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LETTER OP TRAN SIIITTAL 

December 31, 1978 

The Governor of Nor�h Carolina 
Paleigh, North C arolina 

Sir: 
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commission on and after January 1, 1978 , ve hereby present 
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decisions for the twelve-month period be ginning January 1, 
1978, and endin g December 31, 1978. 

Respectfully subaitted, 

NORTH CAROLINA UTILITIES co""ISSION 

Robert K. Koqer , Chairman 

Ben E. Ronev, Commissioner 

Dr. Lei gh H. Hammond, Commissioner 

Sarah Lindsay Tate, Co■missioner 

Dr. Robert Fischbach, commissioner 

John w. Winters, Commissioner 

Edvar d B. H ipp, Co■■issioner 

Sandra J. Wehster, Chief Clerk 
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DOCKET 110. 11-100, SUB 28 
DOCK'B'1' 110. 11-100, SOB 61 

BF.FOFE TRR IIORTR CAROt.IllA UTILITIES COIIIIISStOll 

In the !latter of 
Natural G:!s Utili ty Season al ) ORDER !'IODIFYIIIG RUt.ES R12-II 
Customer De posit Requirements) AND R12-10 

HEARD IR: 

BEFORE: 

APPEARAN CES: 

The Commission Rearing Roo■, Dobbs Building, 
430 !forth Salisb ury Street, Raleigh, !forth 
Carolina, on llarch 28, 1978 

Chairaan Robert K. Koger, Presiding: and 
Coa■issioners Edvard B. Ripp, Sarah Lindsay 
Tate, Robert Pischbach, Leigh R. Ra■■ond, and 
Ben E. Roner 

Por the Respondents: 

T. Carlton Younger, Jr., Rrook s, Pierce,
llc:Lendon, Ru■phrey & Leonard, Attorneys at Lav,
11100 Wachovia Building, Greensboro, !forth
Carolina 271102
For: Pennsylv ania and Southern Ga s company and

United cities Gas Co■pany 

F. Kent Burns and Ja■es II. Day, Boyce,
l!itchell, Burns r. S■ith, Attorneys at Lav, P. O.
Box 11106, Raleigh, llorth Carolina 27602
Por: Public Service Co■pany of llorth Carolina,

Inc. 

Jerry w. A■os, Broo ks, Pierce, llcLendon, 
Ru■phrey & Leonard, Attorneys at Law, P.O .
Drawer U, Greensboro, North Carolina 27402 
Por: Piedmont llatural Ga s Co■ pany, Inc. 

Por the Using and consu■ing Public: 

Robert F. Page, Staff Attorney, Public Staff -
Korth Carolina Utilities Co1111ission, P.O. 
B ox 991, Dobbs Building, Raleigh, Korth 
Carolina 27602 

BY THE COIIIIISSIOK: On 10 llove■ber 1977 the Public Staff 
- North Carolina Utilities Coa■ission filed a llotion in the
above docket seeking te■porary suspension of Co■■ission Rule
R12-10(c) and that portion of Rule R12-ll(a) which applies to
seasonal gas service to residental customers. Responses
opposing the llotion were filed on 15 and 16 11ove11ber 1977 by
Puhlic Service Company of Korth Carolina, Inc., and Piedaont
Natural Gas Coapany, In c., respectively. 
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By order issued 2 December 1977, the Commission set for 
hearing on 28 !!arch 1978 its Rules R12-10(C') a.nd R12-4(a), 
the !lotion of the P ublic Staff for temporary suspensions 
thereof, and the Responses to the !lotion, and established an 
interim procedure authorizing the gas utilities to waive or 
modify the foregoing rules, on a case by case basis, to 
prevent hardship to residential custo■ers who were unable to 
ma�e the deposits provided in said rules. The order further 
required each gas utility to file vith the co■■ission on or 
before 15 December 1977 a schedule of the nu■bers of 
res idential custo■ers or applicants for resident ial heating 
service, by principal geographic area, who had been denied 
natural gas for failure to ■ ake a deposit under said rules 
an d the action or relief afforded on a case by case basis. 
The utilities• responses ■ay be summarized as follovs: 
PennsylYania and southern Gas Co■pany, llorth Carolina Gas 
serYice Division, no record of any custo■er or potential 
customer denied serYice for failure to make deposit; Public 
Service Co■pany of Rorth Carolina, Inc., no record shoving 
whether customers or applicants had been denied natural gas 
service for failure to ■ake a deposit; Piedmont Natural Gas 
Company, Inc., no records to deter■ine nu■ber of customers 
or applicants for residential heating service vho had been 
denied natural gas for failure to ■ ake deposit; United 
Cit ies Gas Company, no applicants for residential heating 
service denied serYice for failure to make deposit; !forth 
Carolina llatural Gas Corporation, no customer or applicant 
for residential heating serYice denied service for failure 
to make deposit. 

The matter ca■e on for hearing as scheduled at vhich ti■e 
the Co■■ission re ceived testi■ony and exhibits of the 
following witnesses: Calvin a. Wells, Senior Vice 
President, North Carolina Natural Gas corporation ; J. Craig 
SteYens, Director, Consumer serYices Division, P ublic 
Staff - !forth Carolina Utilities co■■ission; E .L. ¥lanagan, 
Jr., Vice President and Treasurer, Public Service co■pany of 
North Carolina, Inc.; Bobby E. Dunn, Office l!anager, 
Charlotte District, Pied■ont Matural Gas Co■pany, Inc. Upon 
completion of the eyidence, the Commission heard the 
argu■ents of counsel. 

Based on the foregoing, and the entire record in this 
docket, the Co■■ission ■akes the following 

PIMDUGS OP PACT 

1. Co■mission Rule R12-10, Disco!!!lect.im!. 21 residential
£..!!Sto■eI� n�!Jlnl ™ 2.[ electrical servi�, was adopted by 
order in this docket issued 17 MoYe■ber 1975, as corrected 
18 loveaber 1975. 

2. Section (c) of Rule R12-10 provides th at "custo■ers
fro■ vho■ deposits are required under Rules R12-2 or 
R12-3 and who receive their largest bills seasonally (such 
as custo■ers vho use natural gas or ele ctricity for heating) 
•ay be considered seasonal custo■ers in de termining the
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amount of deposit under Rule R12-4." Section 
proYides that deposits collectible fro■ such 
not exceed one-half of the esti ■ate charge for 
the season involYed. 

3 

( c) further
custo■ers ■ay 

service for 

3. Section (f) of Rule R12-10 prescribes separate
billing, delinquency, and disconnect procedures for 
customers classi fied as "credit good" and "credit not good." 
custo■ers with "credit good" ■ay receive 121 days of service 
prior to being disconnected for nonpay■ent; customers vith 
"credit not Jood" ■ay receive 91 days of serYice. 

4. Within the framework of the above rules, it is 
possible for a natural gas custo■er to accu■ulate an arrears 
of several hundred dollars during the heating season, to 
have service disconnected, and then to be required to pay 
thP arrears plus a substantial deposit in order to have gas 
service restored, 

5. Unpaid and uncollect ible accounts represent a burden
to the customer and a business risk to the ga s utility. 

6. Reducing the a■ount 
required of seasonal customers 
and R12-10(c) will help to 
custo■er but will increase the 

of the deposit which ■ay be 
pursuant to Rules 812-4 (a) 
allevfate the burden on the 

risk to the utility. 

7. Shortening the length of time during which a custo■er
may remain delinquent before the disconnection will tend to 
offset any increased risk to the utility. 

A. Classification of custo■ers as "credit 
"credit not Jood" has l ed to misunderstanding and 
between the gas utilities and their custo■ers. 

whereupon, the C o■mission reaches the following 

CONCLUSIONS 

good" or 
ill vill 

1. The amount of the deposit which a natural gas utility
may require of a seasonal custo■er shou ld be reduced fro■ 
on e-half to one-third of the estimated charge for service 
involved. 

the 
be 

all 

2. The billing and disconnect procedures followed by 
natural gas utilities pursuant to Rule R12-10 should 
revised so as to prescrib e  uniform treatment of 
custo■ers by eliminating the "credit good/credit not good" 
distinction and reducing the delinquency period before 
disconnection to 76 days. 

l. Rules R12-4 an d R12 -10 should be further revised so 
utilities reasonable discretion in 

deposit requirements and disconnect 
as to afford the gas 
w�iving or extending 
procedures. 
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4. The rules revisions a dopted by this order should be
applicable only to the gas utilities at t his time, but a 
further proceeding should be conducted to consider ■a king 
similar revisions applicable to electric utilities as vell. 

IT IS, THEREFORE, ORDERED as follows: 

1. That, vith respect to natural gas utilities in Korth
Carolina, co1111ission Rules R12-II and R12-10 be, and are 
hereby, revised as set forth in Exhibit I attached hereto. 

2. That each gas utility file tariffs in accordance with
said re• ised rules. 

3. That a further proceeding in this docket be, and is
hereby, scheduled for Tuesday, 28 lfove11ber 1978, at 9:30 
a.m., in the Commission Hearing Room, Dobbs Building, 430
North Salisbury street, Raleigh, North Car olina , to consider
11aking the ab o•e or si11ilar rule revisions applicable to all
electric utilities subject to the jurisdiction of this
com11issi on. 

4. That Carolina Power & Light Company,
Company, Virginia J!lectric a nd Power co■pany, and 
Power and Light co■pany be, and are hereby, made
such further proceeding. 

Duke Power 
Nan ta ha la 

parties to 

5. That a copy of this ord er be sent to the above-naaed
electric utilities with opportunity to fi le comments with 
respect to Exhibi t I vithin 30 days of the issuance of this 
order. 

6. That the above-na■ed electric utilities cause to be
published the lfotice of Hearing attached hereto as Exhibit 
II in newspapers having general circulation in their ser•ice 
areas at least once a veelc for two consecutive veelts at 
least 30 days pri or to the hearing on 28 November 1978. 

ISSUED BT ORDER OF THE co��ISSION. 

�his the 7th day of Septe■ber, 1978. 

KORTH CAROLINA UTILITIES co""ISS IOK 
Katherin e "· Peele, Chief Clerk 

(SEU) 

EXH IBIT I 

DOCKET NO. "-100, SUB 28 
DOCKET NO. �-100, SUB 61 

Rule R12-II. Deposit; amount; receipt; interest. - (a) No 
n�t�ral g�� utility shall require a cash deposi t to 
est ablish or reestablish service in an  a ■ount in excess of 
tvo-tvelfths of the estimated charge for the service for the 
ensuing twelve months; and, in the case of seasonal service, 
in an amount in excess of ��� Htlt .Qru1-third of the 
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inYol Yed. 
of these 

fro■ whoa a 

est.i•ated charge for the service for the season 
Rach utilit y, upon request, shall furnish a copy 
rates to the applicant for service or customer 
ileposit is required, and such copy shall contain 
address, and t elephone number of  the commission. 

the na•e, 

[Md:] 

J1l Mothi!!.!l i� this £gl e sh�!! preclude a natural �s 
uti.lili f�om �li�£isi!!s reason��!� �i��£�!1gn in w ai!!M 2£ 
ext ell1ing the de2osi1 �uire■ent to prev ent u ndue hardshiE 
t.Q ll applic�nt Q� customer. 

Rule R12-10. Disconnection of residential custo•er•s 
n atural gas _, ,z,�ttl�tl serYice. - (a) The date after
which t he bill is due, or the past due after date, shall be 
disclosed in the bill and shall not be less than tw enty-fiYe 
(25) days after the billing date. P ay ment within this 
twenty-five day period will either maintain or count tow ard 
establishment ftp't,t¢•¢•f. o f  the custoaer• s credit 
¢1�-i111¢�t,it �ith the utilitI• Yttiitt ,t , �Ill ttt�t 
ix� i,,¢rt1�« ,,, �,r, ¢•�,, ,,�ix, i, rx, 1,,,,1�� �,,
¢�i,�-,,r_ ¢'t¢fft ,,,, ,,,tr,�� t� ,,, �Xl¢K ,,tilt� ,.,, 
�Yflf

f

.t t� W�¢�11�¢t ,, 1� ¢1f11¢f itKi. 

(bl For purposes of this rule, payment shall be defined as 
ilel ivery of the amount due to a company business office 
during regular business hours by 5:00 P.�. on the 
twenty-fifth (25th) day, unless such day is a Sat urday, 
Sunday, or legal holiday in which ev ent the l ast day for 
payment runs until the end of the next day which is not a 
Saturday, Sunday, or legal holiday. 

(c) Those nat�£�! g� custo■ers fro■ who■ deposits are
required under the provisions of Commission Rules R12-2 or
R12-3 and w ho recei•e their largest bills seasonally (such
as custo■ers who use natural gas,, ¢1¢�tflflKt for heating)
may be considered se asonal custo■ers in determining the
amount of deposit under Rule R12-4. The deposits
collectible fro■ such custo■ers shall not exceed,,, �tlt
jJ/JY on�=thi£1 of the esti■at ed char ge for serYice for the
season in•ol•ed. For purposes of this provision the heating
sea son shall be the calendar aonths October through "arch.

(�) Each -,�¢'{ff¢ i,, gas utility shall file tariffs vith 

t he Co■■ission to iapose charges not to exceed five dollars 
($5. 00) for checks tendered on a custoaer • s account and 
returned for insufficient funds. This charge shall apply 
regardless of vhen the check is t endered. 

(e) Each gas t,/1 fl�¢�,K¢ utility, through its aeter reader
or local office, is a uthorized to collect pay■ent by cash or
check for bills past due and in arrears, and for current
bills once the aeter reader has left the local office w ith a
list of customers whose service is to  be disconnected,
unless the da y on which the aet er reader has left the local
office with such list is prior to the third day preceding
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the past due date of tb.e cun:en t bill of any customer whose 
service is to be disconnected, in vhich case the utility is 
authorized only to collect payment for bills past due and in 
arrears. 

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

past du e. 

(f} Each gas I.Iii ,,_,1!�1.-¢ utility operating under the 
jurisdiction of the North Carolina Utilities Commi ssion 
shell Y--¢�Yt1¢�t revise/ ){){ff¢ ,¢¢¢$$$t1/ its billing 
procedures to conform to the following schedule$' vitb 
fespggt to �11 customers. 

� Sta�[ard Procedure 

1 service be gins 
30 Meter Read 
35 Bill mailed 
55 Remi nder not.ice mailed 
60 l'!eter read for second month's service 
65 Bill mailed, shoving charge for second month 

and arrears separat ely; if arrears is shown on 
bi11. notice mailed stating: "Arrears mus t be 
paid within 10 days a fter billinq date to 
avoid disconnection of service. CONTACT 
BUSINESS OFFICE IllPIEDIATELY TO 'DISCUSS CREDIT 
ARRANGEl!'IENTS I'F FULL PAYI!BRT IS ROT POSSIBLE. 
RO OT.HER NOTICE WILL BE MAILED." 

75 Review of acco unts to determine vhether 
customer has taken necessary action to avoid 
disconnection. Supervisory approval given to 
final disconnection o rders. 

76 Field representative visits home to collect 
arrears or terminate service. customer has 
immediate recourse to local office for 
rec onnect action. 

f (g) delete] 

(g) No disconnects vill be made prior to their being 
personally reviewed a nd ordered by a supervisor. 

[ (i l delete] 

[ (j) delete J 

[ (k) delete J 

*NOTE: For Exhibit II. se e official order in the Office 
of the Chief Clerk. 
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DOCKET HO. ft-100, SUB 28 
DOCKET HO. ft-100, SUB 61 

BEFORE TRE NORTH CAROLINA UTILITIES co��ISSIOff 

7 

In the Matte r of 
Natural Gas Utility Seasonal 
Customer Deposit Requirements 

ORDER OF CLARIFICATION 
AND CORRECTION 

BY THE COPll'IISSION: It has come to the commission's 
attention that portions of the order in this docket issued 
7 September 1978 should be clarified or corrected. 

IT IS, THEREFORE, ORDERED tha t the Order herein issued 
7 September 1978 be, and is hereby, changed as follows: 

(1) Exhibit I, page 2, item (f)

!'!AY 
65 

standard Procedu!g 
Bill marked shoving charge for second 
month's service and arrears separately; 
if arrears is shown on bill, notice 
enclosed stating: "Arrea rs must he 
paid vithin 10 days after billing date 
to avoid disconnection of service. 
CONTACT BUSINESS OFFICE IMMEDIATELY 
TO DISCUSS CREDIT ARRA.RGE�P.NTS IF' 
FULL PAYMENT IS NOT POSSIBLE. NO 
OTHER NOTLCE WILL BE MAILED." 

(2) Exhibit II, page

Credit Not Good - 91 days 
Credit Good - 121 days 

All customers - 76 days 

ISSUED BY ORDER OP THE CO�HISSIOH. 

This the 21st day .of September, 1978. 

(SUI) 

NORTH CAROLINA UTILI�IES co��ISSION 
Katherine M. Peele, Chief clerk 

DOCKET NO. e-100, SUB 71 

BEFORE THE NORTH CARO LINA UTILITIES COHRISSION 

In the Hatter of 
Revision of Rule R2-28 of the Commission's ) ORDP.R 
�otor carrier Bules and Regulations Regarding} ESTABLISHING 
the Commercial Zones of rtunicipalities for } RULE 
!'lot or ca criers of Freight ) 
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HEARD II: 

B!POBE: 

APP! ARAIC!S: 

G!HUL OIDEBS 

Roo■ 214 of the Dobbs Building, Raleigh, lorth 
Carolina, on lay 3, 1978, at 9:30 a.■• 

Co■■issioner !dward 8. Ripp, Presiding; and 
co■■issioners Le igh ff. Ha■■ond, Robert 
Fischbach, and John w. Winters (Chair■an Robert 
�- �oger and co■■issioner Sarah Lindsay Tate 
participated in th e decision upon reading the 
record. Co■■issioner B en E. Roney did not 
participate.) 

