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GENERAL ORDERS - GENERAL

DOCKET NO. M-100, SUB 113
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of
Tax Reform Act of 1986 ) ORDER ALLOWING TARIFFS
) TO BECOME EFFECTIVE AND
¥ APPROVING REFUND PLAN

BY THE COMMISSION: On October 23, 1986, the North Carolina Utilities
Commission entered an Order in Docket No. M-100, Sub 113, initiating an
investigation regarding the Tax Reform Act of 1986 and its impact on public
utility rates in this State. The Commission Order set forth the following
statements concerning the probable impact of the Tax Reform Act on utility
rates in North Carolina.

"On October 22, 1986, President Reagan signed into law the Tax Reform
Act of 1986. Among other provisions which are contained in this
wide-ranging tax reform are provisions which will upon implementation
significantly reduce the tax rate of most, if not all, investor-owned
public utilities engaged in providing electric, telecommunications,
and natural gas distribution services in North Carolina. This
reduced tax rate when effectuated will have an immediate and
favorable impact on the cost of providing the aforementioned public
utility services to consumers in North Carolina. It is incumbent
upon this Commission to take the appropriate action as required so as
to preserve and flow through to ratepayers, as a reduction to public
utility rates, any and all cost savings realized in this regard which
would otherwise accrue solely to the benefit of the companies'
stockholders."

The Commission set forth the following decretal paragraphs in the Order of
October 23, 1986, regarding the Tax Reform Act of 1986.

"1l. That effective January 1, 1987, the federal income tax and the
related gross receipts tax components of the rates and charges of all
electric, telecommunications, and natural gas distribution companies
and all water and sewer companies with annual operating revenues in
excess of $250,000 subject to the jurisdiction of this Commission
shall be, and hereby are, ordered to be billed and collected on a
provisional rate basis pending final disposition of this matter.

"2. That effective January 1, 1987, each and every utility subject
to the provisions of this Order shall place in a deferred account the
difference between revenues billed under rates then in effect,
including provisional components thereof, and revenues that would
have been billed had the Commission in determining the attendant cost
of service based the federal income tax component thereof on the
Internal Revenue Code as now amended by the Tax Reform Act of 1986,
assuming all other parameters entering into the cost of service
equation are held constant.

"3. That each and every utility subject to the provisions of this
Order shall determine the dollar amount of the impact of the Tax
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Reform Act of 1986 on its annual tevel of income tax expense included
in its North Carolina jurisdictional cost of service consistent with
ordering paragraph No. 2 above and file same with the Chief Clerk of
the Commission no later than November 30, 1986. Said filing shali
include all workpapers and a. statement of all assumptions made in
complying with the foregoing requirements. Further, each affected
utility in conjunction with the foregoing shall file proposed rate
adjustmepts giving effect to the reduction in its cost of servicé
arising from the Tax Reform Act of 1986. The Commission will
consider any additional information or comments any party may wish to
offer."

The wutilities subject to this docket subsequently filed information
setting forth each company's assessment of the Tax Reform Act of 1986 on its
North Carolina intrastate operations.

By Order gntered in this docket on March 10, 1987, the Commission required
all affected utilities to begin filing quarterly reports no later than
April 30, 1987, reflecting the status of the deferred account which the
utilities were required to establish pursuant teo decretal paragraph No. 2 of
the Order dated October 23, 1986.

On May 1, 1987, the Public Staff filed a report in this docket setting
forth its assessment of and récommendations regarding the Tax Reform Act of
1986. The Attorney General also filed comments and recommendaticns regarding
the Tax Reform Act in the form of testimony and exhibits on May 1, 1987. Both
the Public Staff and the Attorney General noted that the maximum corporate
federal income tax rate will be reduced from 46% to 34% effective July 1, 1987,
and recommended that the Commission should reduce utility rates in North
Carolina effective on that date to reflect the full reduction to the 34%
federal income tax rate for corporations.

On October 20, 1987, the Commission entered an Order 1in this docket
establishing the procedures to implement tariff reductions and refunds related
to the corporate income tax savings related to TRA-86.

On November 6, 1987, the Commission entered an Order modifying the
October 20, 1987, Order, by ordering the affected telephone local exchange
companies (LECs) to reduce only recurring basic local service rates for any tax
savings calculated in accordance with the October 20, 1987, Order.

The Public Staff presented at the December 7, 1987, Staff Conference, its
findings and recommendations regarding the LECs' filings in accordance with the
October 20, 1987, and November 6, 1987, Orders. All interested parties were
allowed unti]l December 16, 1987, to file written comments on the concerns
raised by the Public Staff.

On December 22, 1987, the Commission entered an Order Requiring Tariff
Filings and Modifying Previous Orders in which it denied certain
LECs' proposals to consider CPE changes outside the test year as offsets to
TRA-86 tax reductions, approved the Public Staff's proposal to reduce EAS
additives due to TRA-86 tax savings, and approved the Public Staff's proposal
to relate test period tax savings only to rates being reduced. The Commission
required the LECs affected by this Order to file tariff reducticns and
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supporting workpapers no later than January 11, 1988, to be effective no later
than February 1, 1988.

As a result of these Orders, General Telephone Company of the South
(General) has filed tax savings calculations and proposed tariff reductions to
be effective February 1, 1988. Additionally, General has filed a refund plan
effective February 1, 1988, that returns to its customers tax overcollections
related to the period January 1, 1987 to January 31, 1988.

On January 11, 1988, the Public Staff filed a Motion wherein it was
recommended that the Commission approve the rate reduction filed by General.
Additionally, the Public Staff recommended approval of the proposed refund
amount, including interest.

The Attorney General has orally notified the Commission that the filed
rate reductions should be approved, as recommended by the Public Staff.

Based on the foregoing, the Commission concludes that the rate reductions
noted above should be allowed effective February 1, 1988. These rate
reductions will result in General's tariffs reflecting the current 34%
corporate federal income tax rate. Therefore, the Commission concludes that
beginning February 1, 1988, General no longer needs to add dollars to the
deferred account required by the Order of October 23, 1986, related to rates
charged after February 1, 1988. The Commission notes that the balance in the
deferred account at January 31, 1988, should include the tax overcollections
since January 1, 1987, calculated in accordance with prior orders in this
docket.

General's refund plan proposes to apply two separate credits to all
customers' bills beginning with the first billing cycle in February. The first
credit applied will vrefund the $768,713 of calendar year 1987 tax
overcollection. In addition, this credit will refund to customers $67,816 of
interest on tax overcollections for the period January 1, 1987, to January 31,
1988. The second credit will provide for retroactive treatment to January 1,
1988, of the proposed tariff changes referenced above.

The only matter unresolved by the parties is the proposed refund plan's
methodology. General proposes to refund the tax overcollections to applicable
customers based on said customers' billings during the overcollection period.
The Public Staff disagrees with this methodology. The Public Staff recommends
that the tax overcollections be refunded based on current customers, consistent
with the methodology proposed by other telephone LECs. The Public Staff agrees
that General's methodology is theoretically fair but is concerned with the
inconsistency of this methodology, when compared to the plans proposed by other
LECs. Based on review of General's proposed refund plan, the Commission
concludes that it should be approved as filed. The Commission further
concludes that General should file monthly reports on the progress of the
refund process with the Chief Clerk until the refund process has been
completed.

IT 1S, THEREFORE, ORDERED as follows:

1. That the tariffs filed by General Telephone Company of the South are
hereby allowed to become effective February 1, 1988.
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2. That additional deferrals related to rates charged for service
rendered on and after February 1, 1988, required by decretal paragraph No. 2 of
the Commission Order of October 23, 1986, are no longer necessary for General.

3. That the January 31, 1988, balance in the deferred account established
in accordance with decretal paragraph No. 2 of the Commission Order of
October 23, 1986, shall include the tax overcollections during the
overcollection period, calculated in accordance with Commission Orders in this
docket.

4. That the appropriate amortization of accumulated excess deferred
income taxes will be considered in each company's next general rate case or
such other proceeding as the Commission may determine to be appropriate. Any
additional amounts relating to the adjustment that should have been made by the
company for the flow back of excess deferred income taxes shall be placed in a
daferred account and should ultimately be refunded to ratepayers with interest.

5, That the refund plan filed by General be, and hereby is, approved.

6. That General be, and hereby is, ordered to file monthly reports with
the Chief Clerk on the status of the refund process, until said process is
completed.

ISSUED BY ORDER OF THE COMMISSION.
This the 15th day of January 1988.
NORTH CAROLINA UTILITIES COMMISSION
(SEAL) Sandra J. Webster, Chief Clerk

DOCKET NO. M-100, SUB 113
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of
Tax Reform Act of 1986 ) ORDER ALLOWING TARIFFS
) TO BECOME EFFECTIVE AND
) APPROVING REFUND PLANS

BY THE COMMISSION: On October 23, 1986, the North Carolina Utilities
Commission entered an Order in Docket No. M-100, Sub 113, initfating an
investigation regarding the Tax Reform Act of 19856 and its impact on public
utility rates in this State. The Commission Order set forth the following
statements concerning the probable impact of the Tax Reform Act on utility
rates in North Carolina.

"0n October 22, 1986, President Reagan signed into law the Tax Reform
Act of 1986. Among other provisions which are contained in this
wide-ranging tax reform are provisions which will upon impiementation
significantly reduce the tax rate of most, if not all, investor-owned
public utiiities engaged in providing electric, telecommunications,
and natural gas distribution services in North Carolipa. This
reduced tax rate when effectuated will have an immediate and
favorable impact on the cost of providing the aforementioned public
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utility services to consumers in North Carolina. It is incumbent
upon this Commission to take the appropriate action as required so as
to preserve and flow through to ratepayers, as a reduction to public
utility rates, any and all cost savings realized in this regard which
would otherwise accrue solely to the benefit of the companies'
stockholders."

The Commission set forth the following decretal paragraphs in the Order of
October 23, 1986, regarding the Tax Reform Act of 1986.

"1. That effective January 1, 1987, the federal income tax and the
related gross receipts tax components of the rates and charges of all
electric, telecommunications, and natural gas distribution companies
and all water and sewer companies with annual operating revenues in
excess of $250,000 subject to the jurisdiction of this Commission
shall be, and hereby are, ordered to be billed and collected on a
provisional rate basis pending final disposition of this matter.

"2. That effective January 1, 1987, each and every utility subject
to the provisions of this Order shall place in a deferred account the
difference between revenues billed under rates then in effect,
including provisional components thereof, and revenues that would
have been billed had the Commission in determining the attendant cost
of service based the federal income tax component thereof on the
Internal Revenue Code as now amended by the Tax Reform Act of 1986,
assuming all other parameters entering into the cost of service
equation are held constant.

"3. That each and every utility subject to the provisions of this
Order shall determine the dollar amount of the impact of the Tax
Reform Act of 1986 on its annual level of income tax expense included
in its North Carolina jurisdictional cost of service consistent with
ordering paragraph No. 2 above and file same with the Chief Clerk of
the Commission no later than November 30, 1986. Said filing shall
include all workpapers and a statement of all assumptions made in
complying with the foregoing requirements. Further, each affected
utility in conjunction with the foregoing shall file proposed rate
adjustments giving effect to the reduction in its cost of service
arising from the Tax Reform Act of 1986. The Commission will
cunsid?r any additional information or comments any party may wish to
offer."

The wutilities subject to this docket subsequently filed information
setting forth each company's assessment of the Tax Reform Act of 1986 on its
North Carolina intrastate operations.

By Order entered in this docket on March 10, 1987, the Commission required
all affected utilities to begin filing quarterly reports no Tlater than
April 30, 1987, reflecting the status of the deferred account which the
utilities were required to establish pursuant to decretal paragraph No. 2 of
the Order dated October 23, 1986.

