous proceeding
(although merged Schedule R still contains a discount for qualifying water
heaters). - The Company has not yet proposed merging Schedule RA into
Schedule R, and the Commission has not determined that they should.be merged.

Flattening Rate Blocks for Nonresidential Service .

The Company proposes to retain declining block rates within each section
(i.e., three sections, or load factor ranges, per rate schedule) of its major
nonresidential rate schedules. The Commission has concluded that multiple rate
blocks and declining block rates should be eliminated where it cannot be
demonstrated that they are cost justified.

The  Commission concludes that- the declining block rates for each section
of the nonresidential rate schedules should be flattenad in this proceeding in
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a manner which will ensure that no customer will receive a higher rate increase
than that proposed by the Company -herein. The Commission also concludes that
it should reduce the revenue requirement for each section of a given
‘monresidential rate schedule by the same percentage in order to preserve the
current average rate fof each load factor range until such time as it can be
determined what cost differential weuld be appropriate for each section of each
rate schedule. .,

Hopkinson Type Nonresidential Rates

In previous general rate proceedings, the Company -has indicated that its
long-range goals for rate design included placing more emphasis on the separate
demand charge (i.e., the Hopkinson type demand charge) in order to enhance
customer understanding of demand and to make customers more demand conscious.
As discusSed in previous general rate decisions invelving the Company, the
Commission is of the opinion that Hopkinson type rate designs might be
beneficial in that they greatly simplify the rates, and they give stronger and
clearer price signals to encourage conservation of demand.

In the previous general rate proceeding in Docket No. E-7, Sub 358, the
Company was directed to file a program outlining specific steps, timetables,
etc., associated with the Company's long term goal of implementing Hopkinson
type rate designs. The summary report filed by the Company on March 28, 1984,
contained an implementation plan listing steps for developing load research
data and designing rates in accordance with such data during the next 12
months. The Commission will await with interest the development of such
Hopkinson type rates.

In this proceeding, the Company proposes to increase the separate demand
charge in the major nonresidential rate schedules by the same overall
percentage as the other rate blocks. On the other hand, C.U.C.A. recommends
increasing the separate demand charge by a greater percentage than the other
rate blocks. The Commission concludes that the separate demand charge in the
major nonresidential rate schedules should be held to the levels proposed by
the Company in this proceeding in order to ensure that no customer will receive
a greater rate increase than that proposed by the Company.

Demand Ratchets

Both C.U.C.A. and CIGFUR raised objections to Duke's 100% demand ratchet
applicable to nonresidential billing demand because they contend that it
defeats customer load control devices and is disctiminatory. They recommended
an 80% demand ratchet 'applicable to the billing demand during the four .(4)
summer months only,

The Commission has observed in a number of general rate cases involving
Carolina ‘Power. & Light Company and Virginia Electric and Power Comany that
demand ratchets are a less efficient peak load pricing device than Time-of-Use
(TOU) rates, and that TOU rates would be a reasonable alternative to demand
ratchets. The Commission is of the opinion it should take steps to encourage
the expanded use of TOU rates rather than restrict .the demand ratchets in this
proceed1ng
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Time-of~Use Rates

The Interveners, C.U.C.A. and CIGFUR, joined by the Public Staff, contend
that all unnecessary barriers to the voluntary participation of customers in
Duke's Time-of-Use (TOU) rate schedules should be removed. Duke's witness
Hatley conceded on cross~examination that the eligibility requirements limiting
participation in GT and IT rate schedules to those randomly selected and
located on 1lines having power line carrier facilities no longer were
justifiable. Witness Hatley in fact said the Company for some years had been
planning to give such rates broader applicability. Duke's general service and
industrial time-of-use rates were instituted on an experimental basgis some
seven years ago. At that time there was a problem with respect to installing
proper metering facilities. Random selection of volunteers was deemed to be a
fair procedure under the circumstances. The rates have now become a part of
Duke's permanent rate structure. Problems of metering have been reduced or
eliminated. The Commission can find no substantive reason that permanent
time-of-use rates should be effectively allowed on the basis of a lottery,
i.e., by random selection. The Commission therefore holds that all General
Service and Industrial customers having appropriate metering facilities and
located at or near transmission facilities, desiring service under rate
Schedules GT or IT, and otherwise qualifying, shall be allowed access to such
schedules from apd after the date of this Order, provided such service is
offered on the basis that Duke will incur no additional expenses not recovered
through its approved rates and charges. Duke should notify each such eligible
customer of this ruling and explain the options available to the customers.

General

Duke proposes to adjust the revenue requirement for non-residential
customers by approximately $1.5 million to offset losses anticipated due to
increased use of TOU Schedules GT and IT. C.U.C.A. has raised objections to
such adjustment.