Por the Public Staff: 

Jane s. Atkins, St aff Attorne y, Public Staff -
lorth Carolina Otilities Co■■ission, P.O. Box 
991 - Dobbs Building, Raleigh. lorth Carolina 
27602 

For the InterYenors: 

J. Ruffin Bailey, Bailef, Dixon, Wooten,
lcDonald & Fountain, Attorne ys at La•, P.O. Box
2246, Raleigh, lorth Carolina 27602
For: Lackey Industries, Inc.. Tarheel 

Industries, Inc., and lorth Carolina 
lerchan dise Varehouse■en' s Association 

BY TRI'! COIIIIISSIOI: By order of June 27, 1977, the 
com■ission instituted a general inYestigation and .rule■aking 
proceeding in this doc!tet regarding lorth Carolina Utilities 
co11■ission Rule R2-28 concerning co■■ercial zones and 
municipalities for ■otor carriers of freight. The 
Co■■ission, by that order directed that notice be giYen of 
proposed Rule R2-28, required that notice and the proposed 
rule be ■ailed to a ll ■otor carriers of freight holding a 
certificate or per■it issued by the lorth Carolina Utilities 
Co■■ission, required that the ■atter be noticed in the 
co■■ission's Truck Calendar of Hearings, ordered that 
parties desiring a hearing concerning the proposed rule file 
a request for hearing on or before July 31, 1977, and gaYe 
notice that in the eYent that no requests for hearing were 
f iled by that date t.hat the Co■■ission would ■ake a decision 
on the record without a hearing. 

The Co■■ission in ICUC Rule R2-28 has pro■ulgated that all 
carriers of ■otor freight regulated by the co■■ission, 
unless otherwise specifically prodded, sha-11 obserYe 
specific co■■ercial zones of ■unicipalities. The Co■■ission 
is in receipt of inquiries regarding Rule R2-28 concerning 
co■■e.rcial zones, as •ell as requests by Yarious interested 
parties for changing said rule in order that g uidelines for 
co■■ercia l zones of ■unicipalities of ■otor carriers of 
fre ight in lorth Carolina intrastate co■■erce be consistent 
with those iu interstate oo■■erce. The a■end■ents proposed 
to Rule R2-28 were to establish unifor■ity in the co■■ercial 
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zones instituted by the Korth Carolina Otilities Couission 
and in the coa■ercial zones instituted by the Interstate 
Co■merce co■■ission for the purpose of clarity and for 
pro■oting efficient and econo■ical serYice in the state. 

October 13, 1977, the Public Staff gaYe notice of 
interYention which was recognized by t he Co■■ission on 
October 17, 1977. Also on October 17, 1977, a ■otion was 
filed to interYe ne in snpport of the proposed change on 
behalf of Lackey Industries, In c.; Tarheel Industries, Inc.; 
and lorth Carolina llerchandise Warehouse■en•s lssociation. 

On October 20 , 1977, the Public Staff filed a ■otion to 
continue the hearing for a period of six ■onths in order to 
grant additional ti■e to study the ra■ific.tions of the 
proposed reYision. The Public Staff also proposed that the 
Co■■ission require the carriers presently holding co■■on or 
contract carrier authority fro■ the co■■ission to sub■it 
data on their Rule 112-28 operations for the twelTe ■onths 
ending June 30, 1977, under the present rule and esti■ates 
of what their operations would be un der the proposed, 
rev ised rule. October 26, 1977, J. Ruffin Bailey filed an 
objection to the ■otion on behalf of the parties which had 
■oved to intervene in support of the proposed rule. The 
co■■ission, by order of October 28, 1977, continued the 
hearing until !lay 3, 1978, and required that all carriers 
presently holding contract or coa■on carrier authority fro■ 
the co■aission snb■it on or before April 28, 1978, data on 
their !!ale R2-28 operations for the twelYe ■oaths ended Jane 
30, 1977, and esti■ates of what their operatio■s would be 
under the proposed rule. 

on October 25, 1977, a joint intervention and stateaent of 
position vas filed by Thoaas R. !ller, Jr., o■ behalf of tke 
fol lowing parties holding authority to transport household 
goods (Group 18) i lir■ay ftoYing and Storage; Batson 
Transfer and Storage Coapany, Inc.; Bowen's ftoYing and 
Storage, Inc.; Burau■ Yan SerYice; !astern Transit Storage 
Co■pany; Fidelity loYing and Storage Coapany, Inc.; 
Pleaing-Sha■ Transfer and Storage, Inc.; Gilbert Tructing 
Coapany; Horne Storage coapany, Inc.; a.1. Saith Storage and 
Varehou•, Inc.; Union Trusfer and Storage Co■pany, Inc.; 
and tarboroogh Transfer Co■pany. The household goods 
carriers are opposed to the proposed change in Rule 12-28. 
The co■■issioa by order of october 28, 1977, allowed the 
interTention of tke aboY-■entioned parties supporting the 
proposed cha nge represented by J. Ruffin Bailey and allowed 
the interYention of the household goods carriers opposed to 
t!e proposed change represented by Tho■as I. !ller, Jr. 

loYeaber 3, 1977, the attorney G8Jleral gaYe notice of 
intervention which vas recognized by the co■aission by order 
of loYeaber 15, 1977. 

ll pril 26, 1978, the 
Tho■as R. Iller, Jr., on 
carriers indicating that 

Co■aission receiYed a letter fro■ 
behalf of the household goods 

the carriers of household goods 
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which had intenened in this docket had been unable to ■ake 
co■pilation of reliable data pursuant to the co■■ission•s 
order requiring the■ to file data concerning the proposed 
rule change. The letter further indicated that the carriers 
of household goods did not conte■plate presenting any 
witnesses in the hearing on ftaf 3, 1978. 

The co■■ission also recei•ed nu■erous responses fro■ other 
licensed carriers and shippers interested in the proposed 
rule change. 

The ■atter ca■e on for hearing as scheduled on Raf 3, 
1978. J. Ruffin Bailey was present representing Lackey 
Industries, Inc.; Tarheel Industries, Inc.; and lorth 
caroli■a Nerchandise Varehouse■en•s �ssociation. Jane

ltkins, Public staff lttorney, was present representing the 
using and consu■ing public. 10 one was present representing 
the parties opposed to the proposed rule c hange nor were any 
other parties present or represented by counsel. 

10 testi ■onr was presented at the hearing. It vas 
st.ipulated by Nr. Bailey and the parties he represented, and 
by the Public Staff attorney, that all the letters and 
responses filed concerning the proposed rule be ■ade a part 
of the record. ftr. Bailey presented oral arguaent in 
support of the proposed rule ch ange. fts. Atkins, in the 
absence of parties in opposition to the proposed rule 
change, .noted so_ae of thelr coaaents in opposition to 
extending the coa■ercial zone which would enlarge the 
territory for unregulated carriers and suggested that the 
Co■aission consider adopting the proposed rule change for 
all carriers e:rcept carriers o.f household goods. 

Based upon the entire record the co■■ission •�kes the 
following 

PIIDIIGS OP PICT 

1. That the Interstate co■■erce Coa■ission (ICC) ■■ended
its regulations conceraing coa■ercial zoaes of
■uniclpalities of ■otor carriers of freight effectiTe
1'oveaber 28, 1977, creating a difference in the coaaercial
zones for intrastate traffic and the couercial zones for
in terstate traffic.

2. That ttniforaity in the coa■ission•s rules and the ICC
regnlre■ents concerning coaaercial zones of aunicipalities 
for aotor carriers of freigllt could be achie•ed bf the 
proposed aaendaent to wcoc Jule R2-28 and would probably 
eli■inate soae confusion which aow exists and would probably 
pro■ote ■ore econoaical and efficient ser•ice to all the 
coaaunities of th& st.ate. 

3. That a aajor source of coaplaint to th.is co■■ission
is the unregulated carrier of household goods which is not 
required by law to carry insurance for the articles which it 
transports. 
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4. That i� i s. contrary to the pmblic interest,at this
time to en�arge the territory of operation for unregulated 
carriers of household goods in the absencecof a statutory 
require■ent that such carriers carry cargo insurance. 

s. That it is in the pUbli c interest to make unifor■ the
commercial -zones of. m-unicipalit ie� for ■otor ca rriers of
freight other than ho1µ>ehold goods carriers. 

Whereupon_ the commission r�aches the following 

CORCLOSIONS 

The Bort h Carolina commission rule and the ICC rule 
concerning co■■ercial zones of municipalities for motor 
ca rr!.ers Of ·f reight were uniform until 110.-e■ber of 1977 vhen 
the ICC's modification of t he co■■erclal zone took effect. 
The Co■■issi on i� of. th� opinion, based on letters in 
support of the proposed .rule change and the entire record, 
that it is in the best interest of all parties for the 
commercial z ones of municipalities f'or motor ca r�iers of 
freight to be uniform for intr astate traffic and interstate 
traf.fic except in regard to househo ld goods carriers.. The 
co■■ission, therefo:te, concludes t hat co■■ercial zones• of 
municipalities for . .  motor carriers of freight sho�ld be ■ade 
unifor■ for interstate ,and intrastate traffiq except in 
regard to household goods carriers •. 

The single i�sue raised. at the hearin g vas whether or not 
t he commercial zon�s of muni�ipalitie s  for household g ood� 
ca rriers in llorth .caro�in,a:· should be extended so that . they 
are the sa■e as those under the -ICC. The Co■mission 
recognizes that consumers are nov experiencing proble11.s VU;h 
unregulated carriers vho operate within �he co■aercial zones 
of muniCipalities and oYer vhoa the co■mission has little .or 
no ,juri sdicti on. A significant portion of the problem 
regarding the unre_gula ted household goods carriers concerns 
the absence of . 1iability insurance to cover the goods 
tr ansported., �he coa■ission believes that it is not in th e 
best interest of the public or�regulated carriers to extend 
t he territory- in vhich these onregula tea carriers ■ ay 
operate without insriran ce by eztending the co■■ercial zone 
for household goods carriers i� N ort h Carolina. The 
Commission, therefore, concludes that the. prop osed rule 
cba-nge to extend the comaercial zones of aunicipalitie� for 
motor ca1;riers of: freight •in North c11:i:::oli:na to coincide vith 
th�t set forth .bJ the ICC for interstate traffic should not 
include house ho1d. goods carriers •. 

IT IS, TRBRBFORB, ORDEBBD t�at MCOC Bole R2-28 be, and 
hereby- is, a11end·e� as set forth .in Exhibit No. 1 whic_J:a.., is 
i!tt ached and incorporated herein effective Ju-ly 28, 1978.-

I SSUED BY OR DEB ·OP THE CO!IIISSIOB. 
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This the 25th day of July, 1978. 

!IORTR CAROLINA UTI LITIES COl'llllSSIO!I 
� atherine l'I. Peele, Chief C lerk 

(SEAL) 

NOTE: for Exhibit 110. 1, see the official Order in the 
Office of the Chief Clerk. 

DOC�ET 110. 1'1-100, SUB 77 

BEFORE TRE !IORTH CAROLIVA UTILITIES COl'll'IISSIOM 

I n  the l'latter of 
Regulation of Utility Pole A ttach■ents by) ORDER DISl'IISSI!IG 
the North Carolina Utilities Com■ission ) DOC�ET 

BY THE COl'll'IISSIOII: By 1'1e11or andum dat ed l'lay 26, 1978, the 
com■ission directed all electric and telephone utilities 
under its jurisdiction to file tariffs and proposed 
regulations with respect to CATV pole att ach■ents, subject 
to complaint and hearing. By order of June 27, 1978, the 
time for filing tariffs and pro posed regulations has been 
extended to and including August 4, 1978. 

Upon its own motion , the Commission has reconsidered the 
question of whether it has juri sdiction to fix rates and 
charges f or CATV pole attachments and has concluded that it 
has no such 1urisdiction under the Public Utilities Ac t of 
1q63 . (Chapter 62 of the North Carolina General Statutes) 

Unless a power or authority has been granted to the 
com■issi.on by the legislature, it is without authority to 
regulat e that activity. WCQQ, I�£-• �! !1 .!!!• �outhern 
Bell, !li �! (Docke t Mo. P-89, 64 POR 3rd 314, decided June 
7, 1966). While the Commission believes that state 
regulation of CATV pole attach■ents is preferable to federal 
regulation, this belief cannot alter the fact that there is 
currently no statutory authority giTing the commi ssion such 
power. 

IT IS , THEREFORE , ORDERED that the Com■ission directive to 
file t ariffs and proposed regulations rela ting to CATV pole 
attachments is hereby rescindP-d. 

ISSUED BY ORDER OP THE COl'll'IISSIOII. 

This the 19th day of July, 1978. 

(SEAL) 

IORTH CAROLIIA UTILITIES COl'll'IISSIOV 
lnne L. OliTe, D eputy Clerk 
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DOCKET BO. E-100, SUB 32 

BRYORE THE NORTH CAROLIBA UTILITIES CO!IMISSIOB 

In the "atter of 
Investiga tion, Analysis, an d 
Estiaation of Future Growth 
in the Use of Electricity 
an d the Beed f or Future 
Gen erating Ca pacity f or 
North Carolina 

ORDER ADOPT ING 1978 REPORT -
FUTURE ELECTRICITY NEEDS 
FOR NORTH CAROkIBl: LOAD 
FORl')ClST 111 D ClP lCITY 

.f1!! - 121!! 

RElRD II: 

BEFORE: 

APPElRlRCES: 

co■aission Hearing Roo■, Dobbs Building, 430 
Borth Salisbury street, Rale igh, Borth 
Carolina, Beginning Tuesday, February 7, 1978 

Chairaan Robert K. Koger, Presiding; and 
Coaaissioners Ben E. Rone y, Leigh H. Haaaond,
Sarah Lindsay Tate, Ro bert Fischbach, John V. 
Winters, and Edvar d B. Hipp 

For the Public Staff: 

Jerry B. Pruitt, Chief counsel, Paul L. 
L assit er, Staff Attorney, Public Staff - worth 
Carolina Utilities coa■ission, P.O. Box 991, 
Raleigh, North Carolina 27602 
For: The Using and consu■ing Public 

For the Int er•enors: 

Richard E. Jones, Associat e �enera l Counsel, 
Carolina Power & L ight Coapany, P.O. Box 1551, 
Raleigh, Borth Carolina 27602 
For: Carolina Pover t Light co■pany 

Ste•e c. Griffith, Jr., General counsel, Duke
Pover Co■pany, 422 South Church Street, 
Charlotte, Rorth Carolina 28202 
For: Duke Pover Coapany 

George W. Ferguson, Jr., Att orney at Lav, Duke 
Pover Coapany, P.O. Box 2178, Charlotte, B orth 
Carolina 28211 
For: Duke Power co■pany 

Edgar "• Roach, Jr., Hunton & Villia■s, 
Attorneys at Lav, 707 East !la in Street, 
R ichaond, Yirginia 23219 
For: Vi.fginia Electric and Pover Coapany 

Thoaas J .  Bolch , Crisp, Bolch, Saith, Clifton & 
DaYis, Attorneys at Law, P.O. Box 751, Raleigh, 
Borth Carolina 27602 
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For: Horth Carolina Electric !le■bership 
Corporation 

David B. Per■ar, Hatch, Little , Bunn, Jones, 
Pew & Berry, Attorneys at Lav, P.O. Box 527, 
Raleigh, llorth Carolina 27602 
The llorth Carolina Oil Jobbers Association 

Thomas E. Ervin, Attorney at Lav, Post Office 
Box 928, Raleigh, llorth Carolina 27602 
For: The Carolina Environmental S tudy Group, 

the conservation Council of North 
Carolina, Inc •• the League of Women Voters 
of North Carolina, Inc., and the Joseph Le 
Conte chapter of the Sierra Club 

!lark E. Sullivan , Attorney at Lav, 203 Loft 
Lane, 148, Raleigh, North Carolina 27609 
For: The Carolina Entiron■ental Study Group, 

the conservation council of North 
Carolina, Inc., the L eague of Women Voters 
of North Carolina, Inc., and the Joseph Le 
Conte chapter of the Sierra Club 

Richard L. Griffin, Associate Attorney General, 
North Carolina Depart■ent of Justice, P.�. Box 

609, Raleigh, lorth Carolina 27602 
For: The Using and Consu■ing Public 

BT THE CO!l!IISSIOM: The General Statutes of North Carolina 
require that the Co■■ission annually analyze and esti■ate 
the probable future growth in the use of electricity and the 
need for future generating capacity in North Carolina. 
G.s. 62-110.1 provides, in p art, as follows:

"Cc) The Coa■ission shall devel op, publicize, and keep 
current an analysis of the long-range needs for expansion 
of facilities for the generation of electricity in North 
Carolina, including its esti■ate of the probable future 
growth of the use of electricity, the probable needed 
generating reserves, the extent, size, ■iY and general 
location of generating plants and arrangements for pooling 
power to the extent not regulated by the Federal Power 
Co■■issi on and other arrangeaents with other utilities and 
energy suppliers to achieve aaxiau■ efficiencies for the 
benefit of the people of Horth Carolina, and shall 
consider such analysi s  in acting upon any petition by any 
utility for construction. In developing such analysis, 
the co■aission shall1confer and consult with the public
utilities in North Carolina, the utilities co■aissions or 
coaparable agencies of neighboring states, the Pederal 
Power Coaaission, the So uthern Growth Policies Board, and 
other ag encies having relevant infor■ation and aay 
participate as it dee■s useful in any joint boards 
investigating ge nerating plant sites or the probable need 
for future genera ting facilities. I n  addition to such 
reports as public utilities ■ay be required by statute or 
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rule of the Commission to file with the Commission, any 
such utility in North Carolina 11ay sub■it to the 
Commission its proposals as to the future needs for 
electricity to serve the peo ple of the State or the area 
served by such utility, and insofar as pr acticable, eac� 
such utility and the Attorney General may attend or be 
rep resented at any formal confe rence conducted by the 
C ommission in developing a plan for the future 
requirements of electricity for Horth Carolina or this 
reqion. In the course of 11aking the analysis a nd 
developing the plan, the commission shall conduct one or 
more publi= hearings. Each year, the Commission shall 
submit to the Governor and to ·the appropr iate committees 
of the General Assembly a report of its analysis and plan, 
the proqress to date in carrying out such plan, and the 
program of the Commission for the ensuing year in 
connection vith such plan." 