On May 1, 1987, the Public Staff filed a report in this docket setting
forth its assessment of and recommendations regarding the Tax Reform Act of
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1986. The Attorney General also filed comments and recommendations regarding
the Tax Reform Act in the form of testimony and exhibits on May 1, 1987. Both
the Public Staff and the Attorney General noted that the maximum corporate
federal income tax rate will be reduced from 46% to 34% effective July 1, 1987,
and recommended that the Commission should reduce utility rates in North
Carolina effective on that date to reflect the full reduction to the 34%
federal income tax rate for corporations.

On October 20, 1987, the Commission entered an Order in this docket
establishing the procedures to implement tariff reductions and refunds related
to the corporate income tax savings related to TRA-86.

On November 6, 1987, the Commission entered an Order modifying the
October 20, 1987, Order, by ordering the affected telephone local exchange
companies ((LECs) to reduce only recurring basic local service rates for any tax
savings calculated in accordance with the October 20, 1987, Order.

The Public Staff presented at the December 7, 1987, Staff Conference, its
findings and recommendations regarding the LECs' filings in accordance with the
October 20, 1987, and November 6, 1987, Orders. All interested parties were
allowed until December 16, 1987, to file written comments on the concerns
raised by the Public Staff.

On December 22, 1987, the Commission entered an Order Requiring Tariff
Filings and Modifying Previous ©Orders in which it denied certain
LECs' proposals to consider CPE changes outside the test year as offsets to
TRA-86 tax reductions, approved the Public Staff's proposal to reduce EAS
additives due to TRA-86 tax savings, and approved the Public Staff's proposal
to relate test period tax savings only to rates being reduced. The Commission
required the LECs affected by this Order to file tariff reductions and
supporting workpapers no later than January 11, 1988, to be effective no later
than February 1, 1988.

As a result of these Orders, the following telephone LECs have filed tax
savings calculations and proposed tariff reductions to become effective on the
dates shown:

Effective Date

Company Date of Filing of Tariffs

1. Carolina Telephone and

Telegraph Company January 11, 1988 January 1, 1988
2. Central Telephene

Company - North Carolina January 5, 1988 January 1, 1988
3. Citizens Telephone Company January 4, 1988 January 1, 1988
4. Ellerbe Telephone Company January 14, 1988 -
5. Heins Telephone Company December 31, 1987 February 1, 1988
6. Mebane Telephone Company December 31, 1987 -

On January 19, 1988, the Public Staff filed a Motion wherein it was
recommended that the Commission approve the rate reductions as filed by the
above noted companies.

The Attorney General has orally notified the Commission that the f{led
rate reductions should be approved, as recommended by the Public Staff.
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Based on the foregoing, the Commission concludes that the rate reductions
noted above should be allowed. The Commission notes that the rate reductions
proposed by Ellerbe and Mebane are zero due to the fact that these companies
have realized greater toll reductions than TRA-86 tax savings, calculated in
accordance with the Commission's October 20, 1987, Order.

These rate reductions will result in each company's tariffs reflecting the
current 34% corporate federal income tax rate. Therefore, the Commission
concludes that once these tariff reductions are effective then these companies
no longer need to add dollars to the deferred account required by the Order of
October 23, 1986, related to rates charged after the effective date of the
tariff reductions. The Commission notes that the balance in the deferred
account at said date should include the tax overcollections since January 1,
1987, calculated in accordance with prior orders in this docket.

The following telephone LECs have filed refund plans designed to return to

customers tax overcollections plus interest consistent with prior Commission
Orders issued in this docket:

Compan Date of Filin
Caroilna Telephone January 11, 1938

1.

2. Central Telephone January 15, 1988
3. Southern Bell Telephone January 19, 1988
4. Citizens Telephone January 14, 1988
5. Ellerbe Telephone January 14, 1988
6. Mebane Telephone December 31, 1987

On January 19, 1988, the Public Staff filed a Motion wherein it was
recommended that the Commission approve the refund plans as filed by the above
noted companies.

The Attorney General has orally notified the Commission that the filed
refund plans should be approved, as recommended by the Public Staff.

Based on the foregoing, the Commission concludes that the refund plans
noted above should be allowed. The Commission notes that the plans filed by
Mebane, Ellerbe, and Citizens telephone companies include zero refunds, due to
the fact that these companies have realized greater toll reductions than TRA-86
tax savings for the calendar year 1987, calculated in accordance with the
Commission's October 20, 1987, Order. Since these companies have no tax
overcollections, after consideration of toll rate reductions, then they are no
longer required to maintain the deferred account ordered in the Commission
Order of October 23, 1986. The Commission further notes that the Southern Bell
plan was provisionally placed into effect during January, 1988.

IT IS, THEREFORE, ORDERED as follows:

1. That the tariffs filed by the companies noted herein this Order be,
and hereby are, allowed to become effective on their proposed effective dates.

2. That additional deferrals related to rates charged for service
rendered after the effective dates of the rate reductions approved in ordering
paragraph No. 1 above and required by ordering paragraph No. 2 of the
Commission Order of October 23, 1986, are no longer necessary.
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3. That the refund plans filed by the companies noted herein this Order
be, and hereby are, allowed to become effective on their proposed effective
dates.

4. That the appropriate amortization of accumulated excess deferred
income taxes will be considered in each company's next general rate case or
such other proceeding as the Commission may determine to he appropriate. Any
additional amounts relating te the adjustment that shouid have been made by the
company for the flow back of excess deferred income taxes shall be placed in a
deferred account and should ultimately be refunded to ratepayers with interest.

5. That Caroiina, Central, and Southern Bell telephone companies be, and
hereby are, ordered to file monthly reports with the Chief Clerk on the status
of their refund plans, until said refund process is completed.

6. That Citizens, Ellerbe, and Mebane telephone companies are ne longer
required to maintain the deferred account ordered in the QOctober 23, 1986,
Order.

ISSUED BY ORDER OF THE COMMISSION.
This the 20th day of January 1988.
NORTH CAROLINA UTILITIES COMMISSION
(SEAL) Sandra J. Webster, Chief Clerk

DOCKET NO. M-100, SUB 113
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of
The Tax Reform Act of 1986 ORDER APPROVING
LANGUAGE FOR
WATER AND SEWER
FRANCHISE ORDERS
RELATED TO RECOVERY
OF TAXES ON
CONTRIBUTIONS IN AID
OF CONSTRUCTION

St o St N St b N Nt

BY THE COMMISSION: At the Commission Staff Conference on Honday,
December 7, 1987, the Public Staff recommended certain language related to
taxation of contributions in aid of construction (CIAC) to be included in
orders granting franchises to water and sewer companies. After responses from
several water and sewer companies, the Commission voted to aliow all interested
zarties to file written comments on the Public Staff's propesal within ten

ays.

By Order of December 15, 1987, the parties~were.given an extension to
December 22, 1987, to file said comments. -

Written comments were filed by Heater Utilities, Inc. (Heater Utilities),
North State Utilities, Inc. (Morth State), Carolina Water Service of North
Caroiina {(Carelina Water Service), and the Public Staff. Generally, the



GENERAL ORDERS - GENERAL

companies requested that the Commission reject the proposed language of the
Public Staff. The Public Staff proposed language, as modified in the comments
filed December 22, 1987, is as follows:

"No ratemaking treatment will be allowed in a future proceeding
for taxes on Contributions in Aid of Construction if the appropriate
tax authority or court rules at some future date that taxes are due."

In its Order of August 26, 1987, the Commission ordered all water and
sewer companies to use the full gross-up method with respect to collection of
taxation associated with CIAC unless the Commission gives prior approval for a
different method in a particular case or unless the company applies for and is
granted approval to use the present value method. In addition, ordering
paragraph No. 3(d) of said Order provides

"That, if a company does not follow the gross-up requirements
established by this Order, it shall not recover the costs of the
taxes arising from the CIAC through rates or charges to customers."

The Public Staff expressed concern in its Commission Staff Conference
agenda item that water and sewer utilities were engaging in transactions that
may be deemed to be CIAC by the Internal Revenue Service (IRS). Two examples
of transactions causing Public Staff concern are the purchase of utility
systems at a market price below the original cost of the systems and the
purchase of a utility company's stock at a price below book value. The Public
Staff expressed concern that this difference between fair market value and cost
in these instances may be deemed to be CIAC by the IRS and therefore subject to
taxation under TRA-86.

Generally, the responding companies assert that the above noted
transactions do not constitute CIAC subject to income taxation under the Tax
Reform Act of 1986 (TRA-86). These companies cite the opinion of the Staff of
the United States Congress Joint Committee on Taxation as presented in the
"blue book" that the value of property transferred for income tax purposes is
its fair market value. If this is the case, then no CIAC exists in the above
noted transactions because the systems or companies are reportedby being
purchased at fair market value.

Conversely, the Public Staff cites the recently issued Internal Revenue
Service Advance Notice 87-82 that states in part the following:

"Absent any unusual circumstances, normally the value of such
property provided to a utility is the "replacement cost" of the
property; i.e. the cost that another party would incur to construct
the property that is functionally similar to the subject property and
thus could replace such subject property in the performance of the
property's intended function."

This citation seems to indicate that in the Internal Revenue Service's
view an element of CIAC generally exists in the above noted transactions.

In coming to its conclusions in the August 26, 1987, Order requiring full
gross-up for water and sewer companies the Commission gave much consideration
of the evidence placed into the record as to the financial weakness generally
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experienced by most water and sewer companies. This evidence was initially
presented by the companies and was uncontested. Further, these companies
generally supported full gross-up procedures for the water and sewer
industries. Consequently, as noted above, the Commission concluded in its
August 26, 1987, Order that absent prior approval for an exception all water
and sewer companies must use Tull gross-up procedures. This Order was not
appealed by any party.

The Public Staff is now asking the Commission to include in all franchise
orders language prohibiting the recovery of taxes related to CIAC under TRA-86
should the full gross-up procedures of the August 26, 1987, Order not be
followed. The companies have resisted this language in cases where the initial
transaction is structured to not include a contribution element, wheh the
transferred property's fair market value is taken under cons1derat10n The
question then becomes one of whether or not the proposed prohibitive language
should be included in franchise orders where the transfer -has been conducted
with consideration to the transferred property's fair market value.

Both the companies and the Public Staff note that there is uncertainty as
to the proper CIAC valuation contemplated under TRA-86. Additionally, the
Public Staff and the companies note that the Commission does not have the
absolute authority to interpret TRA-86 on this valuation issue. In fact, the
Commission notes, as pointed out by North State, that there is much support in
the historic record, as it relates to Internal Revenue Code application of
general valuation principles, for fair market value application to transferred
property transactions.

After reviewing the many references cited by the companies in their
written comments, the Commission concludes that the appropriate valuation for
CIAC should be fair market value. However, the Commission s concerned,
particularly in view of Internal Revenue Notice 87-82, that this CIAC valuation
basis may not ultimately be accepted by appropriate tax authorities and courts.
This concern s greatly intensified by the realization that should the fair
market valuation not be accepted then the caompany would probably be prohibited
from fulfilling the full gross-up methodology because the previous owner of the
property would probably be unavailable and unwilling to rewrite the original
transfer contract. Being unable to fulfill the full gress-up procedures, then
the company or its ratepayers would be burdened with supporting any additional
income tax burden. Based on evidence of record, generally water and sewer
companies or their customers cannot financially sustain this burden.
Therefore, the Commission must take the precautionary position of placing the
risk of incorrectly assessing the taxability of these transfer transactions on
the ut111ty rather than its customers. Consequently, absent a strong, clear,
and conv1nc1ng showing of exceptional cause, no ratemaking treatment will be
allowed 1in a future proceeding for taxes on Contributions in Aid of
Construction if the appropriate tax authority or court rules at some Tuture
date that taxes are due. The Commission further concludes that this view
should be expressed in all water -and sewer -companies' franchise orders for
newly acquired systems issued after the date of this Order, provided that the
acquisition contract was not executed prior to February 3, 1987.