The Commission has consistently required that TOU rates be 'revenue
neutral," such that the total revenue requirement will remain the same if all
customers are on TOU rates or if all customérs are .on conventional non-TOU
rates. Therefore, when TOU rates are voluntary, customers who use TOU rates
will naturalily be those who will pay less under the TOU rates than they would
otherwise, and a revenue adjustment is required to keep the Company whole. TFor
this reason, the Commission denies the objections of C.U.C.A. on the issue.

IT 1S, THEREFORE, ORDERED as follows: .

1. That DPuke Power Company be, and is hereby, allowed to adjust its
electric rates and charges so as to produce, based upon the adjusted test year
level of operations, an increase in annual gross revenues of $130,962,000 from
its North Carolina retail operations. Said increase shall be effective for
service rendered on and after the date of this Order.

2. That within five working days after the date of this Order, Duke Power
Company shall file with this Commission rate schedules designed to produce the
increase in revenues set forth in Decretal Paragraph No. 1 above in accordance
with the guidelines set forth in Appendix A attached hereto. Said rate
schedules shall be accompanied by a computation showing the level of revenues
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which said rate schedules will produce by rate schedule, plus a computation
showing the overall North Carolina retail rate of return and the rate of return
for each rate schedule which will be produced by said revenues.

3. That Duke Power Company shall prepare cost allocation studies for
presentation with its next genera] rate application which allocate production
plant based on the following methodologies: (1) summer/winter peak and
average; (2) summerfwinter peak and base; (3) summer/winter coincident
peak; (4) summer coincident peak; and (5) average of 12 monthly peaks, Both
jurisdictional and fully distributed cost allocation studies shall be made
using each method, and the stedies shall be included in items 31 and 37,
respectively, of Form E~1 (as established in Docket No. M-100, Subs 58 and 64)
of the minimum filing requirements for general rate applications.

4. That Duke Power Company shall prepare a study for presentation to the
Commission with its next general rate application/ (or within 90 days after the
date of this Order, if soomer) which will provide fixed costs and variable
costs of production incurred during each hour of the year and which will
provide infoermation regarding the usage during each hour .of the year by the
nonresidential customers. Such study shall be based on the guidelines set
forth in Appendix B attached hereto.

5. That Duke Power Company 'shall make voluntary time-of-use rate
Schedules 6T and IT available to all general service and industrial customers
having appropriate metering facilities and located at or near transmission
facilities and otherwise qualifying, provided such service is offered on the
basis that the Company will iocur no additional expenses not recovered through
its approved rates amd charges.

6. That Duke Power Company shall give appropriate notice of the rate
increase approved herein by mailing a copy of the notice attached hereto as
Appendix C to each of its North Carolina retail customers during the next
normal billing cycle following the filing of the rate schedules described in
Decretal Paragraph No. 2.

7. That any motions heretofore filed im this proceeding and not
previously ruled upon are hereby denied.

ISSUED BY ORDER OF THE COMMISSION.
This the 13th day of June 1984.

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

APPENDIX A
DOCKET NO. E-7, SUB 373
GUICELINES FOR DESIGN OF RATE SCHEDULES -

Step 1: Determine the amount of rate schedule revenues and other revenues,
respectively, which are necessary to produce the overall revenue requirement
established by the Commission in this proceeding.
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Iincrease the rate schedule revenues produced by the present rates for

each rate schedule by the same percentage to produce the total rate schedule
revenues determined in Step 1, except as follows:

Step 3:

(a) Hold rates and rate schedule revenues for traffic lighting
Schedule TS at levels proposed by the Company.

(b) Increase rate schedule reveoues for outdeor lighting
Schedules T, T2 and T2X by the same percentage determined in Step 2,
except do not increase said revenues above the levels proposed by the
Company.

Increase the individual prices in a given rate schedule by the same

percentage to reflect the increase in revenue requirement for the rate schedule
as determined in Step 2, except as follows:

(a) Increase the customer charge for residential rate Schedules R,
RA, and RC to 56.61.

(b) Maintain the game percentage differential between summer and
winter rates as is contained in the present rate levels of the third
block of residential rate Schedules R, RA, and RC, respectively.

(c) Increase the first block only (i.e., 0 kWh to 350 kWh) of
residential rate Schedules R, RA, and RC as necessary to achieve the
increase in revenue requirement for each rate schedule, respectively,
except do not increase the first block by a greater percentage than
the percentage determined in Step 2 (or above the level determined
for the second block in Step 3e).