To assist the com11.ission in carrying oiit its 
responsibilities under G.s. 62-110.1, the Public Staff 
developed a n  independent electric pover d emand forecast a nd 
generating capacity model for the major electric utilities 
provid ing public utility service in• North Carolina. The 
Public Staff's report vas fl.led vitb the Commis sion on 
December 15, 1917. 

On November 29, 1977, the commission is sued .its Ord er 
setting hearing and inviting participation in this docket. 
The order provided that the results of the Public Staff's 
report would be presented at a public hearing beginning on 
February 7, 1978, and that,. at this hearing, the Commission 
vould receive for consideration expect testimony from the 
electric utilities, private groups, and those individuals 
having a knowledge of electric demand forec asting and 
electric generation. The order further directed Carolina 
Power & Light Com pany (CP&L), Du)ce Power company (Duke), and 
Virginia Electric and Power Company (Vepco) to publish 
notice of the hearing i n  newspapers throughout the State for 
four consec utive weeks. 

Notices of in tervention fro11 the P11blic staff a nd from the 
Attorney General of North C arolina vere received and 
recognized by the Commission. The Commission also received 
petitions for interven tion fro11 the following parties: 
CP&L, Duke, Vepco, the Korth Carolina E1ectric ftembership 
Corporation, the North Carolina Oil Jobbers Association, the 
League of Women Voters of North Car olina, Inc., the 
Conservation Counci·l of North C arolina, Inc., the Joseph Le 
Conte Ch apter of the Sierra Club, and the Carolina 
Environmental Study Group ,. Inc. Th e Com.mission granted all 
of the pet itions for interYen tion and made the petitioners 
thereto pa r ties of record in this proceeding. 

The matter came on for hearing as scheduled on February 7, 
1978. The Pablic Staff presented the testimony and exhibits 

of the following witnesses: N •. Edvard Tucker, Jr., Public 
Sta-ff Engineer in the Electric Division ,  vbo testified on 
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areas of forecasting of future electric prices, deYeloping 
custo■er class load factors to be used in esti■ating future 
peak de■ands, and analyzing the effects of alternate growth 
scenarios on the price of electricity; Thomas !I. liltie, 
Public Staff Econo■ist, who testified on his preparation of 
pe ak deaand projections by exaaination of alternatiYe 
econoaetric peak load aodels and the coaaercial sector 
econo■etric lwh forecasts for CP&L and Dulce; Edwin A. 
Rosenberg, Public Staff Econo■ist, who testified on the 
econo11etric esti■ation of the industrial usage of 
electricity; Dennis J. lfightingale, Public Staff Engineer in 
the Electric Dinsion, who testified on nonecono■etric load 
forecasting and supply configuration deYelop■ent; Daniel D. 
!lahoney, Econoaist with the Research and Planning Section of 
the OiYision of State Budget and 11anag e11ent in the l'lorth 
Carolina Departaent of Ad■inistration, who testified in 
support of the forecasting procedures and ■ethodology 
utilized in producing the long-tera forecast of State 
econo11ic actiYity and incorporated in the Public Staff's 
report; Tho11as s. Elle11an, Professor and Head of the lfuclear 
Engineering Oepartaent at Worth Carolina State UniYersity, 
who testified on alternatiYe energy sources and nuclear 
re actor safety; and Brian 11. Flattery ,  Director of the 
Energy DiYision of the Departaent of coaaerce, who testified 
concerning ac tions which State goYernaent has taken to 
pro11ote conserYation and alternate energy sources. The 
Public Staff, by affidaYit, subaitted the testimony of 
Dennis w. Goins, foraerly a Public Staff Economist, whose 
testiaony described the methodology and re sults contained in 
the residential forecast portion of the Public Staff's 
report . 

Duke Power company presented the testi■ony of the 
following witnesses: Willia■ s. tee, ExecutiYe Vice 
President of Dalee Power Coapany, who testified concerning 
Dulce's planned construction program for 1985 and beyond and 
vhy Duke has elected not to change the planned in-serYice 
dates for the !lcGuire and Cataw ba nuclear units; Donald H. 
Denton, Jr., Vice President - !larketing, who described 
Duke's load ■anage■ent progr am and its i■pact on future 
generating require■ents; DaYid Rea, !tanager of Forecasting 
and Budgets, who testified on Duke's syste■ peak load and 
sales forecasts; and Donald H. Sterrett , !tanager of Systea 
Planning, who testified on the generating capacity additions 
scheduled for the Duke serYice area in the context of 
anticipated future growth of the Duke syste■• 

The Horth Carolina Ele ctri c !leabership Corporation (E!IC) 
presented the testiaony of the following witne sses: Al ton 
P. Vall, ExecutiYe Vice Pr esident and General l!anager of 
North caroli na Electric l!e■bership Corporation, vho 
testified concerning the EIIC's power sup ply plans; Patricia 
Lloyd V illia■s, El!C, Staff Engineer , whose testi■ony 
described the procedures followed in the deYelopment of the 
El!C's recent Power Require■ents study and the projection of 
the E!IC's syste11 de■and and energy requir eaents; and Gerald 
o. Stephens, SuperYisory Power Reguireaents Officer, Power 



ELECTRICITY 17 

Sur'f'ey R eguire■ents staff, Rural !!lectrifica tion 
Ad•inistration (Rl'!A), United States Department of 
Agriculture, who testified that the Jorth Carolina Electric 
"embership Corporation has sub■itted to the REA the Power 
Requirements Study as testified to by Patricia Williams. 

Carolina Power & Light Co■pany offered the testimony of 
Wilson w. !organ, aan ager - syste■ Planning and Coordination 
Depart■ent, who testified on CP&L's energy sales and peak 
demand forecast through 1997 and the methodology used to 
develop these forecasts. 

Virginia !!lectric and Power Co■pany offered the testi■ony 
of Gary R. Keesecker, "anager of Power Supply, who testified 
on fepco•s ■ethods of forecasting demand and energy 
require■ents and the planning of new generation for the 
Vepco syste■• 

The League of lfo■en Voters of Borth Carolina, Inc., the 
conser'f'ation council of lorth Carolina, Inc., the Sierra 
Club, and the Carolina !nYiron■ental Study Group, Inc., 
offered the testi■ony and e:rhibits of Jesse L. Riley, a 
Sen ior Research A ssociate in the Research and Development 
Department of Celanese Fibers Co■pany, who presented a 
critique of 'f'arious forecasting ■ethodologies and described 
a new ■etbodology, with the results and the applicability of 
that ■ethodology to future generating ■ix. 

CP&L and Dnke jointly sponsored Robert "• Spann, Associate 
Professor of Econoaics at Virginia Polytechnic Institute and 
State Uni'f'ersity, who testified in rebuttal to the forecast 
methodology propounded by Riley. 

The following public witnesses appeared and testified at 
the liear ing: (1) John Warren, (2) Brad Stuart, (3) Helen
Reed, (4) Joseph Rein ckens, (5) Arthur Kauf■an, (6) Slater
llev■an, (7) To■ t.o■inac, (8) Dr. tuon Page, (9) DaYid 
Springer , {10) Dr. Da'f'id "artin, {11) Lloyd Tyler, 
( 12) Stephanie Rode lander, { 13) Pa■ Thornton, ( 14) Willia■

Richardson, (15) John Speights, (1 6) AlYin ftoss,
(17) Kathleen Zobel, {18) An Painter, ( 19) How ard "or land,
(20) Karen W ilson, (21) Jack Ashburn, (2� Bonnie Shri'f'er ,
(23) Dr. Willia■ Walker, (21J) Dr. Constance Kalbach, 
(25) Ji■ Barrow, and (26) Tho■as Gunter. In addition, John 
curry appeared on behalf of Senator !cleill S■ith and 
presented to the co■■ission a state■ent prepared by Senator 
Saith. 

For the purpose of preparing its 1978 report, the 
Commission has considered the testi■ony and exhibits 
presented at the hearing in this docket and the infor■ation 
contained in the files and records of the co■■ission. The 
Coaaission bas also taken judicial notice of the e'f'idence 
presented in the July and Septe■ber 1978 hearings in D ocket 
No. "-100, sub 78, entitled "Investigation of cost-Based 
Pates, Load "anage■ent, and Conser•ation Oriented End-Use 
Acti Yi ties." 
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Based upon the evidence presented in Docket No. �-100, 
Sub 78, the Commis sion in the ordering paragraphs below vill 
or:der CP&L, Duke, and Vepco to file, within 270 days aft:er 
the date of this Order, detailed plans for the 
implementation of two load management programs: the utility 
control of residential vat.er heating and the utility control 
of specified interruptible industrial loads. Both programs 
would be offered on a volunta ry basis. The guidelines for 
these two programs are set out in the ordering paragraphs; 
i£ the filings of the three utilities differ from the 
recommendations 0£ the Public Staff s et out in its proposed 
order filed November 20, 1978, in Docket Ho. !!-100 ,. Sub 78, 
such filings should contain appropriate justification. The 
Commission vill also order CP&L, Duke, and Vepco to file on

an experimental basis voluntary rates incc::rrporating 
time-of-day pric ing to those custqmers vho install theraal 
storage equipme nt, vhen used in connection uith solar 
equipme nt, or installed separately, or a combination of the 
two for the purpose of providing space heating. 

In D ocket No. a-100, sub 78, the Public staff has filed a 
proposed order and the electric utilities have filed 
responses thereto. The commission vill issue an order in 
this docket at an early date. 

Based upon the testimony and exhibits pre sented at the 
heari ngs in this docket, and in Docket No. a-100, Sub 78. 
the information contained in the files and records of the 
commission, and the Findings of Fact s et out in its Report, 
the Commission concludes that it shoald adopt its report 
entitled Future Electricity Reeds tor Horth Carolina: Load 
Po recast and Capa£i ty Plan - 1.278. 

IT rs. THEREFORE, ORDERED: 

1. That the report of the Commission entitled ruture
Electriclli Needs £or North Carolina: L.Qad Forecast and 
Capacity £lan - lU� including its Findings and Conclusions,
is hereby adopted. 

2. That the
as Tables A a nd B 
a do pted as the 
conditions stated 

load forecasts and capacity plans included 
in the abo ve reference d Report are hereby 
Plan of the Comm ission, subject to the

in the Report. 

3. That Virginia Elec tric and Power Company shall 
present to the Commission in the mid-1979 hearings on load 
qrovth and capacity planning a det ai led a nalysis of Vepco•s 
loa� growth and required capacity addition plans. The 
Public Staff is requested to develop and present a separate  
analysis of  these matters. 

4. That Carolina Power &
company, and Virginia Electric 
within 270 days after the dat e 
plans for the imple�entation 
programs: 

Light company, Duke Power 
and Powe r Company shall. 

of this Order, file det ailed 
of tvo load management 
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1 .. Utility control of residential wat er heating; and 
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2 .. Utility control of specified interruptible industrial 
loads. 

The implementation plans to be filed shall include: 

1. Provisions for voluntary customer participation in 
these programs,

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

3 .. Detailed time schedules for implementat ion, 

4. Proposed rate schedules and tariff provisions 

5. 

including limi tations on interruptions, 

An implementation 
in the ar ea of 
utility, 

date no late r than January 1, 1980, 
greatest de nsity served by each 

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

7. Rate incentives, implementation plans, and provisions
of interrup tion (maximum length and number of 
interruptio ns, etc.), which are to be developed and 
filed by each utility; however, if these filings 

differ from those propos ed by the Public Staff in 
Docket Ro. M-100, Sub 78, such filings should include 
appropriate justification. 

5. That Carol.ina Power & Light company, Duke Pover 
Company, and Virginia Electric and Power Comyany shall file 
voluntary rates incorporatin g time-of-day pricing to tho se 
customers who install thermal storage equipment, when used 
in connection with. sola r equipment, or i nstalled separately, 
or a combination of the two for the purpo se of providing 
space heatinq. The rate schedules sha ll be cost justified 
and shall be filed on an experimental basis vi th approp riate 
contract time designated, between the utility and the 
custom.er, sufficient to allow the customer an ince ntive to 
adopt such a rate in connection with his solar/therma l 
storage installation. 

ISSUED BY ORDER OF THE COft�ISSION .. 

This the 2Ath day o f  December, 1978. 

(SEAL) 

NORTH CAROLINA UTILITIES co"�ISSION 
Sandra J. Webster, Chief Clerk 
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S0"8ART OF 1978 ELECTRIC LOAD 
FORECAST REPORr 

The Utilities Commission issued its 1978 annual ele ctric 
load forecast today predicting a significant reduction in
rate of growth of future electric needs for Horth Carolina
during the period 1978-1992.

The Commission reviewed all evidence of economic and 
demographic activity in Horth Carolina for the period 1978 
through 1992 and forecast a reduction in the rate of peak
load grovt h for combined residential, commercial, and 
industrial uses for the ■ajar electric generating utilities 
in North Carolina. 

For Duke Power company, the commission forecast a 5.41 
annual rate �f peak -load grovth through 1992, dov n from the 
1977 forecast of 6.7l annual grovth for the period. For 
CP&L, the Commission forecast a rate of grovth of 5.2l, dovn 
from the forecast of 6.881 ■ade in 1977. Duke and CP&l 
represent 95l of the generation of electricity in Sorth 
Car olina. The forecast for Vepco vas 5.3l annual growth. 

The reduced forecast of load growth will result in a 
reduction in the construction schedule of CP&L and Duke, and 
the specific reductions vill be the subject of further 
hearings by the co■■ission. 

The Commission found that conservation and l oad ■anage■ent 
are essential in reducing the futur e grovth rates in peak
load demand to the levels forecasted and would assist in 
reducing the number of generators required to be built 
hetveen 1979 and 1992. 

The co■■ission stated that it is avare of the success of 
Governor Kunt•s administration in attr acting high vage 
industry to Horth Carolina and that industry has expanded 
this year at about twice the rate of last year. The 
commission stated that it has the respon sibility to ensure 
that the continued economic grovtb of the State is not 
impaired bv a lack of adequate utility services. For these 
reasons, the Commission held open the ti■e to require the 
utilities to delay their construction schedules pending
examination of this matter in detail in the Jul y 1979
bearings.

The commission ordered Duke, CP&L, and V epco to file plans 
for voluntary central switching of residential water heating 
and interruptible industrial loads. The three utilities 
vere also required to offer immediately voluntary rates 
vhich incor�orate ti■e-of-day pricing incentives to 
customers vho install thermal stonge equip ment for the 
pnrpose of providing heating when used in connection vith 
solar equipment or installed separately or a combination of 
the tvo. Purther offerings of ti■e-of-day pricing vill not 
be considered until co■pletion of the on-going experiments 
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on tiae-of-1ay pricing in CP&L, Duke, and Blue Ridge E!C 
service areas. 

The Co1111ission found that the 11ost econo11ical generating 
mix for CP&L and Duke for 1978 through 1992 w ould consist of 
one-half base capacity, one-third cycling capacit y, and one
sixth peaking capacity. The aost econo11ical type generation 
for CP&L and Duke would be a mix of hydroelectric, coal 
fired, and nuclear fueled generators, with such additional 
benefits as can be derived fro11 renewable energy sources 
including wind power and solar energy. 

The base case growth trends in kilowatt-hour consumption 
before applying conservation and load ■anage■eot 
considerations were 5 .5l for residential custoaers, 6 .6l for 
com11ercial custo11ers, and 7. 9l for industrial costoaers. 

The projection of increased consumption used an estiaated

increase in the price of electricity of no ■ore than the 
annual rate of inflation. The population growth used in the 
esti■ates of consumption vas based on a l.2l annual growth 
in population in North Carolina. 

The Coa■ission• s forecast vas co■pared vi th a national 
for ecast for growth in peak-load demand for the entire 
United States of 5l until 1985, then dropping to 4.6l by 
1q95. Worth Carolina has had an electric load growth rate 
considerably ahead of the national rate during past years. 
For the period 1960 through 1973, the experienced annual 
peak-load growth rate in lforth Carolina ran ged between Bl 
and 11l, corrected for weather conditions. The Coa■ission•s 
new forecast reflects ■ajor reductions in peak-load growth 
attributed to conservation by all custoaers and load 
manage■ent in the coa■ercial and industrial sectors. There 
vas a substantial slowdown of the peak-load growth in 1974 
and 1975 and in the su■11er of 1978. 

The Co■■ission•s forecast was bas ed upon public hearings 
held in February 1978, in  which the co■■ission heard 
testi■ony on the forecast fro■ the Pu blic Staff, the 
Att orney General, the Worth Carolina Electric !e■bership 
Corporation, the Carolina !nviron■ ental Study Group, the

Conservation Council of Worth Carolina, the Sierra Club, the 
League of Wo■en Toters, and the Worth Carolina Oil Jobbers 
Association, and Duke, CP&L, and Tepco, along with ■any 
public witnesses. The Co■■ission also took official notice 
of the evidence fro11 the July and Septe■ber 1978 public 
hearings in its investigation of conservation, load 
ma nage■ent, and end-use time-of-day r ates. 