Carolina Water Service requested a hearing on the Public Staff's proposed

language, should the Commission consider adopting said 1language. The
Commission concludes that the language adopted herein is fully supported by the

10
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evidence placed into the record in this docket at the public hearing on May 12,
1987, and by the written comments filed by the parties in response to the
Public Staff's agenda item of December 7, 1987. Therefore, the Commission
further concludes that hearings on this matter are unnecessary at this time.

Heater Utilities asserted in its written comments that one of its pending
franchise applications, filed in Docket No. W-274, Sub 41, is for three
separate new water systems. Heater Utilities further stated that contracts
related to the acquisition of two of these systems, Langston Estates and
Tyndrun, were executed prior to February 3, 1987. Since the Commission's
initial Order of February 3, 1987, and subsequent Orders on the CIAC taxation
issue applied the gross-up procedures to CIAC not under contract prior to
February 3, 1987, Heater Utilities asserted that these systems should not be
subject to the language proposed by the Public Staff. After reviewing this
matter, the Commission concludes that the language adopted herein this Order
should not apply to the Langston Estates and Tyndrun systems.

IT IS, THEREFORE, ORDERED as follows:

1. That each order granting franchise for newly acquired water or sewer
systems issued after the date of this Order shall include the following
language, provided that the acquisition contract was not executed prior to
February 3, 1987:

Absent a strong, clear, and convincing showing of exceptional cause,
no ratemaking treatment will be allowed in a future proceeding for
taxes on Contributions in Aid of Construction if the appropriate tax
authority or court rules at some future date that taxes are due.

ISSUED BY ORDER OF THE COMMISSION.
This the 26th day of January 1988.
NORTH CAROLINA UTILITIES COMMISSION
(SEAL) Sandra J. Webster, Chief Clerk

DOCKET NO. M-100, SUB 115
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of
Revision of Rule R2-36(a) of the Rules and )
Regulations of the North Carolina Utilities ) ORDER AMENDING RULE
Commission ) R2-36(a)

BY THE COMMISSION: On June 15, 1987, the General Assembly of North
Carolina ratified House Bill 1035 (Chapter 374 of the 1987 Session Laws) to
make certain changes in G.S. 62-268 with regard to Tliability insurance
requirements for bus companies operating solely within North Carolina and
exempt from regulation under the provisions of G.S. 62-260(a)(7).

Upon consideration thereof, the Commission, acting under the power and
authority delegated to it for the promulgation of rules and regulations

LI
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pursuant to G.5. 62-31, concludes that Rule R2-36(a) should be amended in
accordance with Exhibit A attached hereto.

IT IS, THEREFORE, ORDERED as follows:

1. That Commission Rule R2-36(a) is hereby revised in accordance with
Exhibit A attached hereto and made a part hereof, effective upon the date of
this Order.

2. That a copy of this Order shall be mailed to all bus companies exempt
from regulation under the provisions of G.S. 62-260.

ISSUED BY ORDER OF THE COMMISSION.
This the 23rd day of February 1988.
NORTH CAROLINA UTILITIES COMMISSION
(SEAL) Sandra J. Webster, Chief Clerk

EXHIBIT A
RULE R2-36. SECURITY FOR THE PROTECTION OF THE PUBLIC

* (a) A1l common and contract motor carriers, including exempt for-hire
passenger carriers, shall obtain and keep in force and maintain on file at all
times with the Division of Moter Vehicles public 1iability and property damage
insurance issued by a company authorized to do business in North Carolina in
amounts not less than the following:

SQHEDULE OF LIMITS

(1) (2) (3) (4)
Limit for bodily
injuries to or death
of all persons
injured or killed in
any one accident

{Subject to a Limit for loss or
Limit for bodily maximum of $100,000 damage in any one
injuries to or for bodily injuries accident to prop-
Kind of death to one to or death of one erty of others
equipment person person) (excluding cargo)
Freight Equipment:
A1l motor
vehicles used
in the trans-
portation of
property $100,000 $300,000 $50,000

Passenger Equipment:

The minimum levels of financial responsibility are as prescribed for motor
carriers of passengers pursuant to the provisions of 49 U.S.C. § 10927(a)(1),

12



GENERAL ORDERS - GENERAL

which are $5,000,000 for vehicles with a seating capacity of 16 passengers or
more and $1,500,000 for vehicles with a seating capacity of 15 passengers or
less. Provided, however, that a passenger carrier providing transportation of
passengers exclusively for or under the control of a local Board of Education
operating under the authority of the State, or the State Department of
Education, or the United States Department of Defense, to the extent that said
arm of the United States Government maintains local boards of education in the
State of North Carolina, shall obtain and keep in force at all times public
liability and property damage insurance in the minimum amounts provided for in
49 U.S.C. § 10927(a)(1) or in a minimum amount greater than or less than said
limits as may be specified and approved by the local Board of Education or
State Department of Education, or the United States Department of Defense
contracting with said passenger carrier, provided, however, that in no event
shall the minimum level of financial responsibility be less than $1,000,000. 00.
Provided, further, that no bus company operating solely within the State of
North Carolina and which is exempt from regulation under the provisions of
G.S. 62-260(a)(7) shall be required to file with the Commission proof of the
financial responsibility in excess of one millien five hundred thousand dollars
($1,500,000).

DOCKET NO. M-100, SUB 116
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of

Request to Determine Whether Unmanufactured ) ORDER INTERPRETING
Tobacco is Included in Group 1, General ) RULE R2-37
Commodities, Pursuant to Rule R2-37 )

BY THE COMMISSION: On May 26, 1988, the Commission received a letter
from Mr. Ralph McDonald, Bailey & Dixon, Attorneys at Law, Raleigh, North
Carolina, on behalf of a motor carrier which holds a certificate authorizing
motor carrier transportation of general commodities, except commodities in bulk
in tank vehicles, statewide, seeking a determination by the Commission as to
whether unmanufactured tobacco is included in the definition of general
commodities as set forth in Group 1 of Rule R2-37 of the Commission's Rules and
Regulations.

On June 3, 1988, Mr. David H. Permar, Hatch, Little & Bunn, Attorneys at
Law, Raleigh, North Carolina, filed a response to Mr. McDonald's letter on
behalf of several certificated carriers of Group 19, unmanufactured tobacco,
stating their position that authority to transport general commodities does not
include authority to transport unmanufactured tobacco.

By Order dated June 27, 1988, the Commission initiated a rulemaking
investigation to consider whether the transportation of unmanufactured tobacco
is included in Group 1, general commodities pursuant to Rule R2-37.

The Order of June 27, 1988, was mailed to all motor carriers holding

general commodities authority and tobacco authority issued by this Commission
and to Mr. McDonald and Mr. Permar.

13
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The Order provided that parties desiring to file comments should do so on
or before July 28, 1988, with reply comments due not Tlater than August 12,
1988, and that the Commission would render its decision in this matter based
upon the record and any comments filed by interested parties.

N

Comments in support of the opinion that unmanufactured tobacco is included
in the definition of general commodities in Group 1 of Rule R2-37 were timely
filed with the Commission by Everette Contract Carrier, Incorporated; McGee
Trucking Company, Inc., d/b/a C.N. Trucking Company; Topco Enterprises, Inc.,
Overnite Transportation Company and Mr. Ralph McDonald, Attorney at Law,
representing English Trucking Company and McGee Trucking Company, Inc., d/b/a
C. N. Trucking Company.

Comments 1in opposition to the opinion that unmanufactured tobacco fs
included in the definition of general commodities in Group 1 of Rule R2~37 were
timely filed by Aaron Smith Trucking Company, Inc.; Mr. Harvie A. Carter; Mr.
G.E. Martin, Jr., of Burton Lines, Inc.; Mr. Vance T. Forbes and Mr. Vance T.
Forbes, Jr., of Forbes Transfer Company, Inc., and Mr. David Y., Permar,
Attorney at Law, representing the Tobacco Transporters Association.

Based upon a careful consideration of prior Commission Orders and the
comments filed in this proceeding, the Commission reaches the following

CONCLUSIONS

I. Other Commodity Groups Which Do HNeot Require Special Vehicles or
Equipment Are Subsumed Under Group 1.

The primary issue before the Commission in this docket was conclusively
determined by prior Commission Order dissued on February 17, 1960. See
Amendment to Group 1 of Rule 10 of the North Carolina Truck Act of 1947, Docket
No. 4066-1, 51 HNorth Carolina Utilities Commission Reports {July 1,
1958-June 30, 1960) at page 28. A discussion of that Order and the proceedings
which led to its issuance follows,

On May 20, 1947, the Commission adopted rules and regulations effective
June 1, 1948, for the administration and enforcement of the Truck Act of11947.
Rule 10, Description of Commodities, provided for 22 commodity groups.” The
provisions of the rule pertinent to this discussion were:

"Rule 10, DESCRIPTION OF COMMODITIES. An applicant who propbses to
transport commodities included in any one or more of the following
cormodity groups must definitely indicate in his application the
group or groups to be included. Any other commodities to be included
in the application must be set dut under the caption OTHER SPECIFIC
COMMODITIES, as indicated in Group 22.

1 Current Rule R2-37, which 1is substantially siijar to Rule 10 in most
other respects, has only twenty-one groups. Family Moving which was
included under Rule 10 is not included under the current rule.

14
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Group 1. GENERAL COMMODITIES. This group includes property the
transportation of which does not require special vehicles or special
equipment for hauling, Tloading, or unloading or any special or
unusual service in connection therewith. This group does not
include any of the following groups." (Emphasis added)

The last sentence of Group 1 under Rule 10 was the subject of three
Commission dockets in 1959 and 1960. Docket No. T-825, Sub 28, involved
tariffs filed by the Southern Motor Carriers Rate Conference and the North
Carolina Motor Carriers Association which contained new charges covering
services in trucks equipped with mechanical refrigeration units. The
Commission suspended the tariffs and assigned them for public hearing. On the
same date, March 26, 1959, the Commission entered an Order in Docket No. 4066-H
directing an investigation to determine whether vehicles with temperature
controls were special equipment. Carriers authorized to transport general
commodities, except those regquiring special equipment, were made respondents
and given notice of hearing. After a public hearing, the Commission issued an
Order on September 22, 1959, which held that vehicles equipped with temperature
controls were neither special vehicles nor special equipment. The Order of
September 22, 1959, also held that authority for the transportation of general
commodities (Group 1) did not, as a matter of course, include authorities
described in Group 5 (solid refrigerated products).

Several carriers of general commodities excepted to the Order of
September 22, 1959, and requested that the matter be reopened. After
conference with counsel for all parties, the Commission issued an Order on
November 16, 1959, reopening the docket for further investigation and hearing.
The Commission opened a second docket, 4066-I, the same day to consider
deleting the last sentence from Group 1 under Rule 10.

The public hearing in Docket No. 4066-1 was conducted on January 14, 1960,
On February 17, 1960, the Commission issued an Order amending Group 1 of Rule
10 by deleting the last sentence.

A fair reading of the Order of February 17, 1960, can lead to but one
conclusion. By deleting the last sentence of Group 1 of Rule 10, the
Commission intended to include within the definition of general commodities all
commodities not requiring special vehicles, equipment, or service. The
Commission's findings and conclusions are unequivocal. In particular, the
following portion of the conclusions expresses the Commission's intent:

“...Group 1 of Rule 10 as now written tends to eliminate many
commodities from the description of general commodities by reason of
the restrictive sentence under consideration in this proceeding, and
has the effect of creating two interpretations of general commodities
which we believe, and the carriers unanimously concur, produce
confusion and misunderstandings among carriers and the shipping and
receiving public.