{d) If the increase in revenue requirement is not achieved for
residential rate Schedules R, RA, and RC although the first block is
increased to the levels determined in step 3c, then hold the first
block at the levels determined in step 3¢ and also increase the third
block (i.e., over 1300 k¥Wh summer and winter) as necessary to achieve
the revenue requirement for each rate schedule, respectively; except
do not increase the third block above the levels proposed by the
Company for said block (or above the levels determined for the second
block in step 3e) and do not neglect to maintain the same percentage
differential between summer and winter rates as determined in
Step 3b.

{e) If the increase in revenue requirement is not achieved for
residential rates Schedules R, RA, and RC although the first block is
increased to the levels determined in step 3c and the third bleck is
increased to the levels determined in step 34, then hold the first
block at the levels determined in step 3c, also hold the third block
at the levels determined in step 3d, and also increase the second
block (i.e., 350 kWh to 1300 kWh) as necessary to achieve the revenue
requirement for each rate schedule, respectively; except hold the
regular rate of the second block of Schedule R at the 6.23¢ per kWh
present rate level while increasing only the WH discount rate (i.e.,
5.85¢ per kWh at present rate level) in the second bleck of
Schedule R.
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(£) Increase the customer charge for nonresidential rate Schedules
G, GA, GB, T, and IP to the levels proposed by the Company.

(g) Ibcrease the separate demand charge per kW for nonresidential
rate Schedules G, GA, I, and IP to the levels proposed by the
Company.

(b} Increase the revemue requirement for each section (i.e., three
sections, or 1load factor ranges, ©per rate schedule} for
nonresidential rate S8chedules G, GA, GB, I, and IP by the same
percentage in order to maintain the present ratio of revenue recovery
between sections.

(i) Increase the third block only (i.e. over 90,000 kWh) of the
first section (l.e., first 125 kWh per kW) of Schedule G as necessary
to achieve the increase in revenue requirement for said first
section, except de not increase the third block above the level
proposed by the Company for said block (or above the level determined
for the second block in step 3j).

(j) 1I1f the increase in revenue requirement is not achieved for the
first section of Schedule G although the third block is increased to
the level determined in step 3i, then hold the third block at the
level determined in step 3i and also increase the second block (i.e.,
3,000 kWh to 90,000 kWh) as necessary to achieve the increase in
revenue requirement for the fjrst section of Schedule G; except do
not increase the second block above the level proposed by the Company
for said block (or above the level determined for the first bleock in
step 3k).

(k) If the increase in revenue requirement is not achieved for the
first section of Schedule G although the third block is increased to
the level determined in step 3i and the second block is increased to
the level determined in step 3j, then hold the third block and the
second block at the 1levels determined in steps 3i and 33,
respectively, and also increase the first block (i.e., 0 kWh to 3,000
kWh) as necessary to achieve the increase in revenue requirement for
the first section of Schedule G.

(1) Increase the revenue requirement for each section (i.e., three
sections per rate schedule) of nonresidential rate Schedules G, GA,
GB, I, and IP in the same manner as described for the first sectiom
of Schedule G in order to flatten the rate blocks in each section.

(m) Increase prices in the TOD rate schedules in such a manner that
they will remain basically revenue neutral with comparable non-TOD
rate schednles, considering projected revenue savings for the TOD
rates.

Step 4: Round off individwal prices to the extent necessary for
administrative efficiency, provided said rounded off prices do not produce
revenues which exceed the overall revenue requirement established by the
Commission in this proceeding.
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Appendix B
Docket No. E-7, Sub 373

Determine "typical" operating data and “typical" cost data for each
generating unit and block of purchased power for the curreat year as
follows.

(1-1) Compile normalized "typical" operating data for each generating
unit as shown below:

Name Maximum Total Capacity Equivalent
of Dependable Annual Factor Availability
Generating Capacity  Generation Facter
Unit (kW) (kWh) (%) (%)
Note A Note B

Note A: Include capacity factor for base load units only.
Note B: If equivalent availability cannot be provided,
include operating availability instead.

(a) Explain how the normalized "typical" operating data was
determined for each geperating unit.

(1-2) Compile normalized "typical"” cost data (in curremt year dollars)
for each generating unit as shown below:
Name of Fixed Annual Costs Variable Anpual Costs
Generating Cost of Annual Other )
Unit Capital Depreciation Costs Fuel Non Fuel

(a)} Explain how the normalized "typical" cost data was
determined for each generating unit.

(1-3) Compile normalized "typical" operating data and "typical" cost
data (in current year dollars) for each block of purchased power
as shown below:

Type of Total Total Energy Total Total
Purchased kWh Charges Demand Other
Power Purchased Fuel Non Fuel Charges Charges

(a) Explain how the normalized 'typical” operating data and
cost data was determined for each block of purchased power.

(1-4) Compile a system load curve representing the normalized
"typical" kWh production requirement as follows:

(a) Utilizing the nmormalized "typical" hourly loads used in the
Company's production cost simulation model to represent the
shape of th