The complete published report contains detailed analysis 
of all forecasting data and growth statistics, including 
extensive charts and data sch edules totalling 120 pages of 
analysis and 21 ta bles of data. 
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DOCKET NO. E-too. SUB 33 

BEFORE THE NORTH CAROLINA UTILITIES COll!tISSION 

In the !tatter of 
Amend11ent to NCUC Form E-1 R ate 
Case Infor11ation Report - Elec
tric Co11panies, to Include 
T,ead-Lag Study 

ORDER MODIFYING NCUC PORN 
E-1, RATE CASE INFOR
IUTION REPOR T - ELECTRIC
CO!tPANIE S, TO INCLUDE
LEA D-1.AG STUDT

Ill THE COll!tISSIOK: G.S. 62-133 requires that the 
Commission, in the fixing of rates, "ascertain the fair 
value of the public utility's property used and useful in 
providing the service rendered to the public within this 
state, considering the reasonable original cost of the 
property less that portion of the cost which has been 
consu11ed by previous use recovere� by depreciation expense, 
the replacement cost of the property, and any other factors 
relevant to oresent fair value of the property." 

Therefore, in deter■ining the f air value of the public 
utility's property the Com■ission must also consider the 
level of invest■ent required to enabl e the utility to 
maintain an inventory of ■aterials and supplies and the cash 
necessary to pay the cost of providing utility service prior 
to the time revenues for such service are collected froa its 
customers and to meet compensating bank balance 
requice■ents. Such an investment is traditionally included 
in the rate base as an allowan ce for working capital. 

Rovever, the Co■■ission believes that such an allowance 
for working capital should be included as a co■ponent of the 
fair value rate base only to the extent that the debt and 
equ ity investors have been or will be required to provide 
capital to support the utility's investment in such assets 
necessary for the day-to-day operations of the business. 

In recent rate proceedings before this Coamission 
controversy has been rife with regard to the methodology 
that s hould be employed by the co■■ission in deter■ining the 
proper level of invest■ent to be included in the fair value 
rat e  base as an allowance for working capital. 

While the parties disagree as to the propriety of the 
level of working capital when ■easured by the "formula 
method" or the "balance sheet analysis method," they 
gen erally agree that "lag studies," which are ■ade to 
determine the amount of costs paid in advance or in arrears 
of the receipt of revenues fro■ customers, are the ■ost 
acc urate ■eans of ■easuring a utility's working capital 
requirement. However, because of the additional ti■e and 
cost that is required to prepare a lag study in co■parison 
to the formula method or t he balance s heet analysis method, 
the parties have not offered into evidence a lag study in 
support of the allowance foe working capital which they 
con sider to be proper. 
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The formula method as a technique or tool used in 
estimating the allowance for working capital of a public 
utility has been in existence for as many as 30 years and, 
in recen t yeaC's, the propriety and reasonablenes s of this 
metho d have been. challenged by reliable experts in the 
utility fiel�. With out question, over the years, there have 
been many ec onomic and regulatory changes that vould have 
affected the vorking capital requirement of mo st utilitie s 
both positively and negatively. These changes may or may 
not have been reflected in the allowance f or working capital 
as determined by use of the formula method. 

The balance sheet 
straight-forward and 
oft entimes reflects 
emplovinq cer tain l ag 

analysis method, altho ugh seemingly 
direct, is exceedingly co mplex and 
piecemeal adjustments calculated by 
study techniques. 

a properly prepared lead-lag study the 
putn to determine the propriety or 

Therefore, absent 
Commission is "hard 
reasonableness of 
d etermin ed by use o.f a 
shee t analysis me thod. 

an allowance for working capital 
formula method or by use of a balance 

NCUC Form P-1, Rate Case Inf ormation Report - Telephone 
Co111 panies, presently requires that Carolina Telephone and 
Telegraph Company, General Telephone company of the 
southeast ana Southern Bell Telephone and Tele graph company 
provide leail-lag studie s as a part of any applicatio n for a 
general rate increase. 

The Commission in its final Order in Docke t No. E-7, 
Sub 237, A.pplication of Duke Pover Company for an Adjustment 
of Its Rates and charge s i n  Its service Area Within North 
Carolina. in ordering paragraph No. 6 ordered "That io 
future filings of general rate increas e requ ests, Duke sh all 
file as a part of RCUC Parm E-1 (Rate Case Informa tion 
Report) in suppo r t  of its total working capital requirement. 
a properly prepared, complete, d�tailed lead-lag study." 

Additionally the commission i s  issuing concurre nt her evith 
its Order in Docket No. G-100, sub 36 which modifies NCUC 
Form G-1, Rate Case Information Report - Gas Companies, to 
include a lead-lag study. 

The Commission, therefore, conclud es that NCUC Parm R-1, 
Rate Case Information Repo rt - Electric Compan ies should be 
modified to include a properly prepared, complete, detailed 
lead-lag stuay in support of the Applicant's total working 
capital requirement as contained therein. 

The Commission, hovever, is 
additional time and expense vhich the 
in preparation of NCUC Form E-1 
modification. 

not unmindful of 
Applicant will 

resulting from 

the 
incur 

this 

Therefore, the Commission vil-1, after completion o f  a 
careful detailed analysis of each �pplicant1s initial lead-
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lag study, reconsider the propriety of this ■odification of 
NCUC 'P'or■ E-1. 

IT IS, T�ERE!OR1!, ORDERED that Na:JC For• E-1, Rate Case 
Infor■ation Report - Electric Co■panies, Section C - Data 
Request, is hereby amen ded to include the following: 

Ite■ Ko. 56. A properly prepared, complete, detailed 
lead-lag stud y for the test-year for total 
coapany electric, Mort h Carolina retail, 
other retail jurisdict ions, and F1!R C 
wholesale including all workpapers in 
support thereof (3 copies required). 

ISSUED BY ORDER OP THE COl!l!TSSIOR. 

This the 31st day of October, 1978. 

(SE AL) 

NORTH CAROLINA UTILITIES COl!!USSIOR 
Katherine I!. Peele, chief Clerk 

DOCKET NO. G-100, SUB 18 

BEFORE TRE NORTH CAROLIRA UTILITIES COl!l!ISSIOM 

In the !latter of 
Rule■aking Proceeding for Curtailaent of ) ORDER GRANTI!IG 
Gas Service Due to Gas Supply Shortage I PETITIOM 

BY TRE COl'll!ISSIOR: On 3 Aug ust 1978 Carolina Power an d 
Light Coapany (CP&L) filed a Petition in the above docket 
rPquesting that it be allowed to purchase a saall volu■e of 
natural gas in order to initiate a start on each of the four 
IC generators located at its W.H. Weatherspoon Electric 
Plant in Lu■berton , North Carolina. CP&L states in its 
Pet ition that current usage of bottled gas to start the IC 
engines has several disadvantages, including slow delivery 
of bottles, inconvenience of handling, and excessive cost . 
CPf,L further states that its require■ents for bottled gas at 
the Weatherspoon plant during 1977 ranged from zero cubic 
feet in !!arch to 30,960 cubic feet in January, with each of 
the four IC units requiring 180 cubic feet of natural gas 
per start. 

The natural gas service requested by CP&L would be 
classified in RCUC Priority 2. 1 and would be provided by 
North Carolina Natural Gas Corporation (IICNG), which 

presently has a metering station at the Weatherspoon plant. 
one pressure regulator, one ■eter, and approxi■ately 50 feet 
of two-inch pipe would be required to tie the present syste• 
into the existing pipeline. 

Upon consideration of this Petition, the Co■■ission is of 
t he opinion that CP&L should be allowed to purchase a saall

vol u■e of natural gas, not to exceed one l'lcf per day, fro■ 
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NCNG in order to initiate a start on its IC units· at the 
Weatherspoon plant. such usage is distingllishable fro■ the 
use of natural gas as primary fuel for the generation of 
electricity and will have a negligible i■pact on natural gas 
supplies in Rorth Carolina. For these reasons, the 
Commission concludes that it is in the interest of customers 
of both CP&L and KCIIG that the request for service be 
qra nted. 

IT rs. THEBEPORE, ORDERED that Carolina Power and Light 
comp any be granted permission to purchase natural gas in an 
amount not to exceed one Plcf per dav fro■ Korth Carolina 
Natural Gas Corporation for the limited pu.rpose of 
initiating a start on its four IC units at ·the f.H. 
Wea therspoon Elect ric P lant in Lu■berton, Korth carolina, 
an�. further, that such usage of natural gas be classified 
as Prio-rity 2.1. 

ISSUED BT OR DER OF THE CO"!ISSIOK. 

This the 23rd day of August, 1978 . 

KO RTH CAROLINA UTILITIES COPl!ISSIOW 
Katherine Pl. Peele, Chief Clerk 

(SEAL) 

DOCKET 110. G- 100, SUB 21 

BEFORE THE KORTH CAROLillA UTILITIES COPIPIISSIOR 

In the Satter of 
Ru le■a king Proceeding Concerning ) ORDER PROVIDIKG FOR 
Load Growth ?olicies of Korth ) COllKECTIOII OP CUSTOPIERS 
Carolina Gas Distribution ) ADJACENT TO EXISTING 
Utility Co■panies ) PIAIIS AND PRESCRIBillG 

) FILillG REQUIR!Pl!NTS POB 
) CO HECT IO!f OF ll!lf 
) IKDUSTBIAL CUSTOPIERS 

BT THE COPl!ISSIOK: By initial and supple■ental orders 
issued October 25 and !love■ber 28, 1977, respectively, the 
commission established rules for the connection of custo■ers 
to replace voln■es lost in certain high priority classes due 
to attrition and conservation. The October 25 Order 
provided that rep lace■ent custo■ers in Priorities 1.1, 1.2, 
and 2.1, on existing ■ains, could be attached to the gas 
syste■ s without prior Co■■ission ap proval b ut that new 
custo■er co■■it■ents for Priorities 1 through 5 with 

nonboiler usage greater than 50 Plcf on a peak day, and any 
co11111it■ents not located on existing ■ains, were subject to 
prior approval depending upon the feasibility of the 
attach■ent and the ratio of gas availability to the nn■bers 
and types of jobs to be added to the state's econo■y. The 
Order of llove■ber 28 provided that the gas co■panies ■ay add 
Priority 1 custo■ers vho are not on existing ■ains in the 
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event commitments to serve such customers were ma de prior to 
January 18, 1977. 

The Commission is nov of the opinion that further 
provision should be made in order to expedite service to, 
and prevent discrimination aga�st, certain customers 
located adjacent to existing mains. Accordingly, the 
Commission concludes that its attrition replacement rules 
should be amended to permit the attachment of customers in 
Priority 1.1 vho are located vithin 300 feet of existing 
mains and those in Priorities 1.2 and 2.1 within 500 feet of 
existing mains, subject to volume limitations previously 
established in this docket. 

Having heard and approved several applications for gas 
service to nev industri al customers since the issuance of 
its October 25 order, the Commission is of the further 
opinion that a stan dard letter requ est should be used for 
Priority 2.2 an d 2.5 customers in order to enable the 
commission to act without the expense and delay of a public 
heacing. All other requests for new gas service commitmen ts 
s hould be submitted by formal petition. In conjunc tion with 
this procedure, each n atural gas utility should file a 
monthly report of customer and load attachment so that the 
Commissi on can more closely monitor attrition replacement 
activity. 

IT IS, TH'EBEFORE, ORDERED as follows: 

1. That the five Horth Carolina natur al gas utilities
are hereby authorized to attach c ustomers not now located on 
existing mains, vi thout further Commission action, under the 
following circumstances: 

(a) r£ the customers are in 
require a main extension 
customer, or less: or 

Pri or ities 1.1 and 
of 300 feet per

(bl If the cus·tomers are in Pr iorities 1.2 and 2.1,
and require a main extension of 500 feet per
customer, or less.

2. That the gas utilities are hereby authorized to 
submit requests for ser"l'ice to nev cust omers in Priorities 
2.2 and 2.5 by letter application containing "l'erified data 
as set out in Exhibit A attached hereto. 

3. That all othe r requests for. service not specifically 
ant horized by order of this commission shall be 11ade by 
for ma 1 petition. 

4. That each gas util ity shall file vith the Chief 
Clerk, a monthly report, in the form shown on BUl.ibit B 
attached hereto, within 45 days aftec the end· of the month 
to vhich the r eport applies. 
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5. That niunicipalities purchasing gas at wholesale from
North Carolina Natural Gas Corporation shall be permitted to 
add customers as provided in Paragraphs 1 and 2 above. 

6. That all new industrial customers in Priority 2.5 or
below shall be required to install alternate fuel capability 
and reasonable storage capacity as a condition of receiving 
gas service .. 

ISSOED BY ORDER OF THE C0!IIUSSI0N. 

This the 3rd day of January, 1978. 

BORTH CAROLIN! UTILITIES CO�MISSION 
Katherine ft. Peele, Chief Clerk 

(SE Al) 

Note: Par Bxhihi t A
,. 

see the official order in the Office 
of the Chief Clerk. 

DOCKET RO. G-100, SUB 22 

BEFORE THE HORTH CAROLINA UTILITIES COM�ISSION 

In the natter of 
Ru lemaking Proceeding and Investigation 
Feasibility of IncLeasin g the Supply of 
Gas in the State of North Carolina 

into the ) 
Ha tural ) 

) 

ORDER 

DENYING 
REQUEST 

BY THE CO"MISSION: On 8 August 1977 the carolinas• 
P.xploration Committee filed vith the Commission requests for 
approval of tvo new three-year programs (ERI, Ltd. and 
Transmac) at increased levels of expenditure. By order 
issued 1 December 1977, after public n otice and hearing, the 
commission issued an order a uthorizing continued 
participation in each program for one year  at existing 
levels. Prior t o  the issuance of that order, however, the 
five gas companies executecl three-year contracts vith EBI, 
Ltd.; Public Service, North Carolina Natural, and Piedmont 
reduced their participation . The companies did not sign 
contracts vith Transmac but entered the program at the level 
of expenditures requested. 

On 26 June 197A Public Servic e filed a letter seeking 
aut.horization to i ncrease its participation in the ERI, 
Ltd., and Transmac programs, a nd on 17 July 1978 members of 
the Exploration Committee appeared before the Commission at 
its regular Staff Conference explaining their positions and 
supporting Public Service. The companies, through the 
Exploration Committee, are asking in effect that the 
1 December order be revis ed to grant the relief originally 
sought. 

Upon consideration of these matters, and of the entire 
record herein, the Commission is of the opinion tha t its 
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decision as to the level of participation in the Trans■ac 
and !'!RI, Ltd., progra■s should stand. 

IT IS, THl'!REYORE, ORDERED that the request of the five

North Carolina gas utilities that the order in this docket 
issued 1 December 1977 be revised to approve the levels of 
expenditures for the first year (1977 -78) of the three-year 
Trans■ac and !'!RI, Ltd., progra■s as regnested be, and are 
hereby, denied . 

ISSUED BI ORDER OF TR! CO!UIISSION . 

This the 28th day of July, 1978. 

BORTR CAROLINA UTIL ITIES connISSION 
(SEU) Katherine "· Peele, Chief Clerk 

RIPP, CO"ftISSIONER, DISSENTING: I dissent on the gronnds 
that I do not consider it reasonable to interru pt the 1978 
gas exploration program in the middle of the year, even 
though the cost has gone bey ond the ori1inally appro ved 
budget for the progra■• I would allov the North Carolina 
gaR distribution companies to continue participation in the 
program for the balance of the contract year ending 
September 1978 for Transmac and October 1978 for ERI , and 
reserve judgment on the over all program beyond 1978 until 
after the evidentiary hearing scheduled for Aug ust 29, 1978, 
vhen there vill be an opportunity to evaluate the success or 
lack of success of the exploration progra■• While I respect 
the majority's desire to hold to the previously appro ved 
budget, I consider that the preliminary information on the 
E�I program merits completion of the year's exploration in 
the interest of finding low cost gas. The Transmac program 
vould appear to j ustify completion of this year's 
exp loration based upon the apparent a ssured volumes of gas 
in the face of continuing Transco curtailments. The 
national program for n atural gas is still pending in 
congress, and ve cannot determine at this time the 
availability or price of natural gas supplies in the future. 
If natural gas is deregulated, the price will rise and ve

need to make every effort possible for low cost gas from the 
exploration program. If regulation is continued , 
curtailment v ill undoubtedly continue and we will need the 
additional volumes of gas to meet residential and industrial 
employment needs. I do not deem it reasonable or advisable 
to interrupt the Borth Carolina interest in the exploration 
nrogra■ at this critical ti■e in the gas crisis. 

Edvard B. Hipp, Commissioner 

COftt'IISSIONER 'l'!TE, DISSl'!lfTING: I jo in in Comllissioner 
the aajority on other Hipp•s dissent and disagree with 

grounds. 

The North carolina 
approval of three-y ear 
P.uqust 8, 1977, and 

g as companies filed a request for 
programs in !'!RI and Transmac on 
stated that it wou ld be necessa ry to 
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have a decision by October 19, 1977. At the hear ing in 
Oct ober, the Co■panies informed the Commission that the 
contract offered the■ was for three years and for increased 
amounts. The Co■panies had to respond to the con tract offer 
on October the 19th, but the Com■ission did not issue its 
Order until December 1. I n  addition, the commission did not 
respond to the con tract that had been presented to the 
Companies but chose to authorize Piedmont, Publ ic Service , 
and N.C.11.G. to make a counteroffer for one year at a lesser 
d ollar amount. In effect, the co■ ■ission rejected the 
contract that had been presented to it and ,  without being a 
party to the negotiations between the t hree Companies and 
Trans■ac and ERI, si■ply suggested that an alternative 
contract would be allowed. This "alt ernative contract" 
approved by the Coa■ission was in no way responsive to the 
contract that had been presented in the hearings, and the 
Com■ission had no way of knowing whether or not EBI and 
Tr ans■ac would be at all interested in the terms set out by 
the North Carolina Public Util ities c o■aission. 