“It is our opinion and we conclude that the public interest will be
best served if that sentence, 'This group does not include any of the
following groups,' now included as a part of the definition of
general commodities, Group 1, Rule 10 of the Commission's Rules and
Regulations for the Administration and Enforcement of the Truck Act,

15
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should be eliminated and stricken from said commodity description.
We further conclude and hold that this action should in no way be
construed as having the effect of removing any other restriction
jmposed on the operating authority heretofore granted and as now
shown on the formal certificates of common carriers of general
commodities operating in intrastate commerce."

In this case, the tobacco carriers base their opinion at least in part on
the following language in the Commission's motor freight application form:

"(NOTE: Applicant should mark oniy the groups he is qualified to
transport and proposes in good faith to transport. Only the groups
marked will be considered as a part of the application. For example,
if the applicant marks Group 1 only, that will be taken to mean that
he does not propose to transport any of the commodities described in
other groups. If be marks Group 1 and alse Groups 6 and 10, those
three groups will be considered the limit of his proposed operation.
Group 21 should be used for describing specific commodities that do
not fall in any other group.)" Form F-1 {1964).

It appears that the Janguage cited above was jnadvertently carried forward
from the time before the Commission's rule defining general commodities was
amended. In any event, instructional language contained in Commission forms
should not control over Commission rules duly promulgated after notice and
hearing. Henceforth, the application forms will be amended to reflect current
Commission Rules and Regulations.

Upon consideration of ali the comments and the entire record in this
matter, the Commission dis of the opinion, finds, and concludes that
unmanufactured tobacco is included in Group 1, general commodities, pursuant to
Rule R2-37.

I1. Transportation of Unmanufactured Tobacco Does Not Require Special
Vehicles, Special Equipment, or Special Service. ’

General commodities as defined in Group 1 in Commission Rule R2-37 include
property the transportation of which does not require special vehicles or
special equipment feor hauling, loading or unloading or any special or unusual
service in connection therewith.

Those in opposition to including unmanufactured tobacce in the general
commodities group contend that unmanufactured tobacco requires special handling
because of its valuable and sometimes perishable nature and also special and
additional equipment other than the flatbed vehicle.

The Commission is not, however, persuaded by the comments filed in this
docket that tobacco requires special handling or equipment for loading and
transporting. To the contrary, unmanufactured tobacco is transported much the
same as other commodities transported by carriers of general commodities.
Flatbed or van trailers are used in transporting unmanufactured tobacco and it
is loaded or unloaded by hand or with forkiifts with the loads being covered
and secured.
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FURTHER COMMENTS

Rule R2-37 of the Commission's Rules and Regulations sets forth 20 groups
of named commodities with Group 21 designated for use of other commodities not
included in any of the other named commodity groups. Group 19, unmanufactured
tobacco and accessories, should be requested by an applicant solely desiring to
transport only that commodity. This also applies to the other named commodity
groups. However, an applicant desiring to transport a variety of general
commodities under Group 1 should not be excluded from transporting commodities
from other named groups at some future date as long as the commodities meet the
definition of general commodities as set forth under Rule R2-37.

IT 1S, THEREFORE, ORDERED as follows:

1. That unmanufactured tobacco 1is included in Group 1, general
commodities, pursuant to Commission Rule R2-37.

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

ISSUED BY ORDER OF THE COMMISSION.
This the 19th day of October 1988.
NORTH CAROLINA UTILITIES COMMISSION
(SEAL) Sandra J. Webster, Chief Clerk
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DOCKET NO. E-100, SUB 54
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of
Investigation and Rulemaking Proceeding to ) ORDER PROPOSING
Consider Least Cost Integrated Resource Planning )} RULES FOR COMMENT

BY THE COMMISSION: By Order issued March 25, 1987, the Commission
instituted a general investigation and rulemaking proceeding to consider the
adoption of a new approach to electric utility planning which is intended to.
identify those electric resource options which can be obtained for the total
least cost to the ratepayérs consistent with adequate, reliable service. Least
cost integrated resource planning is a strategy which includes conservation
programs, load management programs and other demand-side measures as important
resource options which must be considered along with new generating plants,
cogeneration and other supply-side measures in providing cost effective, high
quality electrit service.

The Commission recognized in its Order of March 25, 1987, that least cost
integrated resource planning is already being practiced in Morth Carolina to a
large degree. However, the Commission believed then and continues to believe
now that there is a need to establish specific policies and procedures in order
to ensure that the present ad hoc case-by-case approach to planning gives
appropriate consideration to the "many alternative resources available for
meeting electricity needs. The primary thrust of the least cost integrated
resource planning strategy under consideration is to integrate both demand side
and supply side energy planning into a comprehensive program that will weigh
the costs and benefits of the available resource options and provide the basis
for a balanced evaluation of those options.

The March 25, 1987, Order published a series of rules defining a proposed
least cost integrated resource planning program, and it requested comments on
the rules from all interestéd parties. Carolina Power & Light Company, Duke
Power Company, North Carolina Power, Nantahala Power & Light Company, the
Public Staff, and the Attorney General were made parties to the proceeding and
were requested to file initial comments on the proposed rules within
approximately 60 days after the Order was issued and reply comments within
approximately 30 days after the initial comments were filed.

By Order issued April 1, 1987, Carolina Power & Light, Duke Power, North
Carolina Power, and Nantahala Power & Light were required to publish, at their
own expense, a newspaper notice to the public announcing the least cost
integrated resource planning investigation and rulemaking proceeding, and
requesting comments on the proposed rules.

By Order issued May 12, 1987, the parties were allowed until August 21,
1987, to file initial comments on the rules and unptil September 21, 1987, to
file reply comments.

By Order fissued August 5, 1987, Carolina Utility Customers Association,
Inc. (CUCA) was allowed to intervene in the proceeding. By Order issued August
25, 1987, the North Carolina Industrial Energy Consumers (NCIEC) were allowed
to intervene in the proceeding.
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Initial comments were filed by Carolina Power & Light, Duke Power Company,
North Carolina Power, Nantahala Power & Light, the Public Staff, the Attorney
General, the North Carolina Industrial Energy Consumers, and the Carolina
Utility Customers Association. Initial comments were also filed by the
following individuals: Jane Sharpe, James R. Martin, Edward A. Holland of
Triangle J Council of Governments, Mrs. Barney L. Davidson, Paul Markowitz of
the Energy Conservation Coalition, Kimberly Lillig, David Kirkpatrick of Sun
Shares, Peter G. Somers, Betsy Levitas of North Carolina Fair Share, Wells
Eddleman, Laura Drey, Jerry Markatos, and Joseph Kriesberg and David Efken of
Public Citizen. Reply comments were filed by Carolina Power & Light, Duke
Power, the Public Staff, and the Attorney General.

The comments filed by the various parties and individuals were extensive
and addressed most of the provisions of the proposed rules. There was strong
disagreement in the comments concerning a great many of the provisions in the
rules, with few of the rules escaping criticism from at least one or more
quarters.

For example, it is clear to the Commission from the various comments that
least cost planning terminology is not sufficiently defined. Some comments
argue that Teast cost planning means giving primary consideration to the short
term revenue requirements in ranking each resource option. Other comments
argue that least cost planning should consider risk, system reliability, fuel
availability, and environmental constraints among other things in ranking each
resource option.

Some comments expressed concern about the voluminous end-use data which
might be required and questioned the cost effectiveness of gathering such data.
Other comments expressed concern about hasty implementation of comprehensive
rules dealing with such complex issues without adequate discussion of the
impact that the rules would have on the planning process.

The proposed rules have generally proven to be so controversial that a
thorough evaluation of all disputed issues in one overall proceeding seems at
this point to be unwise if not unworkable. Resolution of some of the issues
will be difficult, and further discussion of the proposed rules will
undoubtedly lead to additional issues being raised which have not been
addressed thus far.

The Commission recognizes that least cost integrated resource planning is
an evolving, dynamic process, and that new information and new understanding of
integrated resource planning principles will be developed in the future. In
order to address each issue more effectively, the Commission is considering an
alternative approach which would refocus its rulemaking proceeding on a
relatively few issues at a time. Such an approach would initially require the
adoption of rules establishing the basic framework for a least cost integrated
resource planning program, followed by rules developing the details necessary
to flesh out the overall program. In this manner, controversies arising over
the details of the program can be resolved on a case-by-case basis without
impeding the development of the remainder of the program or extending the
resources of the Commission beyond their reasonable limitations.

As a first step in the approach to be followed, the Commission is
proposing rules herein which define an overall framework within which the least
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cost integrated resource planning process will take place. The rules propesed
herein are based on those aspects of the rules preposed in the Commission's
Order of March 25, 1987, which were generally uncontroversial plus certain
planning procedures already in place. A copy of the rules proposed herein is
attached to this Order as Appendix A.

The rules proposed herein do more than outline a planning procedure. They
specify that neither demand-side resource planning wor supply-side resource
planning is to be done separately, but that they are to be integrated into a
single planning process. They also specify that alternative resource options
must be studied and compared in such depth that a balanced evaluation of the
options can be made. They provide a framework wherein least cost
considerations, environmental concerns, operating needs, and flexible response
to future unknowns can all be accommodated.

The rules proposed herein also integrate Article 8 of the Commission's
existing electric service rules (NCUC Rules R8-42 and R8-43 for Electric Energy
Supply Planning) into the least cost integrated resource planning rules. The
current Rules R8-42 and R8-43 (which have been redesignated R8-60 and R8-61)
will provide an element of coentinuity in the integrated resource planning rules
until such time as the planning process evolves into its final form.

The rules proposed herein will be published for further comment by all
interested parties within 60 days. It is hoped that the proposed rules can
then be finalized soon after the comments are received. It is further hoped
that the comments received will enable the Commission to define and prioritize
the next steps which need to be taken or the next series of detailed rules or
issues which need to be addressed in order to properly flesh out the planning
process outlined herein. To that end, the Commission is also soliciting
comments on two specific detailed 9issues which it perceives as requiring
attention in the new future. It is imperative that a workable definition of
least cost integrated resource planning be established early in the rulemaking
process so that the rules developed during the process can be better focused on
an overall goal. The Commission is of the opinion that least cost integrated
resource planning can best be defined by identifying the primary considerations
which must be addressed by each least cost integrated resource planning study
and the relative weight which should be given to each of the considerations in
ranking each resource option in the study.

G. S. § 62-2(3a) now declares that it is the public policy of the State of
North Carolina:

"(3a) To assure that resources necessary to meet future growth
through the provision of adequate, reliable utility service include
use of the entire spectrum of demand-side options, including but not
1imited to conservation, load management and efficiency programs, as
additional sources of energy supply and/or energy demand reductions.
To that end, to require energy planning and fixing of rates in a
manner to result din the least cost mix of generation and
demand-reduction measures which is achievable, including
consideration of appropriate rewards to utilities for efficiency and
conservation which decrease utility bills." (Emphasis Added).
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In order to fully implement the public policy which has been declared by
the General Assembly, the Commission concludes that it is appropriate to
request all interested parties to file comments regarding consideration of
appropriate rewards to utilities for efficiency and conservation which decrease
utility bills.

A Least Cost Conference is tentatively being scheduled for the fall of
1988 in North Carolina. The Conference will be co-sponsored by the North
Carclina Utilities Commission, the South Carolina Public Service Commission,
the North Carolina Alternative Energy Corporation, and North Carolina State
University. The Conference will be open to all interested parties, including
regulatory officials, public utilities, consumer representatives, industrial
organizations and other public interest groups. The Conference will address
many of the details and issues which the Commission must evaluate in developing
its Tleast cost integrated resource planning program. The Commission is
enthusiastic about the prospects for the Conference, and anticipates valuable
feedback from the Conference in identifying those issues which must be
incorporated into our integrated resource planning rules and the priorities for
dealing with those issues. The Commission anticipates soliciting further
comments on the integrated resource planning rules after the fall 1988 Least
Cost Conference is completed.