Since the com■ission•s original Order in December of 1977 
came six weeks too late and was unresponsive to the ter■ s  
that h a d  been offered to the g as companies, I now feel that 
we are again responding with too little, too late. Because 
the Co■■ission did not act in ti■e to allow Piedmont, Public 
Service, and N.C.11.G. to either accept or reject the 
contract as offered, the co■panies had to respond without 
knowing how the Coa■ission would role. The Co■■ission 
should now avoid the unnecessary financial co■plications 
that will result fro■ having two co11panies participate in 
ERI and T rans■ac for only three quarters of the year and 
another co■pany having substant ial stockholder i nterest in 
one of the progra as. 

Sar ah Lindsay Tate, commissioner 

DOCKET HO. G-100, SUB 22 

BEFORE THE llORTH CAROLIRA UTILITIES COl!l!ISSIOM 

In the l!atter of 
.Rule■alting Proceeding and Investi
gat ion i nto the Feasibility of In
creasing the Supply of Matural Gas
in the State of Korth Carolina

ORDER 11.PPROVING 
REQUESTS FOB EITEN
SIOI OP EPI, LTD., 
ARD TRANSl!AC PROGRAl!S 

HURD Ill: 

BE.FORE: 

Co■■ission Bear ing Room, Dobbs B uilding, 
Raleigh, llorth Carolina, on August 29, 1978, at 
9:30 a.a. 

Chair■an Robert K. Koger, Presiding; 
Coa■issioners Ben E. Roney� Leigh H. Ha■■ond, 
Sarah Lindsay Tate, Robert Fisch bach , John I. 
Winters,• and Edvard B. Hipp 

•corrected by Order dated October 11, 1978.
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APPEARANCES: 

For the Applicants: 

Donald W. 
Cleveland & 
222 Plaiden 
28302 

!!cCoy, McCoy, ffeaver, Wiggins, 
Raper, Attorneys at Lav, Box 2129, 

Lane, Fayettevil1e, North Carolina 

For: North Carolina Natural Gas corporation

T. Carlton Younger, Jr., B rooks, Pierce,
�cLendon, Humphrey� Leonard, Attorneys at Lav,
P.O. Drawer u, Greensboro, North Carolina 27402
For: Pennsylvania and Southern :;as company and

United cities Gas company 

Jerry ff. Amos, Brooks, Pierce, 
Humphrey & Leonard, Attorneys at 
Drawe r U, Greensboro, North C arolina 
For: Piedmont Natural Gas Company 

!!cLendon, 
Lav, P. o.
27Q02 

F. Kent Burns and James !!. Day, Boyce, 
P!itchell, Burns & Smith, Attorneys at I.av, P. o. 
Box 1406, Raleigh, North Carolina 27602 
For: Public service Company of North Carolina, 

Inc. 

For the Intervenors: 

Henry s. ftanning, Jr., Joyner· & Howison,
Attorneys at Lav, P.O. Bot: 109, Raleigh, North 
Carolina 27602 
For: �luminum Company of America 

Charles c. �eeker , Sanford, 
nccullough, Attorneys at Lav, 
Raleigh, Horth Carolina 27602 
For: CF Industries , Inc. 

Cannon, Adams C 
P., O. Box 389, 

Dennis P. ftyer s, Associate Attorney 
Depa_rtment of Just ice, P.O. Box 629, 
North Carolina 27602 
For: The Using and Cons11 ming Public 

General, 
Raleigh, 

Robert P .. Pag e, Staff Attorney, Public Staff -
North Carolina Utilities Cot11lission, P .. O. Box 
991, Raleigh, !forth Carolina 27602 
For: The Using and Consuming Public 

BY THE CO�l"IISSION: On June 19, 1978, the Carolinas• 
Exploration Committee submi tted reque sts pur suant to HCOC 
�ule Ql-17 (h) (3) for commission approval of (1) extension of 
the Trans11ac program for t he second and third yea rs of the 
second phase of the program beginning on September 1, 1977, 
and (2) extension of the ERI, Ltd. fERI), program for an 
additiona l tvo ye ars begi nning October 20, 1978.• Estimated 
costs to the five North. Carolina gas utilities of 
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participating in the two pr ograms .for the next tvo years are 
as follows: 

Ex:eloration 
'I'ransma c 

DevelopMent 

1978-79 $4,310,843 $1,616,564 
1979-80 4,789,825 _L_I2§.a.l!!J. 

Total $9,100,668 $3,412,747 
========== ========= 

EBI, Ltd. 

1978-7q $1,361,334 $ 680,667 
1979-80 1,485,092 ---1�2!.§ 

Total $2,846,426 $1,423,213 
========== =====-==== 

t Both programs vere initially approved by Orde rs in this 
docket issued August 13, 1975, Transmac for three years 
and ERI f or one year and an addit ional two years, if 
successful.. By Order issued October 21, 1976, the 
Commission approTed expanded pa rticipation in the second 
and third vears of Transmac. On December 1, 1977, the 
Commis sion- approved an additional year•s part.icipation in 
Trans11ac and ERI at existing levels. 

By Order issued Ju ly 5, 1978, the Commission suspende d 
NCUC Rule R1-17(h) (4) and set the Exploration Committee's 
requests for hea ring along vith issues, de noMinated as Phas e 
II of proceedings in th e above docket, which ver e heard on 
September 12, 1970. By Order issued July 21, 1978, the 
Commission severed the requests from the remaining issues in 
Phase II and set the sa11e for expedited hearing on August 
29, 1978, so that a decision could be reached on these two 
contracts prior to t h e  September 1, 1978, deadline. 

A joint response opposing e%tension of the ERI, Ltd., and 
Transmac programs vas filed on August 22, 1978, hy Aluminum 
Company of America, Lithium corporation of America, CF 
Industries, Inc., and the Brick Association of North 
Carolina. 

The matter came on for hearing as shown above. The 
Commission received affidavits and te stimony of the 
fol loving vi tnesses: Calvin B. Wells, Senior Vice 
President, North Car olina Natural Gas Corporat ion; Thoma s w.

"lcCreery, Jr., Assistant Vice-President - Supply·, Piedmon t 
Natural Gas company, Inc.; c .. �arshall Dickey, Vice 
President Gas Supply Services, Pablic Service Company of 
Nortb Carolina, Inc.; Marshall Campbell, Assistant 
Secretary, Pennsylvania and Southern Gas Company; Glenn 
Rogers, Vice-President, Gas Supply, United Cities Gas 
Company; George s. Monkhouse, Petroleum consultant, George 
s. Plonkhouse and Associates, Inc.; Raymond J. Nery,
Director, Gas Division, Public Staff North Carolina 
Utilities Commission: Playnard P. Stickney, Chief Industria l
F:ngineer, Badin Works, Aluminum Company of America; and



32 GENERAL ORDERS 

Arthur DeLeon, !tanager, Energy Planning, CP Industries, Inc. 
At the close of the evidence, the Coaaissi on heard oral 
arguaent in lieu of briefs. 

On August 31, 1978, the Coamission issu ed a Notice of 
Decision in the matter, sta ting that the Exploration 
committee's requests for extension of th e Transaac and ERI 
programs had been appro ved and that a foraal order would 
follow. A JI! otion for Reconsiden tion of the llotice of 
[)ecision was filP.d on Septeaber 25, 1 978, by the Public 
�taff. On September 2 6  an d October 2, 1978, CP Industries, 
tnc., and the Attorney Gen eral, respectively, filed 
Responses in support of said >lotion. 

Based upon the evidence adduced at the hearing, 
information contained in the written requests of the 
Exploration Committee, and the entire record in this docket, 
the Co1111ission makes the following 

PINDIIIGS 01' FACT 

1. The Carolinas• Exploration Committee is properly 
before the Commission pursuant to Rule R1-17(h) seeking 
extended participation by all Korth Carolina natural gas 
utilities anti their customers i n  the ERI, Ltd., and 'l'rans■ac 
exploration programs for the years 1978-79 and 1979-RO. 

�- Estimated total costs of participating in the progra• 
for the remaining two years ar e as follows: 

'l'ransmac 
1978-79 
1979-130 

ERT • Ltd. 
1978-79 
1979-80 

�xplo�.UQJl 

$4,310,8113 
$4,789,825 

$ ,. 361,334 
$1,485,092 

Q�!!l.!21!.!!l n t 

$1,616,5 64 
$1,796,183 

s 6 80,6 6 7  
s 742,546 

1. Capit�l expenditures through Jun e 30, 1978, have been
as follows: Transmac - $9,874,997; 2 ERI, Ltd. - $2,572,4 2 8. 

2 According to the Aggregate Finding cost Summary and 
Appraisal Re ports prepar ed for the Commission by George s. 
Monkhouse & Associates, Inc., the $9,874,997 expenditure 
for the Tr�nsmac program includes a $297,692 expenditure 
on the J.P. Duhe, Inc., 110. 1, a ary hole ii rilled on a 
prospect th at is not part of the Transmac program. 

4. Including future development costs, total finding
costs3 are as follows: 

Proved reserves 
Proved plus probable reserves 
Proved plus probable plus 

possible reserves 

Transa11c 
$10,141,667 
$10,393, 330 

$10,456,740 

ERI..__!,td, 
$2,720,429 
$2,841,6 86 

$2,8141,686 
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3-Thetotal finding costs for the rrans•ac program include
monies spent for untested prospects whic h  according to the
11onkhouse report "may hav e  signif icant reserves that
cannot be foresee n at this time." (p.2). rn addition, the
total finding cost for Tr ansmac also includes cash on
hand. 

5. Total net equivalent l'lcf reserves (future net 
equ ivalent reserTes plus cuaulative net equivalent reserves 
as of June 30 , 1 978)• are as follows: 

Proved re se rTes 
Prayed plus probable reserves 
Proved plus probable plus 

possible reserves 

Tr�.!l§.!�5 

3,796,575 
5,173,085 

5,899,352 

ERI,� 
2,633,382 
3,436,612 

3,902,760 

4 As indicated in footnot.e--3, there ■ay be "significant 
reserves" in some of the untested prospects which could 
not be included in the estiraated res erves above. For 
exaaple, in regard to a project in Terrebonne Parish, 
Louisiana, the l'lonkhouse report states: "Although it is 
premature to assi gn reserTes at this time, this prospec t 
has great potential." (p.11H). In regard to a project in 
Aransas County, Texas, the report states: "An apparen t 
multipay 1iscovery has been aade by the St. Tr. 38-1 well 
located in C epano Bay. • • Unfortunately, there was not 
t iae to include these indicated re se rves in our 
appraisal." (p. 11H). In addit ion, potential reserves of 
one "sucessful" well were excluded �ecause of the costly 
p ipeline connection that would be necessary. (p .11). 
Under the current prices the needed connection does not 
appear econo■ically feasible; howeTer, with the expected 
escalation in the price of natural gas (resulting .from the 
a laost certain passage of the P.nergy Bill) the situation 
may change. 

-------------

5 Tn the hearing on August 29, 1978, Tho■as w. l'lcCreery, 
Jr., of Piedaont Natural Gas Co■pany, Inc., testified, on 
cross-examination, as follows: "• • •  one problem we haTe
is that the Transmac progra■ experienced in the first six 
to eight months the worst they have had since we have been 
w ith them. In the last month or two, they have co■e up 
with probably 90 percent of their success, and it just 
came at the ti■e when l'lr. l'lonkhouse was aware of the fact 
that they had discoveries but he was unable to put any 
reserve figures to it ." (Transcript, Vol. I, p.49). 

6. Finding costs p er net equivalent l'lcf reserTes6 as of
,lune 1978 are as follows: 
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Proved reserves 
Proved plus probabl e reserves 
Proved plus probable plus 

possible reserves 

rransmac 
--$2:67 

$2.01 

$1. 77 

lliL_Ltd. 
$1. 03 
$0.H 

$0. 73 

6 These figures 
compounded, as 
reserves. 

are subject to the same variations, only 
the total casts to date and estimated 

7'. The average finding costs per Mcf7 for the two 
programs are as follows: 

nrov ed reserves 
Proved plus probable reserves 
Proved plus probable plus possible reserves 

7 see footnote 6 above. 

$2. 00 
$1. 54 
$1. 37 

A. The current 100� load factor cost of gas purchased
from Transco is $1.69 per Dt. 

q. The current cost of emergency ga s purchased by the 
gas utilities under Section 2.68 of the F .. E.R.C. •s 
Regulations is approximately $2.15 per �cf. 

1 O. Other pote ntial sources of supplemental gas ar e 
synthetic n atural gas (SRG) and imported liquified natura1 
gas (LNG) both of which carry a higher cost than emergency 
gas. 

11. The potential cost of the developed
in relation to possihle alternate supplies 
gas. 

gas is reasonable 
of supplemental 

12. These exploration efforts are projected to produce
aaditional quantities of ,gas for North Carolina in amounts 
ranging from 2,: to 10" of total company supplies by the 
early 19801s. 8 

BThes e figures are inherently speculative due to 
uncertaint ies concer ning Transco Supplies, emergency gas 
purchases, and deliverable reserves from exploration. 

-13. There is re asonable prospect that investment in the
P.RT, Ltd., and Tr ansmac programs will produce gas reserve s 
fleliverahle to North Ca rolina in sufficient qua ntities to 
justify t.he investment made through the 1980 program. .years. 

Wher eupon, the Commission reaches the fo llovi ng 

CONCLUSIONS 

In Utilit.ies Commission v. E&nisten, 294 N.C. 598 (1978), 
thP- North Cat:olin•a Supreme Court upheld the commission's 
decision to allow the State's natural ga s distribution 
companies to enter into joint ventures for the purpose of 
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obtaining additional gas supplies through exploration. The 
Court stated, in effe ct, that ratepayer participation is 
lawful since the rule under which the programs are conducted 
provides for the preservation and return of benefits thereby 
oht:ained. 

The evidence in the instant proceeding indicates that ve 
are no v entering the benefit pet"iod vith regard to the tvo 
programs, particularly Transmac. It was projected in 1975 
t.hat to conduct programs which would yield reserves at a
reasonable per Mcf cost vould reguire five years. Initial 
investments typical of such programs, togg,ther vith the 
11 learninq curve 11 theory, tend to make front-end costs 
relatively high. Ther-efore, the finding cost per t1cf 
figures derived from the nonkhouse report. utilizing data 
fr om a n  intermediate point in t he program may be misleading 
and should be used vith caution. A.s seen in footnote 3, 
�upra , total finding costs to date for Transmac are possibly 
inflated. It appears, moreover, that the reserve figures 
contained in the report are conservative. costs for certain 
wells are included, but not the possible resulting 
reserves, 9 sugge sting that the finding cost fig ures in the 
Monkhouse report are probably on the high siae. It should 
also be noted that one cannot simply compar e  the total 
dollars expended to date to the exp ected expenditures unless 
one considers the timing of the cash fl ov. Due to the cost 
of capital and the high inflation rates experienced in 
recent vears, the total dollars involved are a mixture of 
1975 d0llars, 1976 dollars, 1977 dollars, and so on, which 
cannot logically be compared to a pro;ect cost stated in 
1975 dollars. 

9 It vas stated at th e  hearing that information on 
a ddi tiona 1 reserves has been obtained from a guarterl y 
report assembled by Tr ansmac personnel.. Using their 
reserve figures, which include possible reserves excluded 
from the Monkhouse report, the find ing cost bas been 
estimated to be about$ .,81 per Mcf com�ared with the 
$2.61 per Mcf shown in Finding of Fact No. 6. Whil e the 
discrepancv may not be as gre at as shown, the implication 
is clear. 

The Commission's determination that the potential cost of 
thP. developP.1. gas is re asonable in relation to possible 
alternate supplies of supplemental gas d oes not imply that 
such is the lowest cost gas obtainable .. Given the uncertain 
situation vith re gard to th e co ntinued ability of North 
Cat"olina distributors to obtain large quantities of 
emecgency gas under F. E .. R .. c. Rule 2. 613, a nd of their 
industrial customers• ability to buy gas pursuant to Order 
no. 533, it is prudent to seek other alternate supplies. 
P.v�n with the almost certain passage of the National Energy 
Bill and the expected availability of more pipel ine gas, the 
history of North Carolina's dependence on a single supplier 
dictates a diversified approach. In addition, explor atio n 
gas may provide a hedge against. the price increases which 
are exp ected to result from the national energy legislation 
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by eli11ina ting the middleman (pipeline supplier) • and his 
profit. 

Having carefully weighed the evidence presented vitb 
regard to costs and benefits ,. the coml!ission concludes that 
the requests of the Exploration Committee in this matter 
should be approved as filed. While mindful of the level of 
surcharges borne by the ra tep ayers in connection vith the 
Transmac and ERI programs, the Commission is of the opinion 
that an additional tvo yea rs of stockholder/ratepayer 
participation are necessary in order to maximize both 
interests. Beyond· 1980 program years, hoveyer, ratepayer 
participation should cease insofar as funding of future 
efforts is concerned and the utilities• participation ,. if 
any, should be funded solely by the shareholders. 

The Commission further concludes that t.he Kotion of the 
Public staff, joined in by CF industries. Inc., an d the 
Attorney General , that the Notice of Decision herein be 
reconsidered should be denied, without prejudice to such 
further "otions or Petitions to reopen or rehear thiS 
decision that any party might file based on nevly developed 
evidence of material changes in the basis for this decision, 
if accompanied by evidence of the relative cost of advance 
termination of either or both of the Trans11ac and ERI, Ltd., 
programs. 

IT IS• THEREFORE• ORDERED: 

1. That the !lotion to Reconsider the Notice of Decision
in this docket be, and is hereby, denied. 

2. That the _requests, filed June 19. 1978, by the
Carolinas• Exploration committee pursuant to NCUC Rule R1-
17(h) (3), to extend the ERI, Ltd., program for an additional 
two years beginning October 20, 1978, and to extend the 
Transmac nrogram for the second and third year of a program 
vhich begail on September 1, 1977, be, and are hereby, 
approved. 

3. That ratepayers• participation in  the BRI, Ltd., and
Transmac programs terminate at the end of the 1980 program 
years herein approved. 

ISSOED BY ORDER OF THE connISSION. 

This the 9th day of October, 1978. 

(SE AL) 
NORTH CAROLIN! UTILITIES COlUIISSION 
�atherine ft. Peele, Chief Clerk 

CHAIRttAH KOGER AND, COft�ISSIONEB HIPP, CONCURRING, ATTACHED. 
COMMISSIONER RONEY, DISSENTS. 
COMMISSIONERS HAft!IOND AND FISCHBACH, DISSENTING, A.TTACHED. 

KOGER. CHAIRMAN, CONClJRRING: With considerable 
reluctance, I am voting vith the majority to allow the North 
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Carolina gas distribution coapanies to coaplet.e,. with 
ratepayer participation, the l ast two years of the fiTe-year 
exploration and deTelopaent efforts in the ERI and Trans■ac 
prograas. �y decision was difficult because I aa 

philosophically opposed to requiring ratepayers to 
participate through surcharges in specula ti Te ventures as 
risky as gas exploration except under a situation where 
availability of cont.inued supplies of natural gas �!�.I 
and conclusiv!tl.I depends on such an exploration progra■• It 
would be diff icult to deaonstrate the existence of such a 

situation at this time. In retrospect, I believe the prior 
Commission, w hich ordered initial participation, aade in 
good faith an unwise decision. Mone the less, the 
Com■issioners did not h aTe the benefit of perfect foresight 
and, secondly, the legality of their decision was upheld by 
the North Carolina supreae Court. 

The issue before the Coawission in this case, however, is 
not whether it is proper or prudent from a generic sense to 
require ratepayer participation in gas exploration, whether 
the �l program (vhich includes one failed and curtailed 
prograa) is viable fro• a supply and econo■ic standpoint, or 
w hether continued participation is absolutely necessary to 
assure availab�lity of gas supplies. our decision in this 
instant aust reTolTe on whether we believe it is in the best 
interest of the ratepayer to ■aint!iB his participation in 
these two prograas for the reaaining two years of their 
planned life. In other words, would the r atepayer be better 
off to "stay in" or "get out" of these tvo progra■s now

after havin:J been forced to "stay in" during the initial 
years of t he prograas? Bone of us can answer this question 
con clusiTely. One can take a conserT atiTe approach and 
value the gas found thus far on a proved reserves basis only 
and consequently deaonstrate that the prograa will be 
uneconomical. ConTersely, one can take an optiaistic 
viewpoint and value the gas on total proved, probable, and 
possible basis and deaonstrate that the gas exploration 
prograa vill be reasonable  and worthwhile. A "middle of the 
road" estiaate that assigns probabilities to the probabl e  
and possible a■ounts results in predicted prices near the 
exp ected ■ark.et rates for gas. 

With soae bel ief in the hypothesis that we haTe been in a

learning curve aode during the first part of this prograa 
and with the expectation that a ■iddle of the road estiaate

will proTe Talid together vith state■ents fro■ our 
independent consultant that he d id not have an opportunity 
to iapute the value of soae possible reserves fro• recent 
finds into his calculations, I have reached a conclusion 
that the ratepayer's interest w ill be best protected by his 
staying in these two prograas for the re■aining tvo years. 

As usual with any initially iaprudent decision, whether it 
leads to vars, battles, or whatever, "there is a tiae to 
retreat and a ti■e to retreat." In •r opinion and I adait it 
is a close decision in ■y ■ind, I haTe deter■ined the 
greater weiqht of evidence indicates the ratepayer will lose 
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if ve retreat now or, in other words, if ve end his 
participation in these tvo programs prematurely. 

Notwithstanding the above comments,. I believe that these 
two programs should continue to be closely monitored vith 
the idea that the contracts should be canceled if the 
presently projected results fail to materialize and t he 
overall "costs" of continuing the progcam including the 
consideration of any lia bilities aris ing from early 
cancellation of the contract outweigh expected benefits. In 
that reqard, I wo uld hope that the Public Staff would 
undertake to r eview the pr o gress of these programs on a 
quarterly or semiannual basis. 

Robert K. Koger, chairman 

H AP!l'!OR'D,. COl'lllISSIORER, DISSENTING: Philosophical 
concerns, potentially high cost of gas d elivered to North 
Carolina custo mers, and marginal success i n  reaching 
original go als of r educing the uncertainty of gas supply 
lead me to dissent from the decision of the majori t y  to 
approve a two-year extension of the exploration and 
develo pment ventures of the No rth Carolina gas distribution 
companie s. 

Common sense and economic theory suggest that the time has 
come for a reversal of the decision to require customers to 
contribute 75 p ercent of the financial support for these 
bigh risk e ndeavors. Philo sophically, the right of 
individuals to voluntarily make deci sions about where their 
funds will be inveSted should rule supreme in this case. 
There is reason to doubt the ability of a regulat ory 
authority to effectively and efficiently ■andate such 
investment decisions. Uo bett er evidenc e exists to suppor t 
this doubt than the performance of these gas exploration 
programs .. 

There is also an unresolved question of whe ther a utility 
company should b ecome de eply involv ed in high rislc 
nonutility activities. It is ■y conviction that ve should 
be very careful abou t approTing extensiTe nonat ility 
ende avors by Horth Carolina utility companies., The 
Commission should investigat e  the full implications of 
extensive vertical integration by utility companies. The 
advantages and di sad van tages of vertical ·integration to the· 
ratepayers is not c.lear cut in this,or other instances. 

The eTidence in t his case raises a serio us question 
concerning the cost of gas d elivered t o  Hort•h Carolina 
customers fros the exploration programs. A great ,deal of 
emphasi s vas placed on the apparent success of the ERI, 
Ltd., Program. Admittedly, the EBI Program sbovs real 
promise, but a relatiYely small portion of the total 
exploration funds have gone to this program and the jury is 
still out on its ultimate success. Recent information 
suggest s that finding costs ar e escalating for this program. 
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The TRANSMAC Pr ogram has not faired so vell and the 
Carolina Program has been abandoned·. A re asonable approach 
to evaluating the risks and uncertainties of a program of 
this sort would be to viev it somewhat as one would viev a 
securities portfolio. IndiVidual projects (or securities) 
cann ot be evaluated in isolation, but must be evaluated in 
terms of their marginal contribution to the performance of 
the p ortfolio. It is .folly to brag about ■aking $100 on on e 
security in a portfolio while S1000 may have been lost on 
another security. A portfolio view of the gas exploration 
and development prog rams leaves t oo many unansvered 
questions to varrant continued approval of custoaer 
contributions. 

� major go al expressed in the ord er vhich initi ally 
approved a custome r surcharge to support exploration eff9rts 
vas that of reducing the uncertainty surrounding future gas 
supplies. 'T'he optimistic projection of 2 percent of total 
supplies by the early 19BO•s vill hardly make a significan t 
dent in the uncertainty of gas supplies. This 2 pe rcen t 
accomplishme nt vill be achieved at a total cost of 
approximat e ly $145 million at the end of the current 
extension. This total cost does n ot include the earnings 
(int erest) on these c ontributions that have be en foregone by 

t.he customers and stockholders ov er t he entire exploc-ation
period. Simpl� compound interest at 11 percent on $45 
million over a five-year period would add approximately $15 
mil lion to the total co st of these venture s.. The 11 percent 
figure is a conservative representative of the interest the 
general public has to pay for re tail credit. 

The tot a 1 stockhold er egui ty in the three major natural 
gas d istribution companies (North Carolina Natural, 
Piedmont, and Poblic Service) amounts to approximately $100 
million. In contrast, the natural gas customers in North 
Carolina will have contributed about SJQ million to these 
e�ploration ventures at the end of the two-ye ar extension. 
The following question c ould be raised; "vhy not increase 
the surcharge a few more cents on each customer and let the 
customers buy out the stockh olders?" 

I'f ve hope to achieve the stated g oal, then it vill be 
necessary to supply a l arg er percentage of total needs and 
that will require even larger asse ssments against the 
ratepayers. &re ve willing to impose that huge burden on 
our citi-zens? I think not! 

Related to the goal of decreasing supply uncertain ty is 
the fact that som e of the exploration funds have been 
expended on projec ts which cannot access the pipeline system 
that serves North Carolina. The qas flowing from these 
projects is being sold and will continue to be sold t o  

someon e other than Rorth Carolina customers. This raises 
many questions about pricing the gas, dist r ibuting the 
benefits, and whether the central goal of hel�ing North 
Catalina is being pursued. 
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In su■■ary, the evidence appears to lend strong support to 
an i■■ediate cessation of ■andatory custo■er contributions 
to these progra■s. 

Leigh H. Ra■■ond. Commissioner 

FISCBB!CH, COl!ftISSIONER. DISSENTING: I disagree with the 
decision of the majority which authorizes continued 75J 
ratepayer participation for the ne1tt two years in the 
natural qas e1tploration and develop■ent progra■s of Trans■ac 
and ERI in amounts of S12. 513.415 and S4.269,639. 
respect iTely, for a total co■■it■ent of nearly S17 mi llion. 

There is no doubt as to the d esirability of having another 
source of natural gas supply to eli■inat e North Carolina's 
tot al dependence on Transco, vho has fallen short of 
providing needed gas supplies by at least soi over the last 
fou r years. 

The question is whether the potential supply at issue 
would be at a reasonable price. To esti■ate the cost of !6D 
gas , one only has the perfor■ance of the progra■s in prior 
years as a guide. At the hearing, Public Staff Witness G.S. 
Monkhouse presented his report which shoved that as of June 
1978, finding costs for Transmac and ER I are S1. 77  and 
$0. 73/l!cf, r espectively, based on proved plus probable plus 
possible reserYes (the ■ost opti■istic ■easure); or S2. 67 
and Sl.03/l!cf, respectiYely, base d on proved reserves (the 
mor e reliable ■easu-re). To these figures must be added 
somewhere between 25t and 75t/l!cf to coyer the additional 
charges on E&D Jas fo-r deliYery to the Transco pipeline, 
state severance taxes, etc . This yields a range for the 
Trans■ac gas of $2.00 to SJ.50/ftcf, and S1.00 to S1.80/ftc f 
for ERI. 

Because gas explo-ration is inherently speculative, it is 
infor■ative to look at the hist ory of these progra■s. 

In August 1975, the co■■ission app-roved the Trans■ac 
progra■ for three years. The stated finding cost vas 
24�/l!cf, assuming expenditures of S6,187,500 and expected 
gas volumes of 25,650,000 !!cf. In lat e 1976 increased 
expenditures vere approved, still citing a finding cost of 
24'-/!!cf but based on anticipated gas volumes of 15,317,010 
!!cf � ��gn� �- According to the ftonkhouse re port , 
the finding cost is nov Sl.77 to $2.67/l!cf. Proved plus 
probable plus possible gas res erves are 4,616,625 Mcf, Jes§ 
th�� one-fi�th t�� fil}antity originaUI. ant icipa ted M1 !U!U! 
ilfil! 2! tl)e !l.!ailiU cited in late 1976. Expenditures to 
date are $9,874,997, !.l?.l!�W!!9: �2J!ble !he !mount 

2!:i!lifill:! n��!��-

In �ugus t 1975, the Commission approved the ERI program 
for one year. The stated finding cost vas 29,/l!cf, assuming 
expenditures of S1,274,993 and expected gas volumes of 
4,352,900 !!cf. In early 1977, the p-rogram vas extended for 
another year, citing a finding cost of 9t to 39t/"cf and 
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proved plus probable plus possible gas reserves of 
15,927,746 r.cf� "According to the Plonkhouse report, the 
finding cost 1s nov $0. 73 to $1.03/l'!cf. Proved plus 
probable plus possible gas reserves are 2,937,282 ftcf, �! 
,!l!,_!;ee-guag� tb.� g_gantity originally ex:pect,gQ. lll!!. about 
one-fifth tbe guantity cited in early• 1977. Expenditures to 
date are $2,572,428, double the amount originalll, �uested. 

And has the performance of the other Rort.h Carolina gas 
exploration programs, not at issue in this hearing, been any 
better? 

In June 1975, the Commission approved the Graham-chandler 
program for three years (nov called the Carolina Gas 
Exploration company). The stated finding cost vas 
2�. 1'111?/l'tcf, assuming expenditures of $10,000,000 for 
exploration and $4,600,000 for development, and expec�ed gas 
volumes of 55,400,000 �cf. At this time, after investing 
$9,372,000 our gas utilities recommend abandoning this 
program because the finding cost is $33 to $57/Kcf. 
According to the Monkhouse report, the proved plus probable 
plus possible gas reserves are 226,812 fief, M!.§§ than 
.Q.!!e-hall � Qercen,t !at !h!1 �fu 2[.iqiqafu anticipat;tl. 

In August 1975, the co111:11ission a pproved the 
Transco/l!losbacher program for one year. The stated finding 
cost vas 31¢'/l!lcf, assuming expenditures of $2,406,250 and 
expected gas v olumes of 7,777,838 ftcf. In July 1976, the 
Commission approved another year of this program, citing a 
finding cost of 29it to 581/ftcf; and in early 1977 the 
program was extended for three additional yea rs. According 
to the ftonkhouse report, the finding cost is nov !1.':17 to 
!2. 07/Scf. Proved plus probable plus possible gas reserves 
are 3,287,395 fief, less than Mll !h� 9YAB!i�� Q!i!U.rul.l:
anticipated. Expenditures as of �ay 1978, were $6,591,050, 
ill.Qll triple ll� §.!l2.l!!l! originally ��g,!!g§�• 

Prom the above, it is clear to me that gas exploration has 
not been a prudent investment for Horth Carolina ratepayers. 
considering the ftonkhouse report, which in my opinion is the 
first source of credible information the co■mission has 
seen, the Transmac program should not have been approTed by 
this order. Com.paring the ER1: costs of $1.00 to $1.80/!tcf 
vith the current cost of $2.15/�cf for FERC 2.68 gas 
(E gas), indicates that the ERI program is prudent !!JiSUminq 
ve can rely on the findin g cost data. With this in  mind, I 
believe the most the commission should have authorized for 
ERI vas one additional year at an expenditure of $2 million, 
no:� tvo years at over $ti million. 

It must be emp hasi2ed that the Transmac and ERI programs 
are not nev proposals; each has been in operation since 1975 
and over $12 milli on has been invested. In my opinion, this 
is sufficient time and money to allov a proper assess■ent. 
Further, to have disapproved the requested exten sions would 
not have resulted in abandoning gas reserves al'ready 
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established, 
exploration. 

but 
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would haYe terminated additional 

It is noteworthy that vhen the gas e xploration programs 
were launched in 1975, they vere supported, or at least not 
opposed, by all parties but one, whose objection vas only to 
the mandatory n ature of the SU['char9e.. Today, only the 
utilities support the programs; all parties representing 
ratepayers are in opposition. 

Robert Fischbach, Commissioner 

HIPP, COHftISSIORER, CONCURRING: Following the bearing in 
this proceeding on August 29, 1978, I voted with the 
majority on August 31, 1978, on the last da y in which the 
subject Transmac program could be signed for the final two 
years of the second phase of the program, to authorize the 
final tvo yP.ars of the Trans11ac and. ERI, Ltd., drilling 
programs. on August 31, 1978, the commission issued its 
Notice of Decision to that effect, authorizing the 
continuation of these tvo progra11s for the final tvo years, 
with this formal Order to follov. 

� t the time of the vote in this docket on August 31, 1978, 
the forecast of the gas supply for North Carolina for the 
197e-7q winter was extremely discouraging, with estimates of 
curtailments as severe as thos e in the preceding 1977-78 
winter vhen North carolina was faced with the purchase of 
large quantities of high priced eaergency gas. The 
continued availability of B gas into the future was not 
ass ured. The passage of the �ederal Energy let relating to 
natural gas vas not assured. 

1 
Th� Transaac and ERI, Ltd., 

prograas had been in effect for three years a nd the 
explora torr wells had developed evidence of qas reser-,-es 
which vou.ld not be realized unless and until the final tvo 
years• development vells vere dr illed det ermining t he 
quantity of gas to be found in the program. The strong 
likelihood existed that a vote to reject the f inal tvo years 
of the exploration program vould result in the ratepaye rs 
losing their initial years• investments in the contracts for 
failure to continue with the final two years, vhen there vas 
evidence of reserves vhich could produce sorely needed gas 
for Nor th Carolina. Por those reasons, r concl ud ed that the 
only course of action which North Carolin a could take under 
the circumstances vas the precautionary course of action to 
continue seeking additional gas supplies, 1:o the liait:ed 
extent of coia.pleting the final tvo years of the progra■s 
then at issue. 