Section 62-110.1(c) of the General Statutes of North Carolina require that
the Commission analyze the probable growth in the use of electricity and the
long range need for future generating capacity for North Carolina. On August
18, 1986, the Commission issued its Order Adopting Updated Forecast and Plan
for Meeting Long Range Needs for Electric Generating Facilities in North
Carolina - 1985/86 in Docket No. E-100, Sub 50. The Order contained the
findings and conclusions of the Commission regarding generating capacity
expansion by electric utilities serving North Carolina pursuant to
G.S. § 62-110.1. Docket No. E-100, Sub 50 was the most recent proceeding of
the Commission concerning generating capacity expansion.

Further hearings and analysis of the long range needs for electric
generation pursuant to G.S. § 62-110.1 would normally be held in 1988
consistent with the Commission's practice of holding such hearings and
proceedings approximately every 2 years. However, the 2 year frequency of such
proceedings was influenced by the active construction programs under way by all
of the electric utilities. The construction programs of the utilities are far
less active now, and current forecasts continue to indicate that future load
growth will be less than it was during the past decade.

Carolina Power & Light and Duke Power prepare their electric Tload
forecasts on a calendar year basis. The most timely review of such load
forecasts can be made in the spring of each year shortly after the forecasts
are updated. However, any hearings or proceedings to evaluate the electric
generating capacity needs of the State during the spring of 1988 will conflict
with the general rate case proceedings of Carolina Power & Light. If such
hearings or proceedings are conducted during the fall of 1988, they will
conflict with our Least Cost Conference and the proposed biennial proceedings
to revise the avoided cost rates for purchases of electric power from
cogenerators and small power producers. The Commission issued its most recent
Order Establishing Standard Rates and Contract Terms for Qualifying Facilities
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on April 7, 1987, following hearings held in November 1986 in Docket No. E-100,
Sub 53.

The Commission is of the opinion that the next hearings and proceedings to
evaluate the electric generating capacity needs for North Carolina pursuant to
G.5. § 62-110.1 should be scheduled for the spring of 1989. The hearings
should also address least cost integrated resource planning considerations,
including additional comments on the present or proposed integrated resource
planning rules of the Commission. It is anticipated that prior te the spring
1989 hearings, the Commission may propose additional 1least cost integrated
resource planning rules or issues for comment and discussion in the 1989
hearings, or it may hold earlier hearings to discuss certain integrated
resource planning rules and issues, or both.

IT 1S, THEREFORE, ORDERED as follows:

1. That the proposed rules attached heretc as Appendix A and entitled
"Least Cost Integrated Resource Planning" are hereby published for comment.

2. That the parties to this preoceeding shall file written comments
regarding the propesed rules attached hereto as Appendix A and the other
matters raised in decretal paragraphs 3, 4, and 5 not Tlater than sixty (60)
days after the date of this Order. The parties may file reply comments in
response to the matters raised in decretal paragraphs 3, 4, and 5 not later
than ninety (90) days after the date of this Order.

3. That the comments should also identify the primary considerations
which must be addressed by each least cost integrated resource planning study
and the relative weight which should be given to each of the considerations in
ranking each resource option in the study.

4. That the comments should also address the {ssue regarding
consideration of appropriate rewards to utilities for efficiency and
conservation which decrease utility bills.

5. That the comments should also identify the next issue or issues which
need to be developed in greater detail as part of a systematic evolution of the
rules proposed herein toward their final form.

ISSUED BY ORDER OF THE COMMISSION.

This the 16th day of March 1988.

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

APPENDIX A
ARTICLE 11
LEAST COST INTEGRATED RESOURCE PLANMNING
Rule R8-56. General.
(a) Purpose. The purpose of least cost integrated resource planning is

to ensure that each regulated electric utility operating in North Carolina is
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developing reliable projections of the long range demands for electricity in
its service area, and is developing a combination of reliable resource options
for meeting the anticipated demands in a cost effective manner. These rules
are intended to be consistent with the applicable provisions of the North
Carolina General Statutes, but are not intended to restrict or prohibit
demonstration projects, pilot programs or other experimental ventures.

(b) Applicability. These rules are applicable to Carolina Power & Light
Company, Duke Power Company, Nantahala Power and Light Company, and Virginia
Electric and Power Company, d/b/a North Carolina Power.

(c) Integrated Resource Plan. Each utility shall develop and keep
current a TJeast cost integrated resource plan consisting of at least the
following components

(1) A load forecast;
(2) A resource integration plan; and
(3) A short-term action plan.

(d) Data. Each utility shall provide such information and data as the
Commission requests and deems necessary for proper evaluation of the integrated
resource plans prepared by the utility.

(e) Filing. Each utility shall file its least cost integrated resource
plan and supporting testimony with the Commission at the times designated by
the Commission. The wutilities should anticipate filing such plans
approximately every two (2) or three (3) years. The Public Staff or any other
intervenor can file a least cost integrated resource plan of its own, or it can
prepare an evaluation of the integrated resource plans filed by the utilities,
or both. Any integrated resource plans, evaluations, and supporting testimony
prepared by the Public Staff or other intervenors shall be filed at the times
designated by the Commission. A reasonable amount of time will be given for
the Public Staff and other intervenors to evaluate the integrated resource
plans filed by the utilities prior to filing their own integrated resource
plans and evaluations. The intervenors should anticipate filing their own
integrated resource plans and evaluations approximately four (4) months after
receipt of the integrated resource plans filed by the utilities.

(f) Review. The Commission is required by G.S5. 62-110.1(c) to consult
with the utilities in North Carolina and with other state and federal agencies
having relevant information in analyzing the long range needs for expansion of
electric generating facilities in North Carolina. The Public Staff is required
by G.S5. 62-15(d) to assist the Commission in analyzing the long range needs for
expansion of electric generating facilities pursuant to G.S. 62-110.1. Public
hearings to consider the least cost integrated resource plans filed by the
utilities and the least cost integrated resource plans and evaluations filed by
the Public Staff and other intervenors shall be scheduled at the time and place
designated by the Commission. The utilities and intervenors should anticipate
public hearings being scheduled promptly following the filing of testimony and
exhibits by the intervenors.
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Rule R8-57. Load Forecasts.

The load forecast filed by each utility as part of its integrated resource
plan shall include, at a minimum, the following:

(a) A description of the methods. and assumptions used by the utility to
prepare its forecast including a description of the models and variables used
in the models;

(b) A tabulation of the utility's forecasts for at least a 15-year
period, including peak loads for the summer and winter seasons of each year and
the projected effects of non-price induced conservation and load management on
the forecasted peak loads for each year; and

fc) Mighést, lowest, and most probable forecast scenarios based on the
methods and assumptions used by the utility in preparing its forecasts; or, any
other technique which addresses forecast uncertainty to at least a comparable
degree.

Rule R8-58. Integrated Resource Plan.

Each utility 'shall evaluate each resource option which is reasonably
available to it in meaningful quantities, including both demand-side and
supply-side options, in order to determine an integrated resource plan which
offers a combination of reliable resource options for meeting the anticipated
demands on its system in a cost effective manner. The assumptions in the
evaluation shall be fully documented, and the cost benefits of all resource
options in the evaluation shall be quantified to the extent possible.

(a) Evaluation of Resource Options. Evaluation of resource options shall
include at least the following considerations:

(1) Determine the present value of future revenue requirements as at
least one criterion used in evaluating the resource options;

(2) Evaluate both demand-side and supply-side resource options using
the best and most reasonable procedures available, including,
but not 1limited to, such resource options as conservation, lead
management, re-lighting, insulation, cogeneration and small
power production;

(3) Analyze the sensitivity of major assumptions used fin the
evaluation of resource options, including:

A. Assessment of risk dn accordance with an assumption‘é
potential impact on the least cost plan;

B. Assessment of“re1iabi]ity; and

C. Assessment of other uncertainties, including forecast
uncertainty; and
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(4) Identify the costs and other effects associated with deferral or
acceleration of both demand-side and supply-side resource
options.

(b) Generating Facilities. Each utility shall provide data for the
electric generating facilities (including planned additions and retirements,
but excluding cogeneration and small power production) in its integrated
resource plan. Data should be detailed enough to facilitate a comparative
analysis of capacity alternatives and shall include all planning assumptions.

(1) Existing Generation. The utility shall provide a 15-year
projection of the following:

A. Projected fuel use by type of unit. Data shall be annual
data;

B. Projected unit characteristics by type of unit; such as
availability factors, capacity factors, heat rates, outage
rates or other relevant data. Data shall be annual data;

C. Projected retirements of existing wunits, including a
discussion of the reasons for the retirements; and

D. Other projected revisions to existing facilities plus a
discussion of any life extension programs currently being
planned or implemented.

(2) Planned Generation Additions. The utility shall provide a
15-year projection of the following:

A. Projected fuel use by type of unit. Data shall be annual
data;

B. Projected unit characteristics by type of unit, such as
availability factors, capacity factors, heat rates, outage
rates or other relevant data. Data shall be annual data;
and

C. Summaries of all studies supporting the new generation
additions included in the least cost plan.

(c) Alternative Energy Resources. Each utility shall assess on an ongoing
basis the potential for lowering fuel costs or improving the overall efficiency
of its generation facilities by means of reasonably available alternative
energy resource options. Alternative energy resources shall include, but not
be limited to, hydre, wind, geothermal, solar thermal, solar photovoltaic,
municipal solid waste, biomass, cogeneration, small power production and other
alternative energy resources. The utility shall discuss its overall assessment
of alternative energy resources and it shall provide details of the methods and
assumptions used in the assessment of those alternative energy resources having
a significant impact on its integrated resource plan.

(d) Conservation and Load Management. Each utility shall assess on an
ongoing basis the potential for lowering fuel costs or improving overall system
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efficiency by means of conservation and load management techniques. The
utility shall discuss 1its overall assessment of conservation and 1load
management techniques, and it shall provide details of the methods and
assumptions used in the assessment of those conservation and load management
techniques having a significant impact on {its integrated resource plan. The
assessments shall include costs, benefits, risks, uncertainties, reliability,
and customer acceptance where appropriate.

{e) Purchased Power. Each utility shall assess on an ongoing basis the
potential for lowering fuel costs and improving overall system efficiency by
means of purchased ‘power resources and additional bulk power transmission
facilities. The assessments shall dnclude costs, Dbenefits, risks,
uncertainties, and reliability where appropriate. The utility shall:

(1) Discuss its overall asgessment of its purchased power resources,
includipg but not limited to purchases from cogenerators, small
power producers, independent power producers and other
utilities, and it shall provide details of the methods and
assumptions used in the assessment of those purchased power
resources having a significant impact on its integrated resource
plan; and

(2) Discuss its overall assessment of those additions to its bulk
power tranmission facilities which will have a significant
impact on its integrated resource plan, including details of the
methods and assumptions used in the assessment.

(f) Transmission/Distribution Facilities Improvements. Each utility
shall assess on an ongoing basis the potential for improving the overall
efficiency of its geperation/tranmission/distribution facilities by means of
improvements to the transmission/distribution facilities. The utility shall
discuss its overall assessment of transmission/distribution facilities
improvements, and it shall provide details of the methods and assumptions used
in the assessment of those facility improvements having a significant impact on
its integrated resource plan.

Rule R8-539. Short-Term Action Plan.

_Each utility shall prepare a short-term action plan which discusses those
specific actions currently being taken by the utility to implement its
integrated resource plan.

(a) Summary. The utility's short-term action plan shall contain a
detailed summary of the various resource options contained in its current
integrated resource plan. For each resource option or program, the summary
shall include:

(1) The objective of the resource option or program;

(2) Criteria for measuring progress toward the objective;

(3) The implementation schedule for the program over the next two to
three years; and

(4) Actual progress toward the objective to date.
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(b) Cost Justification. For each major project currently undertaken by
the utility to implement its integrated resource plan, the summary of the
various resource options shall include a summary of the cost justification of
the project.

Rule R8-60. Preliminary Plans and Certificates of Public Convenience and
Necessity for Siting and Construction of Electric Generation and
Related Transmission Facilities in North Carolina.

(a) No commitments and contracts made for the purchase of a steam supply
system, turbine, generator or other major component of the generation system
shall be noncancelable until such time as the certificate of public convenience
and necessity has been issued.

(b) Information to be filed 120 days or more before the filing of the
application for a certificate of public convenience and necessity for
generating facilities with capacity of 300 MW or more shall include the
following:

(1) Available site information (including maps and description),
preliminary estimates of initial and ultimate development,
justification for the adoption of the site selected, and general
information describing the other locations considered.

(2) As appropriate, preliminary information concerning geological,
aesthetic, ecological, meteorological, seismic, water supply,
population and general load center data to the extent known.

(3) A statement of the need for the facility including information
on loads and generating capability.

(4) A description of investigations completed, in progress, or
proposed invelving the subject site.

(5) A statement of existing or proposed plans known to applicant of
federal, State, local governmental and private entities for
other developments at or adjacent to the proposed site.

(6) A statement of existing or proposed environmental evaluation
program to meet the applicable air and water quality standards.

(7) A brief general description of practicable transmission line
routes emanating from the site.

(8) A list of all agencies from which approvals will be sought
covering various aspects of any generation facility constructed
on the site and the title and nature of such approvals.

(9) A statement of estimated cost information, including plans and
related transmission capital cost (initial core costs for
nuclear units); all operating expenses by categories, including
fuel costs and total generating cost per net kWh at plant; and
information concerning capacity factor, heat rate, and plant
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service Tlife, Furnish comparative cost 1including related
transmission cost of other final alternatives considered.

{10) A schedule showing the anticipated beginning dates for
construction, testing, and commercial operation of ‘the
generating facility.

(c) Procedures for obtaining the certificate of public convenience and
necessity shall be as stated in the General Statutes.

(d) In filing an application for a certificate of public convenience and
necessity pursuant to G.§. 62-110.1{(a) in ovrder to construct a generating
facility, a utility shall include the following:

(1) The most recent resource integration plan of the utility plus
any proposals by the utility to update said plan;

(2) Testimony specifically indicating the extent to which the
proposed construction conforms to the utility's most recent
resource integration plan; and

(3) Testimony supporting any utility proposals to update its most
. recent resource integration plan.

Rule R8-61. Annual Report of Updates to least Cost Integrated Resource Plans.

(a) Every electrical public utility shall, annually, on or before April 1
furnish the Commission with a report containing a ten-year forecast of loads
and generating capability. The report shall describe all generating facilities
and known transmission facilities .with operating voltage of 200 KV or more
which, in the judgment of the wutility, will be required to supply system
demands during the forecast period. The report shall cover the ten-year peried
next succeeding the date of said reports and shalil include the following:

(1) A tabulation of peak loads, generating capability, and reserve
margins for each year.

{2) A 1list of the existing plants in service with capacity,
location, and any technological innovations to be backfitted to
improve environment quality to the extent known.

(3) A list of generating units under construction or planned at
plant locations for which property has been acquired, for which
certificates have heen received, or for which applications have
been filed with location, . capacity, plant type, and proposed
date of operation included.

(4) A list of proposed generating units at locations not known with
general location, capacity, plant type, and date of operation
included to the extent known.

{5) A list of units to be retired from service with Tlocation,
capacity and expected date of retirement from the system.
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(6) A list of transmission lines and other associated facilities
(200 KV or over) which are under construction or proposed
including the capacity and voltage levels, location, schedules
for completion and operation.

(7) A list of any generation and associated transmission facilities
under construction which have delays of over six months in the
previously reported in-service dates and the major causes of
such delays. Upon request from the Commission Staff, the
reporting utility shall supply a statement of the economic
impact of such delays.

(8) A 1list of future probable sites giving general Tlocation and
description, major advantages, and whether the site is wholly
owned, partially owned or not owned by the utility.

(b) Every electrical public utility shall, biennially, include in the
report a twenty-year forecast of loads, generating capability, and reserve
margins.

DOCKET NO. E-100, SUB 54
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of
Investigation and Rulemaking Proceeding to ) ORDER ADOPTING
Consider Least Cost Integrated Resource ) RULES
Planning )

BY THE COMMISSION: By Order issued March 25, 1987, the Commission
instituted a general investigation and rulemaking proceeding to consider the
adoption of a new approach to electric utility planning which is intended to
identify those electric resource options which can be obtained for the total
least cost to the ratepayers consistent with adequate, reliable service.
Carolina Power & Light Company, Duke Power Company, Virginia Electric and Power
Company, d/b/a North Carolina Power, Nantahala Power and Light Company, the
Public Staff, and the Attorney General were made parties to the proceeding and
were requested to file comments. Carolina Utility Customers Association, Inc.
(CUCA), and the North Carolina Industrial Energy Consumers (NCIEC) were allowed
to intervene in the proceeding.

By Order issued March 16, 1988, the Commission proposed rules which define
an overall framework within which the least cost integrated resource planning
process will take place and requested comments on the proposed rules from all
interested parties. The Commission recognized in the Order that it could
address each issue in the proceeding more effectively by refocusing the
rulemaking proceeding on a relatively few issues at a time, and that such an
approach would initially require the adoption of rules establishing the basic
framework for a least cost integrated resource planning program, followed by
rules developing the details necessary to flesh out the overall program.
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The March 16, 1988, Order also requested comments on three specific jssues
in addition to comments on the proposed rules themselves; the three fissues
being: (1) the primary considerations which must be addressed by each least
cost integrated resource planning study and the relative weight which should be
given to each of the considerations in ranking each resource option in the
study; (2) the consideration of appropriate rewards to utilities for efficiency
and conservation which decrease utility bills; and (3) the next issue or issues
which need to be developed in greater detail as part of a systematic evolution
of the proposed rules.

Comments were filed by Carolina Power & Light Company, Duke Power Company,
North Carolina Power, the Public Staff, the Attorney General, Paul Markowitz of
the Energy Conservation Coalition, and Martha Drake. Additional reply comments
were filed by CP&L and Duke Power Company.

Based on the comments filed in this proceeding, the Commission is of the
opinion that the rules proposed in the Order of March 16, 1988, should be
adopted with relatively minor revisions., The rules specify that demand-side
resource planning and supply-side resource planning are to be integrated into a
single planning process; and that alternative resource options must be studied
and compared in such depth that a balanced, realistic evaluation of the options
can be made, The rules adopted herein also integrate Article 8 of the
Commission's existing electric service rules (NCUC Rules R8-42 and R8-43 for
Electric Energy Supply Planning) into the 1least cost fintegrated resource
planning rules.

The Commission is also of the opinion that other issues commented on by
the parties to the proceeding should be addressed by separate Order as
appropriate. Such issues as a working definition of least cost integrated
resource planning, appropriate rewards to utilities for efficiency and
conservation, and competitive bidding systems for new capacity need further
work and discussion.

In a companion Order issued this same day in-Docket No. E-100, Sub 58, the
Commission has scheduled hearings to consider, analyze, and investigate the
least cost integrated resource plans which will ba developed and filed in that
docket by CP&L, Duke, North Carolina Power, and Nantahala. These plans will be
prepared in conformity with all applicable state laws and the rules adopted and
implemented by this 'Order. All interested parties, including the Public Staff
and Attorney General, will be encouraged to participate in those hearings. The
Commission has also scheduled six night hearings across the State of North
Carclina for the convenience of those members of the general public who may
wish to appear and testify. In addition, the Commission has indicated an
intent to initiate, as an important part of those proceedings, a comprehensive
investigation into the scope and effectiveness of the demand-side programs and
resource options which our electric utilities currently have in place in North
Carolina and which they may plan to dinitiate in the near future. In
particular, CP&L, Duke, North Carolina Power, and Nantahala have been directed
as part of their plans and testimony to provide a detailed description and
assessment of the effectiveness of their energy conservation and Tload
management programs. Furthermore, the Commission has also requested the Public
Staff to conduct a comprehensive investigation into the scope and effectiveness
of the integrated resource plans to be filed by the electric utilities, with
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particular emphasis being given to the subject of conservation and load
management as a resource option.

In addition to the actions today taken in Docket No. E-100, Sub 58, the
Commission concludes that it is also appropriate to request the Public Staff to
coordinate efforts with CP&L, Duke, North Carclina Power, and Nantahala to
jointly develop and propose an assortment of demand-side pilot demonstration
projects for implementation and trial in North Carolina. The Commission
believes that pilot projects can and will form an extremely important part of
the process which is designed to implement a comprehensive program of least
cost planning in this State.

IT 1S, THEREFORE, ORDERED as follows:

1. That ‘the rules attached hereto as Appendix A entitled "Least Cost
Integrated Resource Planning" are hereby adopted effective on and after the
date of this Order.

2. That Article 8 of the Commission's Rules for Electric Light and Power,
consisting of NCUC Rules R8-42 and R8-43, is hereby rescinded effective on and
after the date of this Order.

3. That the Public Staff is hereby requested to coordinate efforts with
CP&L, Duke, North Carolina Power, and Nantahala to Jjointly develop and propose
for the Commission’'s consideration an assortment of demand-side pilot
demonstration projects for implementation and trial in North Carolina. The
Public Staff is hereby requested to report back te the Commissien regarding the
status of this matter as soon as possible.

ISSUED BY ORDER OF THE COMMISSION.
This the 8th day of December 1988. ,
NORTH CAROLINA UTILITIES COMMISSION
{SEAL) Sandra J. Webster, Chief Clerk

Commissioners Tate and Redman dissent,

APPENDIX A
CHAPTER 8
ELECTRIC LIGHT AND POWER
ARTICLE 11
LEAST COST INTEGRATED RESOURCE PLANNING

Rule R8-56. General.

(a) Purpese. The purpose of least cost integrated resource planning
is to ensure that each regulated electric utility eperating in North
Carolina is developing reliable projections of the long range demands for
electricity in its service area and a combination of reliable resource
options for meeting the anticipated demands in a cost effective manner;
These rules are -intended to be consistent with the applicable provisions of
the North Carolina General Statutes, but are not intended to restrict or
prohibit demonstration projects, pilot programs or other experimental
ventures.
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(b) Applicability. These rules are applicable to (arolina Power &
Light Company, Duke Power Company, MNantahala Power and Light Company, and
Virginia Electric and Power Company, d/b/a North Carolina Power.

(¢) Integrated Resource Plan. Each utility shall develop and keep
current a least cost integrated resource plan consisting of at Teast the
following components:

{1} A load forecast;
{2) An integrated resource plan; and
{3) A short-term action plan.

(d) Data. Each utility shall provide such information and data as the
Commission requests and deems necessary for proper evaluation of the
integrated resource plans prepared by the utility.

{(e) Filing. Each utility shall file its least cost integrated
resource plan and supporting testimony with the Commission at the times
designated by the Commission. The utilities should anticipate filing such
plans approximately every two (2) or three (3) years. The Public Staff or
any other intervenor may file a least cost integrated resource plan of {ts
own, or it may prepare an evaluation of the least cost integrated resource
plans filed by the utilities, or both. Any least cost integrated resource
plans, evaluations, and supporting testimony prepared by the Public Staff or
other intervenors shall be filed at the times designated by the Commission.
A veasonable amount of time will be given for the Public Staff and other
intervenors to evaluate the least cost integrated resource plans filed by
the utilities prior to filing their own least cost integrated resource plans
and evaluations. The intervenors should anticipate filing their own Teast
cost integrated resource plans and evaluations approximately four (4) months
after receipt of the integrated resource plans filed by the wutilities.