T viev exploration and drilling prograas for natural gas 
utili ties as being similar in purpose to research and 
develop ment programs for other utilities or industries. 
They are a necessary operating expense if the industry is to 
�repare properly for future s ervice to its customers. The 
North Carolina Supreme court has expressly affirmed this 
position. rrtilities commission v. Edm\s ten, 294 u.c._598, 
607 (1978). The p resent dependence of the North Carolina 
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natural gas distr ibution comp anies upon Transco as the sole 
source of supply illustrates the need of the Horth Carolina 
companies to develop alternate so urces of natural ·gas , 
including as the primary option a't'ailabl e at this. -time,. 
other than emergency gas, the exploration and drilling 
pcogram for c ompany-owned (or in this case, company- and 
r atepayer-ovned)' gas supplies. It is rec o g nized th a t  
research programs d o  not produ c e  imme diate nev earnings to 
the company or the party conducting the research. The same 
is true of exploration and drilling programs. Some 
experiments or programs vill be success ful and ot hers vill 
not he suc c essful by the very nature of the a ctivity. In 
this case, the unproductive program has n ov been iaentified 
and discarded (Carolina p r ogram)• and the three p rogra11s nov 
being continued (l'lcl'loran, Transmac and ERI, Ltd.) offer 
varyin g degrees of prospect ive gas discoveries and 
develOpment. The estimated cost o f  the Tr ansmac and ERI, 
Ltd., programs to the ratepayers is 6.8¢ per !cf, calculated 
from the customers• share of the Public Se rvice cost, 
divided by present anticipated gas volumes. At the average 
annual use for residential customers of 100 ftcf, this is 
16. 80 per :year, or 57it per m onth, for the average 
residential customer's sh are of the d riiling and exploration 
program. Horth Carolin a is still· not so clearly and 
adequately s upplied vith natural gas that it c an d i scard 
this essential research function, considering the cost of 
$6.BO a y ear against the rapidly escalatin g  residenti al rate 
for 100 l'lcf of gas of approximately $350.00 per year. This 
rate will rise subst antially if the present federa l 
deregulation plan is pa ssed. This program is more than an 
jnvestment by a disinterested party seeki ng a return from a 
financial point of 't'iev. It is a n  e.1:ploration program in 
the nature of research to prevent the calamitous 
consequenc es of a f ailing gas supply which would make 
obsolete the residential customers• home he:1. tin g plant an d 
cause a conversion to far more costly heating fuels if 
Transco• s gas supply is furthe r curtailed. 

Pxploration and drilling is a recognized practice among 
the progressive gas distribution compan1.es 1.n other states, 
ana s o■e of them already h ave company-owned reserv es as a 
substantial segment of their gas supply. The North Ca rolina 
Utilities Commission has gone an important s1:ep be_yond other 
s1:ate commission s in this respect in segre gating the expense 
of exploration i nto a customer surcharge and a stockholde r 
contr ibution and pro1:ecting the benefic.i,al interest o.f the 
ratepayers in all gas and other revenues flowing from their 
contribution to the program. Additionally. the Legislature 
bas exempted this sur charge from the natu�al gas franchise 
gross receipts tax. For these reasons, I consider the 
continuation of these two pro grams for the fi nal two years 
at 57t a month to be reasonable and necessary in the public 
interest and in the interest of the customers. 

Since �ugas t 31, 
in the outlook for 
North Carolina. 

1978, there have been me asurable changes 
the gas supply potentially aTailable for 
Transco has restored a small part of the 
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curtailments for t.he coming winter, vith an estimate of 
additional restorations for the 1979 summer. Settlement 
discussions in the Federal Energy Regulatory Commission on 
Transco•s curtailment program have indicated some additional 
supplies of natural gas to North Carolina from proposed 
revisions in the Transco curtailment plan. There now 
appears a mu�h stronger like lihood that the Fede ral Energy 
Act vill be passed with some settlement of the natural qas 
issues, vhich could make more interstate gas available to 
North Carolina. None of these forecasts or estimates are 
yet certain. 

H hen and if substantial evidence indicates that the North 
Carolina gels supply is measurably improved over that knovn 
on �ugust 31, 1978, I would support a review of the final 
two years of the Trans11ac and ERI, L td., programs to 
determine under what circumstances the North Carolina 
distribution companies could withdraw their participation or 
the ratepayer participation in the programs. The Transmac 
program began the second year on September 1, 1978, and the 
ERI, Ltd., final tvo years begins Octob er 20, 1978. _ The 
Transmac program has presumably been contr acted for, and the 
ERI, Ltd., program has been aut horized by the Commission's 
Notice of Decision of August 31, 1978. If the companie s 
were orderei to terminate partic ipation in these prograas, 
the damages or penalties resulting therefrom are not known 
and are not shown in the ftotions for Reconsid eration filed 
in this docket. I would be reluctant to cancel these 
contracts if it  would result in losses and damages 
ieopardizing the existing investment by the ratepayers in 
the initial years• exploratory drilling of these programs. 
I would also not vant to ter11in.ate these programs until some 
tangible evidence is available that the present e ncouraging 
report for gas supply in North Carolina is realistic and 
vill not evaporate as the cold weather sets in, as it has so 
many times in the last six years. 

If any party desiring further consideration of this 
decision can show that these tvo prob.lams have been solved, 
by appropriate pleadings or affidavits, or if t he Commission 
on its ovn motion can make such determination. I would agree 
to set the proceedings herein for rehearing and 
reconsideration on continuation of the final tvo years of 
t.h_e Transmac and .ERI, Ltd., programs. 

Edvard B. Hipp, Commissioner 

DOCKET NO •. G-100, SIJB 24 

BEFORE THE NORTH CAROLIHl UTILITIES COHMISSION 

In the Matter of 
Rulemaking Proceeding for Curtail- ) ORDER Al!IENDING ORDER 
ment of Gas ser vice Due to Gas Supply ) OF DEC.EPIBER 28, 1977 
Shortage ) 



GAS 

BT THE CO!l"ISSIOII: On Dece■ber 28. 1977 • the llorth 
Carolina Utilities Co■mission issued an Or der in the aboYe
captioned docket requiring the gas utilities to file certain 
per iodic reports within 30 days of the last day of each 
reporting period. On Januar y 31, 1978, Pied■ont Natural Gas 
Co111 pany • Inc.• filed a ■otion requesting the Co11■ission to 
amend said Order to provide 45 days rather than 30 days 
a ft er each reporting period for filing the reports 
specified. Upon consideration of the g rounds set forth in 
Pied■ont•s !'lotion, the co■11ission is of the opinion that 
goo d cause has been shown for amending its Order as 
requested insofar as Pied■ont is concerned. 

IT IS, TRF!R!POR E, O�DER!D that as to Piedmont Natural Gas 
Company, Inc •• decretal paragraphs 1, 2. and 5 of the Order 
berein issued Oece■ber 28, 1977, be, and are hereby. amended 
to require filing of the specified reports within 45 days 
after the last day of the ■onth for the reporting ■onth. 

ISSUED 8T ORDER OF TR! COl'lftISSIOII. 

Tbis the 20th day of Februar y, 1q1a. 

(SEU) 

IIORTH CAROLINA UTILITIES COl'lllISS IO!I 
Katherine ft. Peele, Chief Clerk 

DOCKET 110. G-100. SUB 24  

BEFORE THE IIORTH CAROLI!IA UTILITIES COftl'IISSION 

In the !'latter of 
Rule■aking Proceeding for curtail■ent of) ORDER llODIPYIIG 
Gas Service Due to Gas Supply Shortage ) ROLE R6-19.2 

BEl'OR!: 

The Co■■ission Hearing Roo■, Dobbs Buil ding, 
430 llorth Salisb ury Street, Raleigh, North 
Carolina, on Tuesday, 10 October 1978 , at 10:00 
a.•• 

Chair■an Robert K. 11:oger, Presiding; 
Co■■issioners Ben E. R oney, Leigh H. Ha■■ond ,
Sarah Lindsay Tate, Robert Fischbach, John If. 
Winters, and Edvar d B. Hipp 

Por the R espondents: 

T. Carlton You nger, Jr., Brooks. Pierce,
l'lcten don, Humphrey & Leonar d, 1400 lfachoYia
Building, Greensboro. North Carolina 27402
Por: United cities Gas Co■ pany, Pennsyl Yania

and Southern Gas Co■pany 
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Jerry w. Amos ,. Brooks, Pierce, BcLemlon,
Humphrey & Leonard, P.O. Drawer u, Greensboro, 
North Carolina 27402 
Por: Piedmont Hatural Gas company 

F.. Kent Burns, Bo_yce, 1titchell, Burns & Smith, 
Attorneys at Lav, P.O. Box 1406, Raleigh, North 
Carolina 27602 
For: Public Service company of North Carolina, 

Inc. 

Donald w. ftcCoy, �ccoy, �eaver, Wiggins, 
Cleveland & Raper, P.a. Box 2129, Fayetteville, 
North Carolina 28302 
For: Horth ·Carolina Natural Gas corporation 

For the Interveners: 

Keith R., e:ccrea, Grove, 
Cabert, Attorneys at Lav, 
Washington, n.c. 20036 
For: o.vens-Ill,inois., 'Inc. 

Jaskieviez, Gi�liam & 
1730 H St •• N.W. • 

Charles c •. fteeker, Sanford, Adams, HcCul.lough & 
Beard,. P.a. Box 389, Raleigh. Horth Carolina 
27602 

For: c F Industries, Inc. 

Por the Public Staff: 

Robert F., Page and Dwight W. Allen, Public 
Staff - North. Carolina Utilities Commission , 
P.O. Box 991, Raleigh. North Carolina 27602 
For: The Osing and Co nsuming Public 

BY THE CO�BISSIOR: On 31 July 1978 Piedmont Natural Gas 
company, Inc. (Piedaont} • filed a !lotion that the 
Cqmmissi.on review its oi:der in the above-captioned docket 
dated 25 October 1977 and .amend such order so as to modify 
Commission Rule R6-19.2 - Priorities for curtailment of 
Service, by placin_g com ■ercial b0118r -fuel reguirement's 
between 50 and 300 l!lcf · per day in R'COC Priority 2 and 
industria l  boiler fuel requirements between 50 and 300 ftcf 
per day in !l'COC Priority 3 co nsistent with the curtailment 
plan iaplemented. by the Pederal Power Co■11ission (FPC) [ nov 
the Federal Ene rgy Regulatory comaission (PERC) Jin it� 
Opinion ll'os. 778 and 778-A. Such natural gas reguire.m.ents 
are DOV in RCOC Priority 6. 

By order issued 11 September 1978 the Commission set 
Piedmont's ftotiqi.n for oral aFgument on 10 october 1978. A 
!lot ion requesting delay of tbe hearing and oral argu■e�t 
un til after 1 .November 1978 vas filed by the Public Staff on 
29 Septe■ber 197.8. The Public •Staff !lot.ion vas denied bJ 
order issued 4.0ctober 1978. 
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The matter came on for hearing before the Commission as 
shown above. eased upon the arguments presented by counsel, 
and the entire record in this doCket, the commis sion finds 
and concludes as follows: 

FINDINGS OP FACT 

1. In it s order of 25 October 1977 in this. d ocket, t he
commission reTised its Rule R6-19 .. 2 - Pri ori-tie!! for 
Curtailment of service, stating in its Finding of Fact 
Number 4 that the curtailment pri orities i■plemented for 
North Carolina sh ould be "reas o nably consis tent with the 
priorities of curtailment set f orth in [FPC] Opinion Ho . 
778-A. ·" Opin ion Ro. 778-A establishes a permanent
curtailment plan for the State's natural gas supplier, 
Transcontinental Gas Pipe Line corporation (Transco). 

2. In a c ompanion ot"der, also dated 25 octohet" 1977, in
Docket No. G-100, Sub 33• the Commission authorized and 
directed the five North Carolina gas distribution companies 
to purchase sufficient supplie s of emergency ga s put"suant to 
FPC Regulation 2. 68 to serve· their NCUC Priority 1 and 2 
customers under de sign weather conditions. 

3. Under Rule R6-19.2, as revised, boiler fuel 
requirements between 50 and 300 Kcf per day for both 
commercial and indu strial users were placed in NCUC Priority 
6.1. 

4. Commercia l boiler fuel between 50 and 300 ftcf per day
is in 778-A Priori ty 2, and industrial boiler fuel between 
50 and 300 Mcf per day is in 778-A Priority 3. 

5. Since the is suance of the above orders, sales to 
778-A Pr iority 2 and 3 customers in North Carolina have been
substa ntially less than they would have been had the 
Commission not placed boil er fuel between 50 and 300 l'lcf per
day in Priority 6.1.

6.. In st�� fil Nor th Carolina v. P.E.R.c., n.c. Cir .. 
No. 76-2102 (July 13. 1978), the United States Court of 
Appeals f or the District of Columbia circuit required that 
the FRRC reconsider the curt ailment plan implemented under 
FPC opinion Nos .. 778 and 778-A but did not object to the 
FPC's curtailment categories, stating t hat "(t]he priority 
rankings adopted by the Commission in Opinion 778 are not 
the problem here. n (Opinion p. 20). The court of Appeals 
further stated that Transco• s curtailment plan contained tvo 
defects,· one of vhicb was that it vas based on stale base 
period data, and remanded the case to the FERC wi th 
instructions to cure such defects.. Settlement pr oce edings 
in the ma tter are n ov .in progress. 

In October 
R6-19.2• llorth 

CONCLrrs IONS 

of 1977 when the Commis sion revised its Rule 
Car olina's five na tural gas di stribution 
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companies were face d vith ever-deepening curtailment of 
pipeline supplies from Transco and the necessity of 
purchasing high-cost supplemental gas in order to ser•e 
their customE!rS vi th no al tern a ti ve fuel capability for the 
coming vinter. Considering the level of curtailment as· vell 
as the 778-A priori ty categories, specific Horth Carolina 
markets, and the national administration's energy proposals. 
the Com11.lssion vas of the opinion that to require the 
companies to purchase even greater supplemental supplies, 
chiefly emergency gas, for the purpose of Serving boiler 
fuel customers vi th alternate fuel capability could not be 
justified. The Commission is now of the opinion that, in 
light of recent developments a t  the federal level, such 
dispari�y betveen NCOC and 778-A priority classifications 
should not conti nue. An updated base period for the Transco 
curtailment plan would fail to  include sales, which 
otherwise might have been made, in 778-A priorities 2 and J, 
thus a ffect ing adversely the amount of gas to vhich Horth 
Carolina ultimately is entitled. For this reason, the 
Commission concludes that the relief requested by Piedmont 
in its "otion for further modification of 'Rule R6-19.2 
should be granted. 

IT I S, THEREFORE, ORDERED that Commission Rule R6-19.2 -
Priorities fo� �yrtailment of ��i£g - be, and is hereby, 
modified to read in accordance vith lppendi� A attached 
hereto. 

ISSUED BY ODDER OP THE COftftISSION. 

This the 11th day of October, 1978. 

(SEAL) 
HORTH CAROLINA UTILITIES COftftISSION 
�atherine ft. Peele, Chief Clerk 

lppendix A 

Rule R6-19.2. Priorities for curt�i,lment of �!i,£g• 
(al In the event the total volume of natur al gas available 
to a North Carolina retail gas distribution utility is 
insufficient to supply the demands of all the customers of 
that utility, the utility shall provide gas service to 
individual customers in accordance with the following order 
of priorities: 

Priori!l' !- Residential. Essent ial Human Needs With No 
A.lternate Fuel Capability. commercia l less than 50 ftcf/day. 

1.1 Residential requirements and essent ial human nee·ds 
with no a.lternate fuel capability. 

1 .2 Commercial less than 50 !!cf/day. 

Priority 
Feedstock 
Capabili ty. 

I- Industrial Less Than 50 1!cf/day. Process,
and Plant Protection With No Alternate Fuel

Large commercial requirements of 50 Kcf or more 
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per day except for large co■■e rcial boiler fuel reguire■ents 
above 300 !!cf/day. 

2. 1 Industrial less than 50 l!cf/da y.

2.2 Co■mercial Between 50 an d 100 l!cf/day. 

2.3 Commercial greater than 100 l!c f/day, nonboiler use. 

2.4 Coma ercial greater than 100 l!cf/day , with no 
alternate fuel capability. 

2.5 Industrial process, f eedstock and p lant protection 
between 50 and 300 !!c f/day, with no al tern ate fuel 
capability. 

2.6 Industrial process, f eedstock and plant protection 
between 300 and 3000 l!cf/da y, with no al ternate fuel 
capability.• 

•corrected by order in Docket Mo. G-100, Sub 24, on October
18, 1978. 

2.7 Industrial process, f eedstock and plant protection 
greater than 3000 l!cf/day, w ith no alternate fuel 
capability. 

2.8 Co■■ercial o ver 100 l!cf/day (e xclud ing co11■ercial 
Priorities 2.3 and 2.• and boiler fuel require■ents 
over 300 !!cf per day). 

Pr!,o,ritI ,l. All other industrial reguire11ents not greater 
than 300 !!cf per day. 

3.1 Industrial nonboiler between 50 and 300 !!cf per day. 

3.2 Other industrial between 50 and 300 l!cf per day.

�tl.U 1-

Priori t1 ,!!. 

Priority 2-

llonboil er Us e Greater Than 3000 !!cf/day. 

Nonboiler Use Greater Than 3000 l!cf/day. 

B oiler Fuel requirements of more than 300 
!!cf per day but less than 1 ,500 per day. 

Boiler Fuel Require■ents Between 1500 and 
3000 l!cf/day. 

Boiler Fuel Reguireaents Betwee n 3000 and 
10,000 fief/day. 

Boiler Fuel Regoire■ents Greater than 
10,000 l!cf/day.

(b) Cortail■e!!! !!2li PrioriU Classe§. - Gas shall not
be considered available for any priority class until 
reqaireaents f or e■ergency gas sales, current demands of 
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higher priority classes, and necessa ry storage for 
protection of service from Priority 1 to 2.4 and system 
integrity are met. The curtailment priorities listed in 
paragraph (a) are arranged with the highest priority listed 
first; i.e.,. Priority 9 is t he first category to be 
curtailed, follov ec1 by Priorities 8, 7, 6, 5, 4, .3, 2, and 
1, in that order� 

If curtailment exists within Priorities 5 thr ough 3, a pro 
rata allocation vill be utilized until 35" curtailment 
exists for all customers in Priorities 5 through 3 at which 
time customer s will be curtailed in accordance vi.th the 
priority classifications in a normal manner {curtailment of 
all customers in 5 prior to curtailment of any customers in 
4}; also, if cur tailment exists vi thin Priorities 2.5, 2.6, 
and 2. 7, a pro rat.a allocation will b e  utilized until 351 
curtailment exists for all customers in Priorities 2.5 
through 2.7, at which time c ustomers vill be curtailed in 
accordance with the priority clas sifications as usual. 