(f) Review. The Commission is required by G.5. 62-110.1(c} to consult
with the utilities inm MNorth Carclina and with other state and federal
agencies having relevant information in analyzing the long range needs for
expansion of electric generating facilities in North Carolina. The Public
Staff is required by G.S5. 62-15{d) to assist the Commission in analyzing the
long range needs for expansion of electric generating facilities pursuant to
G.S. 62-110.1. Public hearings to consider the least cost integrated
resource plans filed by the utilities and the least cost integrated resource
plans and evaluations filed by the Public Staff and other intervenors shall
be scheduled at the time and place designated by the Commission. The
utilities and intervenors should anticipate public hearings being scheduled
a minimum of 45 days after the filing of testimony and exhibits by the
intervenors.

Rule R8-57. Load Forecasts.

The load forecasts filed by each utility as part of its least cost
integrated resource plan shall include, at a minimum, the following:
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(a) A description of the methods and assumptions used by the utility
to prepare its forecast including a description of the models and variables
used in the models;

(b) A tabulation of the utility's forecasts for at least a 15-year
period, including peak loads for the summer and winter seasons of each year,
annual energy forecasts, and the projected effects of non-price induced
conservation and load management on the forecasted annual energy and peak
loads for each year; and

(c) Highest, lowest, and most probable forecast scenarios based on the
methods and assumptions used by the utility in preparing its forecasts; or,
any other technique which addresses forecast uncertainty to at least a
comparable degree.

Rule R8-58. Integrated Resource Plan.

Each utility shall evaluate each resource option without regard to
geographical Tlocation which is reasonably available to it in meaningful
quantities, including both demand-side and supply-side options, in order to
determine an integrated resource plan which offers a combination of reliable
resource options for meeting the anticipated demands on its system in a cost
effective manner. The assumptions 1in the evaluation shall be fully
documented, and the cost benefits of all resource options in the evaluation
shall be quantified to the extent possible.

(a) Evaluation of Resource Options. Evaluation of resource options
shall include at Teast the following considerations:

(1) Determine the present value of future revenue requirements
where appropriate for in evaluating the resource options;

(2) Evaluate both demand-side and supply-side resource options
using the best and most reasonable procedures available,
including, but not limited to, such resource options as
conservation, load management, relighting, insulation,
cogeneration and small power production;

(3) Analyze the sensitivity of major assumptions used in the
evaluation of resource options, including:

A. Assessment of risk in accordance with an assumption's
potential impact on the least cost plan;

B. Assessment of reliability; and

C. Assessment of other uncertainties, including forecast
uncertainty.

(b) Generating Facilities. Each utility shall provide data for the
electric generating facilities (including planned additions and retirements,
but excluding cogeneration and small power production) in its integrated
resource plan. Data should be detailed enough to facilitate a comparative
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analysis of capacity alternatives and shall include all planning
assumpticns.

(1) Existing Generation. The utility shall provide a 1b-year
projection of the following:

A. Projected fuel use by type of generation. Data shall be
annual data;

B. Projected unit characteristics by type of generation,
such as availability factors, capacity factors, heat
rates, outage rates or other relevant data. Data shall
be aonual data;

C. Projected retirements of existing units, including a
discussion of the reasons for the retirements; and

D. Other projected changes to existing generating units
which are expected to increase or decrease capability by
at least 10% or 10 megawatts, whichever is less, plus a
discussion of any 1life extension programs currently
being planned or implemented.

(2) Planned Generation Additions. The utility shall provide a
15-year projection of the following:

A. Projected fuel use by type of generation. Data shall be
annual data;

B. Projected unit characteristics by type of generation,
such as availability factors, capacity factors, heat
rates, outage rates or other relevant data. Data shall
be annual data; and

. Summaries of all studies supporting the new generaticn
additions included in the least cost plan.

(c) Alternative Energy Resources. Each utility shall assess on an
ongoing basis the potential benefits of reasonably available alternpative
energy resource options, including the benefits of lower fuel costs and
improved efficiency of its generating facilities. Alternative energy
resources shall include, but not be limited to, hydro, wind, geothermal,
solar thermal, solar photovoltaic, municipal solid waste, biomass and other
alternative energy resources. The utility shall discuss its overall
assessment of alternative energy resources and it shall provide details of
the methods and assumptions used in the assessment of those alternative
energy resources having a significant impact on its least cost integrated
resource plan. The utility shall also provide general information on the
methods and assumptions used in the assessment of the reasonably available
alternative energy resources considered under this paragraph but not adopted
for its least cost integrated resource plan.

(d) Conservation and lLoad Management. Each utility shall assess on an
ongoing basis the potential benefits of conservation and load management
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techniques, including the benefits of Jlower fuel costs and improved
efficiency of the overall system. The utility shall discuss its overall
assessment of conservation and load management techniques, and it shall
provide details of the methods and assumptions used in the assessment of
those conservation and load management technigques having a significant
impact on its least cost integrated resource plan. The assessments shall
include costs, benefits, risks, uncertainties, reliability, and customer
acceptance where appropriate. The utility shall also provide general
information on the methods and assumptions used in the assessment of those
conservation and load management techniques considered under this plan but
not adopted for its least cost integrated resource plan.

(e) Purchased Power. Each utility shall assess on an ongoing basis
the potential benefits of reasonably available purchased power resources.
The assessments shall include costs, benefits, risks, uncertainties, and
reliability where appropriate. The utility shall discuss its overall
assessment of its purchased power resources, including but not Timited to
purchases from cogenerators, small power producers, independent power
producers and other wutilities, and provide details of the methods and
assumptions used in the assessment of of those purchased power resources
having a significant impact on its least cost integrated resource plan.

(f) Transmission/Distribution Facilities. Each utility shall assess
on an ongoing basis the potential benefits of improvements to the
transmission/distribution facilities. The utility shall discuss its overall
assessment of transmission/distribution facilities improvements, and it
shall provide details of the methods and assumptions used in the assessment
of those facility improvements having a significant impact on its least cost
integrated resource plan.

Rule R8-59. Short-Term Action Plan.

Each utility shall prepare an annual short-term action plan which
discusses those specific actions currently being taken by the utility to
implement its least cost integrated resource plan. The utility's short-term
action plan shall contain a summary of the resource options or programs
contained in its current least cost integrated resource plan and for which
specific actions must be taken by the utility within the next two to three
years. For each resource option or program, the summary shall include:

(a) The objective of the resource option or program;

(b) Criteria for measuring progress toward the objective;

(c) The implementation schedule for the program over the next two to
three years; and

(d) Actual progress toward the objective to date.

Rule R8-60. Annual Report of Updates to Least Cost Integrated Resource
Plans.
Every electrical public utility shall furnish the Commission with an

annual report containing a fifteen-year forecast of loads and generating
capability. An updated report shall be filed within thirty (30) days after
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any significant revision of the forecast, and there shall be at least one
report filed annually. The report shall describe all generating facilities
and known transmission facilities with operating voltage of 200 KV or more
which, in the judgment of the utility, will be required to supply system
demands during the forecast period. The report shall cover the 15-year
period next succeeding the date of sajd reports and shall include the

following:

(a)

(b)

(c)

(d)

(e)

(n

(@)

(h)

(i)

(N

A tabulation of summer and winter peak loads, annual energy
forecast, generating capability, and reserve margins for each
year;

A list of the existing plants in service with capacity,
location, and any technological innovations to be backfitted
to improve environment quality to the extent: known;

A list of generating units under construction or planned at
plant locations for which property has been acquired, for
which certificates have been received, or for which
applications have been filed with location, capacity, plant

‘type, and proposed date of operation included;

A 1ist of proposed generating units at locations not known
with general location, capacity, plant type, and date of

‘operation included to the extent known;

A 1ist of units to be retired from service with Jlocation,
capacity and expected date of retirement from the system;

A Tist of wunits which are being considered for 1life
extension, refurbishment or upgrading. The reporting utility
shall also provide the expected (or actual) date removed from
service, general location, capacity rating upon return to
service, expected return to service date, apd a general
description of work to be performed;

A list of transmission Tines and other associated facilities
(200 KV or over) which are under construction or proposed
including the capacity and voltage levels, location, and
schedules for completion and operation;

A 1ist of any generation and associated transmission
facilities under construction which have delays of over six
months in the previously reported in-service dates and the
major causes of such delays. Upon request from the
Commission Staff, the reporting utility shall supply a
statement of the economic impact of such delays;

A list of future probable sites giving general location and
description, major advantages, and whether the site is wholly
owned, partially owned or not owned by the utility; and

The current short-term action plan.
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Rule R8-61. Preliminary Plans and Certificates of Public Convenience and
Necessity for Construction of Electric Generation and Related
Transmission Facilities in Nerth Carolina.

(a) No commitments and contracts made for the purchase of a steam
supply system, turbine, generator or other major component of the generation
system shall be noncancelable until such time as the certificate of public
convenience and necessity has been issued.

(b) Information to be filed 120 days or more before the filing of the
application for a certificate of public convenience and necessity for
generating facilities with capacity of 300 MW or more shall include the
following:

(1) Available site information (including maps and description),
preliminary estimates of 1initial and ultimate develcpment,
justification for the adoption of the site selected, and
general information  describing the other locations
considered;

(2) As appropriate, preliminary information concerning
geological, aesthetic, ecological, meteorological, seismic,
water supply, population and general Tload center data to the
extent known;

{3) A statement of the need for the facility including
information on loads and generating capability;

(4) A description of investigations completed, in progress, or
proposed involving the subject site;

(5) A statement of existing or proposed plans known to applicant
of federal, state, local governmental and private entities
for other developments at or adjacent to the proposed site;

(6) A statement of existing or proposed environmental evaluation
program to meet the applicable air and water quality
standards;

(7) A brief general description of practicable transmission 1line
routes emanating from the site;

(8) A 1ist of all agencies from which approvals will be sought
covering various aspects of any generation facility
constructed on the site and the title and nature of such
approvals;

(9) A statement of estimated cost information, including plans
and related transmission capital cost (initial core costs for
nuclear wunits); all operating expenses by categories,
including fuel costs and total generating cost per net kWh at
plant; and information concerning capacity factor, heat rate,
and plant service ]ife. Furnish comparative cost including
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related transmission cost of other final alternatives
considered; and

(10) A schedule showing the anticipated beginning dates for
construction, testing, and commercial operation of the
generating facility.

(¢} Procedures for obtaining the certificate of public convenience and
necessity shall be as stated in the Geperal Statutes.

(d) In filing an application for a certificate of public convenience
and necessity pursuant to G.S. 62-110.1{a) in order to construct a
generating facility, a utility shall include the following:

(1) The most recent least cost integrated resource plan of the
utility plus any proposals by the utility to update said
plan;

(2) Testimony specifically indicating the extent to which the
proposed construction conforms to the utility's most recent
least cost integrated resource plan; and

(3) Testimony supporting any utility proposals to update its most
recent resource integration plan.

DOCKET NO. E-100, SUB 55
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of

Rulemaking Proceeding to Consider Management ) ORDER ADOPTING
Efficiency in Minimizing Fuel Costs Pursuant ) AMENDED RULE
To G. 5. 62-133.2(dl) ) R8-55

BY THE COMMISSION: On July 24, 1987, the General Assembly of North
tarolina enacted legislation rewriting G.S. 62-133.2, which deals with fuel
charge adjustments for electric utilities. This legislation, among other
things, added subsection (dl) to the statute. G.S. 62-133.2(dl) reads as
follows:

Within one year after ratification of this act, for the purposes of
setting fuel rates, the Commission shall adopt a rule that
establishes prudent standards and procedures with which it can
appropriately measure management efficiency in minimizing fuel costs.

The legislation further provided that until the Commission has formally
adopted a rule pursuant to this subsection, all fuel charge adjustment
proceedings shall be heard and decided pursuant to the remaining subsections of
the statute and Commission Rule R8-55.

On October 29, 1987, the Commission instituted a rulemaking proceeding in
this docket to adopt a rule that establishes prudent standards and procedures
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with which the Commission can appropriately measure management efficiency in
minimizing fuel costs. Pursuant to said Order, comments and/or proposed rules
were solicited from all interested parties.

Comments in this docket and/or proposed rules were filed by Carolina Power
& Light Company (CP&L), Duke Power Company (Duke), Virginia Electric and Power
Company, d/b/a North Carolina Power (NCP), the Public Staff, the Attorney
General, Carolina Utility Customers Association, Inc. (CUCA), and the Carolina
Industrial Group for Fair Utility Rates (CIGFUR-II). No party requested an
evidentiary hearing.

Based upon the comments submitted by the parties, the Commission developed
a proposed rule which was noticed by Order dated February 26, 1988. The Order
also solicited comments from all interested parties concerning all aspects of
the proposed rule.

Further comments by the parties were timely filed with the Commission
concerning the proposed rule. After having carefully considered these
comments, the Commission has concluded that several changes to the proposed
rule are in order. Such changes are discussed hereafter.

The Commission has now concluded that capacity factors for nuclear
production facilities should be normalized based generally on the national
average. In reaching this conclusion the Commission carefully considered the
decision of the North Carolina Supreme Court in the case
of State ex rel Utilities Commission v. Thornburg, 316 N.C. 238, 342 S.E. 2d 28
(1986). In such case, the Court found that the use of national averages as a
starting point was not improper as long as proper adjustments were made to
reflect the unique characteristics of the utility. The Commission, in the
amended rule attached hereto, recognizes that adjustments may be made to take
into consideration unique, inherent factors which may impact upon the capacity
factors. Further, after studying all of the comments offered in this
proceeding, the Commission is now of the opinion that the incorporation of past
nuclear performance into the standard has the effect of at least partially
nullifying the normalization sought to be achieved.

The Commission, in its proposed rule, allowed each utility the option of
using two data sources to compute the national average capacity factor. Upon
consideration of the further comments filed in this docket, the Commission is
of the opinion that such option is not necessary and might prove to be
counterproductive. Therefore, the Commission concludes that such option should
be deleted from the final rule.

The final rule adopted herein requires that the national average capacity
factors for nuclear facilities be drawn from data as reflected in the North
American Electric Reliability Council's Equipment Availability Report (NERC)
rather than the "Gray Books" published by the Nuclear Regulatory Commission
(NRC). CP&L has supported the use of the NRC "Gray Book" data contending that
it is more reliable and more up-to-date. The Commission has carefully
considered the contentions of CP&L together with the comments of other parties
which emphasize that the NERC data is readily available and less burdensome
since the averages are already computed whereas the NRC data must be computed
from raw data on approximately 100 units per year on a moving five-year period.
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Accordingly, the Commission has adopted the use of the NERC data in obtaining
the national average nuclear capacity factor.

G.S. 62-130{e) reguires that overcollections by a utility from its
customers shall be refunded with interest and, accordingly, the Commission has
amended its Rule R8-55 to provide for each utility to refund any
overcollections of reasonable and prudently incurred fuel costs through the
operation of the EMF rider with interest.

With vespect to the rebuttable presumption of imprudency in determining
the EMF, the Commission's propesed rule provided that a utility would be
presumed imprudent as to the increased fuel cost incurred if the system nuclear
capacity factor actually experienced in the test year was not at Jeast equal to
the nuclear capacity factor used for setting the fuel cost component{s) of
rates in effect for said %test year. The Commission recognizes that the
complexities of scheduling refuelings for numerous nuciear generating units,
coupted with other scheduled and unscheduled outages, will likely result in
varying system capacity factors from period to perfod. Therefore, the
Commission concludes that this provision in the Commission's propesed rule
should be modified to read as follows:

For purposes of determining the EMF rider, failure to achieve
either (a) an actual systemwide nuclear capacity factor in the test
year that is at least equal to the systemwide nuclear capacity factor
used for setting the rate in effect during the test year or (b) an
average systemwide nuclear capacity factor, based upon a two-year
simple average of the systemwide capacity factors actually
experienced in the test year and the preceding year, that is at least
equal to the systemwide nuclear capacity factor used for setting the
rate in effect during the test year shall create a presumption that
the utility incurred the increased fuel expense resulting therefrom
imprudently and that disailowance thereof is appropriate.

Upon consideration of the provisions of G.5. 62-133.2(d1) and the entire
record. in this matter, the Commission concludes that Rule R8-55 should be
amended as set forth in Appendix A attached hereto.

IT IS, THEREFORE, ORDERED that Commission Rule R8-55 is hereby amended as
more particularly set forth in Appendix A attached hereto and made a part
hereof. This rule, as amended, shall become effective as of the date of this
Order.

ISSUED BY ORDER OF THE COMMISSION.
This the 27th day of April 1988.
NORTH CAROLINA UTILITIES COMMISSION
(SEAL) Sandra J. Webster, Chief Clerk
APPENDIX A

RULE R8-55. Annual hearings to review changes in the cost of fuel and the fuel
component of purchased power.
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(a) For each utility generating electric power by means of fossil and/or
nuclear fuel for the purpose of furnishing North Carolina retail electric
service, the Commission 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 fuel
component of purchased power. The annual fuel charge adjustment hearing for
Duke Power Company will be scheduled for the first Tuesday of May each year;
for Carolina Power & Light Company, the annual hearing will be scheduled for
the first Tuesday of August each year; and, for Virginia Electric and Power
Company, d/b/a North Carclina Power, the annual hearing will be scheduled for
the second Tuesday of November each year.

(b) The test periods for the hearings to be held pursuant to paragraph
(a) above will be uniform over time. The test period for Duke Power Company
will be the calendar year; for Carolina Power & Light Company, the test period
will be the 12-month period ending March 31; and, for North Carolina Power, the
test period will be the 12-month period ending June 30.

(c) The general methodology and procedures to be used in establishing
fuel costs, including the fuel cost component of purchased power, shall be as
follows:

(1) Fuel costs will be preliminarily established utilizing the
methods and procedures approved in the utility's last general
rate case, except that capacity factors for nuclear production
facilities will be normalized based generally on the national
average for nuclear production facilities as reflected in the
most recent North American Electric Reliability Council's
Equipment Availability Report, adjusted to reflect unique,
inherent characteristics of the utility including but not
limited to plants 2 years or less in age and unusual events.
The national average capacity factor for nuclear production
facilities shall be based on the most recent 5-year period
available and shall be weighted, if appropriate, for both
pressurized water reactors and boiling water reactors. A fuel
cost rider will then be determined based upon the difference
between the fuel costs thus established and the base fuel cost
component of the rates established in the utility's most recent
general rate case. The foregoing normalization requirement
assumes that the Commission finds that an abnormality having a
probable impact on the utility's revenues and expenses existed
during the test period.

(2) The fuel cost as described above will be further modified
through use of an experience modification factor (EMF) rider.
The EMF rider will reflect the difference between reasonable and
prudently incurred fuel cost and the fuel related revenues that
were actually realized during the test period under the fuel
cost components of rates then in effect.

(3) The fuel cost rider and the EMF rider as described hereinabove
will be charged as an increment or decrement to the base
fuel cost component of rates established in the utility's
previous general rate case.
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(4) The EMF rider will remain in effect for a fixed 12-month
period following establishment and will carry through as
a rider to rates established in any intervening general rate
case proceedings; provided, however, that such carry-through
provision will not relieve the Commission of its responsibility
to determine the reasonableness of fuel costs, other than that
being collected through operation of the EMF rider, in any
intervening general rate case proceeding.

(8) Pursuant to G.S5. 62-130(e), any overcollection of reascnahie and
prudently incurred fuel costs to be refunded to a utility's
customers through operation of the EMF rider shall include an
amount of interest, at such rate as the Commission determines to
be just and reasonable, not to exceed the maximum statutory
rate,

(d) Each electric utility, as a minimum, shall submit to the Commission
for purposes of investigation and hearing the information and data in the form
and detail as set forth below:

(1) Actual test period kwh sales, fuel related revenues, and fuel
related expenses for the utility's total system and for its
North Carolina retail operations.

{2) Test period kWh sales normalized for weather, customer growth
and usage. Said normalized kWh sales shall be for the utility's
total system and for its Nerth Carolina retail operations. 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.

(3) Adjusted test period kWh generation corresponding to normalized
test period kWh usage. The methodology for such adjustment
shall be the same methodelogy adopted by the Commission in the
utility's last general rate case, including adjustment by type
of generation; i.e., nuclear, fossil, hydro, pumped storage,
purchased power, etc. In the event that said methodology is
inconsistent with the normalization methodology set forth in
paragraph (c)(1) above, additional pro forma calculations shall
ba presented incorporating the normalization methodology
refiected in paragraph (c)(1).

(4) Cost of fuel corresponding to the adjusted test period kWh
generation, including a detailed explanation showing how such
cost of fuel was derived. The cost of fuel shall be based on
end-of-period unit fuel prices incurred during the test period,
although the Commission may consider other fuel prices if test
period fuel prices are demonstrated to be nonrepresentative on
an on-going basis. Unit fuel prices shall include delivered
fuel prices and burned fuel expense rates as appropriate.

(5) The monthly fuel report and the monthly base load power plant

performance report for the last month in the test period and any
information required by NCUC Rules R8-52 and R8-53 for the test
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period which has not already been filed with the
Commission. Further, such information for the complete 12-month
test period shall be provided by the company to any intervenor
upon request.

(6) A1l workpapers supporting the calculations, adjustments and
normalizations described above.

(e) Each 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 least 60 days prior to the hearing. Nothing in
this rule shall be construed to require the respondent utility to propose a
change in rates or to utilize any particular methodology to calculate any
change in rates proposed by the respondent utility in this proceeding.

(f) The respondent utility shall publish a notice for two (2) successive
weeks in a newspaper or newspapers having general circulation in its service
area, normally beginning at least 30 days prior to the hearing, notifying the
public of the hearing before the Commission pursuant to G.S. 62-133.2(b) and
setting forth the time and place of the hearing.

(g) 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 goed cause
shown.

(h) The Public Staff and other intervenors shall file direct testimony
and exhibits of expert witnesses at least 15 days prior to the hearing date.
If a petition to intervene is 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.

(i) The burden of proof as to the correctness and reasonableness of any
charge and as to whether the test year fuel expenses were reasonable and
prudently incurred shall be on the utility. For purposes of determining the
EMF rider, failure to achieve either (a) an actual systemwide nuclear capacity
factor in the test year that is at least egqual to the systemwide nuclear
capacity factor used for setting the rate in effect during the test year or (b)
an average systemwide nuclear capacity factor, based upon a two-year simple
average of the systemwide capacity factors actually experienced in the test
year and the preceding year, that is at least equal to the systemwide nuclear
capacity factor used for setting the rate in effect during the test year shall
create a presumption that the utility incurred the increased fuel expense
resulting therefrom imprudently and that disallowance thereof is appropriate.
The utility shall have the opportunity to rebut this presumption at the hearing
and to prove that its test year fuel costs were reasonable and prudently
incurred. To the extent that the utility rebuts the presumption by the
preponderance of the evidence, no disallowance will result.

(j) The hearing will generally be held in the Hearing Room of the
Commission at its offices in Raleigh, North Carolina.
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(k) If the Commission has not issued an order pursuant to G.S5. 62-133.2
within 120 days after the date the respondent utility 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 in the rates and charges
are finally determined to be excessive, said utility shall refund any excess
plus interest to its customers in a manner directed by the Commission.

(1) Each company shall follow deferred accounting with respect to the
difference between actual reasonable and prudently incurred fuel cost