All customers within a priority class must be completely 
curtailed prior to the cu rtailment of any c ustomer i n  a 
higher priori ty except for emergency gas service or as 
described in the foregoing. 

(c) £urtail!!!,gn! Within A Pr!g�1!I £1�§§_• - Except as 
herein otherwise provided, in t he event it is not necessary 

to completely int.errupt all c ustomers withi n a priority 
class, each customer within that clas s  shall, t o  the extent 
practicable, be curtailed on a pro rat.a basis for the seaso n 
(winter season - November 1 through March 31 and summer 
season - April 1 through October 31). 

(d) cur!ailrut.!11 .Qf Emergency �ervic_g. - In the event that 
gas supplies are not s ufficient to support requests for 
eme rgency gas service from customers, su ch service shall be 
cu rtailed accor ding to the above priorities. Within a 
priority class, emergency gas service shall be s upplied on a 
fir st-request basis. 

(el rni th. l Base 'Period. - Peak day volumes are 
aeter�ined by dividingth0 highest monthly consumption 
du ring the 12 months' period by the nu■ber of days in the 
hilling cycle. For Priorities 1 througb.5, the period is 
July 1, 1976, through June 30, 1977. For Priorities 6 
thr ough 9 the period is �ay 1, 1972, through April 30, 1973. 

(f) rrill�!i :H!!fil! Period. - During July and August of
succeeding years, consuaption for each customer in 
Priorities 1 through 5 for the 12 months ending June 30 of 
sucb year vill be reviewed, and if it is found that the 
customer increased his consumption to the point. it vould 
place him in a lover priorit y (e.g., 2.5 to 2.6) during any 
tvo month.s, the customer will be aut omatically reclassified 
to the lover priority as of September 1. 
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(g) Re�uced Consumption. - Any custo ■er in Priority 1
through 5 vho permanently reduces his consum.ptipn to the 
point that it  vould place him in a higher priority (e.g •• 
2. 6 to 2. 5) can 11take a written request to the company and,
upon proof that the consumption has, in fact, been reduced, 
the customer vill be reclassified effective on the following 
September 1. 

(h) Defini t.ions. 

Residential: Service to customers vhich consists of 
direct natural gas usage in residential dwelling for space 
heating

,. air conrlitioning, cooking, vat.er heating and other 
residentia 1 uses. 

Commercial: Service to customers engaged primarily in the 
sale of goods or services, including institutions and 
governmental agencies, for uses other than those involving 
manufacturing or elec tri c power generation. 

Industrial: service 
process vhic� creates or 
into another form or 
electric power. 

to customers engaged primarily in a 
changes raw or unfinished materials 
product including the genera�ion of 

tlfil!!. -Protection Gas: !tin imum quantities required to 
prevent physical harm to the plant facilities or danger to 
plant personnel vhen such protection cannot be afforded 
throuqh the use of an alternate fuel. This includes the 
protection of such material in process as would otherwise be 
destr oyed, but shall not include deliveries required to 
maint.ain pla'.n t production. 

Feedstock �: Natural gas used 
chemical properties in creating an 
atmospheric generation. 

as a rav m aterial for its 
end product, including 

Peaces§. Ga§: Gas 
technically feasible 
precise temperature 
characteristics. 

use for vbich 
sach as in 

controls 

alternate fuels are not 
applications requiring 

and precise flame 

Boil� lfilil:l: Gas used as a fuel for the generation of 
steam or electricity, including the utilization of gas 
turbines for the generation of electricity. 

Alternate Fuel Capabilities: 
alt.ernate nonga"seOus fuel could have 
or not the facilitie s for such 
installed. 

A si tuation where an 
been uti lized whether 
use have actually bEien 

Essential �uma!!_ Needs: Hospitals, nursing homes, 
orphanages, prisons, sanitariums and boarding schools, and 
gas used for vat.er and sewage treatment. 
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]!ergen£.Y, Service: service 
shut dovn of an operation vhicb 
pla ot closing. 

which if denied vould cause 
in turn would result in 

DOCKET NO. G-100, SUB 24 

BEFORE THE NORTH CAROLINA UTILITIES C0ft8ISSION 

In the natter of 
Changes in Filing of Periodic Reports 
Pursuant Order ftodifying North 
Carolina Priority Classification 

ORDER REQUIRING 

UPDATING .IN 

PERIODIC FILINGS 

BT THE COMMISSION: On October 25, 1977, the Horth 
Carolina Utilities commission issuea an Order in Docket 
No. G-100, Sub 24 revising the North carolina Priority 
Classification Rule R6-19.2. Pursuant this October 25, 
1977, order periodic reports filed by the gas utilities were
revised to reflect the changes in the priority system. The 
Commission did by Order dated October 11, 1978, again revise 
the North Carolina Priority Classification but 'failed to 
incorporate these priorit y changes into the periodic reports 
as required in the December 28, 1977, Order. 

The Commission finds tha t the revisions in the pri ority 
cla ssification requi re changes in t he filing of periodic 
rP.ports vhich are required to he filed by the Co11ai.ssion's 
Order dated October 25, 1977. Priority 2.8 should be 
included as a nev priority in the periodic reports, ·and 
Pr iority 6.1 should he exclude d in the periodic reports 
since customers in this priority were moved to either 
Priority 2. � or 3. The annual report reguired by October 31 
of each year P.ursuant to the Co mmission Order dated 
December 28, 1977, requiring sales by priority should 
reflect the inclusion of Priority 2.8 and the exclusion •of 
Priority 6.1. 

IT IS, THEREFORE, ORDERED: 

That the October 31 annual report of sales by priorities 
and the monthly reports as shovn in Exhibits C and D shall 
be filed in accordance vith the current North Carolina 
Utilit ies commission Priority Classification as established 
�y Order dated October 11, 1978, by each gas util ity. 

BY ORDER OY THE COMMISSION. 

This the 27th day of Ro?ember, 1978. 

HORTH CAROLINA UTILITIES COffftISSIOH 
(S1U.L) Katherine 8. Peele, Chief Cler.le 

NOTE: Por Exhibits C and D, see the official Order in the 
office of the Chief Clerk. 
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0OCOT llO. G-100, SOB 35 

BEFORE THE MORTH CAROLINA UTILITIES C08PIISSIO! 

In the aatter of 
Request by the Korth Carolina Natural Gas ) 
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Operators Subject to Jurisdiction Under ) ORDER lPPR0VI!G 
G.S. 62-50, for Waiver to the January 1, ) WAIVER REQUEST 
1978, Deadline for Installing  Pipeline ) 
l'larkers in Class 3 and ll Locations ) 

BY THE coaaISSION: The Office of Pipeline Safety 
Operations of the Uni ted States Departaent of Transportation 
pro■ulgated aini ■u ■ federal safety regulations for pipeline 
facilities and the transportation of gas in ll9 CPR Part 192. 

On Dece■ber 30, 1970, the North Carolina Utilities 
coaaission issued an Order under Docket No. G-100 , Sub 13, 
adopting the l'lini■ um Federal Safety Regulations for Natural 
Gas Pipeline Safety as adopted by the Depart■ent of 
Transportation in qq CPR Part 192 and by reference all 
subsequent araendaents. On !'larch 21, 1975, Section 192.707 ,  
of Title 49 DFR, Line aarkers for Plains and Transmission 
Lines, was aaended effective April 21 , 1975. The purpose of 
this aaendment was to alleviate a aajor cau se of failures in 
gas pipelines: interference with pipelines by persons 
outside the gas pipeline industry conducting excavation
related activities. 

The aaendaent to se ction 192.707 requires each natural gas 
operator to install line ■arkers and aaintain such aarkers 

as close as practical over each buried ■ain and trans■ission 
line at each crossing of a public road, railroad, and 
navigable waterway. such ■ arkers are to have specific 
wording with a specified size of lettering. The a■end■ent 
pro vides a deadline of January 1, 1978, for aarkers to be 
installed on pipelines installed prior to April 21, 1975. 
Exceptions were made to the line aarker reqnire■ents on 
buried ■ains and transmission lines in Class 3 and 4 
locations (residential and downtown areas) wh ere place■ent 
of a ■arker was i■practical or where a progra■ for 
preventing interference with underground pipelines is 
est ablished hr law. 

The Co■■ission•s Pipeline Safety Section has been working, 
for so■e ti■e, toward the establish■ent of a statewide "One 
call syste■" whereby any person planning excavation could 
call one toll free number and this "Syste■" would notify all 
memters who have underground facilities located in the area 
of planned excavation. The ■e■bers would then locate and 
■ark their facilities prior to excavation. The Coaaission

has encouraged all regulated utilities, electric and 
telephone ■e■bership coops, and municipal govern■ents to 
1oin together and for■ such a srste■• Recent develop■ents 
through the !orth Carolina Utilities Coordinating Co■■ittee 
have been encouraging. A Board of Directors representing 
all utilities and ■unicipal city governments has been 
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appointed and by-laws for the none Call system" have been 
dravn up. Bids for a contracto_r operated system should ,be 
received vi thin the. next few months vith the anticipated 
start-up date for operation by mid-1978. 

In December 1977 t:he Commission sent a letter to all 
public utilities, municipalities operating gas and electric 
facilities, and electric and telephone membership coops, 
encouraging participation in the "One Call System." 
Responses to the above letter have been excellent. 

In addition to the "One Call Sys tem," the Pipeline Safety 
Sect ion has d r afted a proposed bill for presentation in the 
1979 Session of the General Assembly. A copy of this Bill, 
marked Appendix A, is attached. 

Through endorsement by the public utilities, municipal 
city governments, electric and telephone membership coops, 
and the contractors association en actment 0£ the proposed 
bill seems assured. such a bill vould complement the "One 
Call system" by requiring notification prior to excavation 
with a penalty provision should notification n ot be given 
prior to excavation. 

Due to the recent developments in organizi ng a statewide 
"One Call system" and the proposed legislat ion requiring 
notification prior to excavation, the natural gas operators 
have petitioned the commission to vaive certain parts of 
Title qg, Part 192.707, of the Code of Federal Regulations -
Line J'!arkers for Plai ns and Transmission Lines. In the 
.waiver requests, the operators state that they are in 
compliance with the provisions of Part 192. 707, i n  all 
installations made after April 21, 1975, and on all mains 
ins talled prior to April 21, 1975, in cl.ass 1 a nd 2 
locations. Spot check i nvestigations by the Pipeline Safety 
Section confirm this. 

The operators have dete:c:mined that the most desirable 
solution for the marking requirements in Class 3 and 4 
location s is option (b) (1) (ii) of 192. 707, vhich is the
enactment of a State la v pre venting interfe rence vi th 
underground pipelines. In the operators• opinion, this 
option is mor e effective in preventing damage and is much 
less burdensome financially. The following is an estimate 
of the number of markers vhich otherwise would be required 
and the cos t to each operator. 

N.c. Gas Service
N.C. Natural Gas
Piedmont Natural
Public service
Greenville
Lexington
Monroe
Wilson

1,126 
12; 853 
45,000 
45,000 

1,280 
300 
355 

1,059 

S 31,000 
128,530 
225,000 
900,000 

32,000 
7,000 

16,000 
26,475 
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These fi gures are estimates £or the purchase of the signs 
and installation and do not include the cost of maintaining 
destroyed markers. 

The operators have requested an extensi on of the 
January 1, 1q1a, effective date for marking mains in Class 3
and 4 locations on mains installed prior to April 21, 1975. 
An extension time until Ap ril 30, 1979, vill satisfy the 
requirements for legislative action, and an additiona l 
extension until December 31, 1979, vill allov for the 
pro curement and installation of the necessary markers should 
the General Assembly not pass the proposed bill. 

After due consideration of the request fro• the natural 
gas operators in North Carolina for a waiver of the 
January 1, 1978, deadline for marking requirements on mains 
installed prior to April 21, 1975, in Class 3 and 4 
locations, the commissi on makes the following 

FINDINGS AND CONCLUSIONS 

1. That the natural gaS operators in North Carolina are
in compliance with the amendment to 49 CFR, Part 192,707, 
requiring marking of all ma ins and transmissi6n lines 
installed prio r to April 21, 1975, in Class 1 and 2 
locations. 

2. That the Commission agrees with the operators and the
Office of Pipeline Safety opetations tha� carrying out 
programs other than line marlcing would b e  much more 
effective in reducing the numb er of acc idents caused by 
outsiders. Line ma-rkers are only a p artial solution to 
preventing underground daEa ge. Programs which are 
en force able under lav against outsiders and provide 
inf arm.a tion as to the location of underground pipelines are 
protably the best means of reducing outside damage. 
Enactment of the proposed bill and the statewide "One Call 
System" vill accomplish this. 

3. That after the effective date of the 
192.107, the operators and the Commission had 
opportunity to prepare an d effectively 
underground damage prevention bill during the 
the North Carolina General Assembly vas la st in 

a mend men t to 
insuffi cient 

present an 
period vhen 
session. 

4. That
January 1, 
inconsistent 
vhich is to 
enactment. of 

an extension of the deadline requirement. from 
l978, until April 30, 1979, will not be 
vith the purpose of Section 192 .. 707 {b) (1) (ii), 
give operators time an d incentive to seek 
pipeline damage prevention lavs. 

5. That if by April 30, 1979, a bill for preventing 
underground damage is not passed by the Genera l Assembly, an
additional extension until December 31, 1979, should be 
all owed for the operators t o  procure and i nstall the 
mar leers. 
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TT IS, THEREFORE, ORDERED: 

1. That the deadline of January 1, 1978, for marking
prior to April 21, 1975, be extended until April 30, 1979. 

2, That if by April 30,, 1979., the No rth Carolina General 
Assembly has not passed legislation requiring notificati on 
prior to excavation, the gas operators shall obtain markers 
and install and maintain such markers as close as practical 
over each buried main a nd transmission line, subject to the 
e-xemptions listed in 192. 707 (b), at each crossing of a 
public road, railroad ,, and navigable waterway in Class q and 
7 locat�ons by December 31, 1979.

3. That this Order shall be transmitted to, and shall
become effective upon notice of acceptance by, the Secretary 
of the Department of Transportation and shall constitute 
written n otice of the intent o f  this commission to grant the 
waiver re guested by the North Carolina n atural gas 
operators. 

ISSUED BY ORDER OF THE COH8ISSION. 

This the 10th da y of January, 1978. 

NORTH CAROLINA UTILITIES co�"ISSIOR 
Katherin e ft. Peele, Chief Clerk 

(SEAL) 

APPENDIX A 

!Ji .!£! 

Pelating to the prevention 
excavation or demolition operations 
undergr ound utilities. 

of negligent 
resulting in 

Be it 
Carolina , 
Carolina .. 

enacted by 
represented 

the People of 
in the General 

the State 
Assembly 

or unsafe 
damage to 

of North 
·of North

section 1- This Act may be cited as the "Underground 
Ut.i lity Damage Pcevention Act. 11 

Section l• Definitions as used in this Act: 

(1) "ass ociation" means a qroup of public utilities or 
their representatives formed fo r' the purpose of receiving 
and giving notice of excavation activity within the State of 
North Carolina. 

(2) "damage" includes the substantial we a kening of 
structural or lateral support of an unilerground utility, 
penetration or destruction of any protective coating, 
housing or other protective device of an underground 
utility. and the partia l or complete severance of an 
unde:cground utility; 
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(3) "de■olish" or "de■olition" means 
which a structure or ■ass of ■aterial is 
rendered, aoved or reaoved by ■eans of any 
or discharge of explosives; 
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any operation by 
wrecked, ra-zed, 

tools, eguip■ent, 

(4) "excavate" or "excavation" ■eans an operation for the 
purpose of the aovement or reaoval of earth, rock, or other 
materials in or on the ground by use of aechanized equipment 
or by discharge of explosives, and including augering, 
backfilling, digging, ditching, drilling, grading, plowing, 
pulling-in, ripping, scraping, trenching, and tunneling, but 
not including the tilling of soil for agricultural purposes; 

(5) "mechanized eguipaent" means equipment operated by
■eans of ■ech anical power including trenchers, bulldo-zers,
pow er shovels, augers, backhoes, scrapers, drills, cable and
pipe plows, and other eguip■ent used for plowing in cable or
pipe;

(6) "person" ■eans any individual; any corporation, 
partnership, association, or any other entity orgainzed 
under the laws of any State; any subdivision or 
instru■entality of a State; an d any employ ee, agent, or 
legal representative thereof; 

(7) "uti lity" means any l ine, syste■, or facility used 
for producing, storing, conveying, transmitting, or 
distributing communication, electricity, gas, petroleum and 
petroleum products, ha-zardous liqui�s, water, steam, and 
sewerage underground. 

(8) "operator" 11eans any person vho ovns or operates a 
utility; and 

(9) "wor king day" ■eans e�ry day, except Saturday, 
Sunday, and national and legal Stat e  holidays. 

�tion 1• (Excavation and De■olition Per■its.) A per11it 
issued pursuant to lav authorizing excavation or de■olition 
operations, shall not be dee■ed to relieve a person fro■ the 
responsibility for co■plying vith the provisions of this 
Act. 

Section!• (Prohibition.) Except as provided in section 9, 
no person ■ay excavate in a street, highway, public space, a 
private ease11ent of an operator, or near the location of a 
utility installed on the pre■ises of a custoaer served by 
such utili ty, or demol ish a building vithout having first 
ascertained in the ■anner prescribed in sections 6 and 8, 
the location of all underground utilities in the area that 
would be affected by the proposed excavation of de■olition. 

Section 2· (l"ilinq Reguire■ents of Utility Operators.) 
(a) Ro later than 30 days befor e the effective date of all 

other sections of this Act, each operator having underground 
utilities in Morth Carolina, shall file with the (clerk of 
the county or the clerk of each county in vhich these 
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utilities are located) a list containing the name of every 
city, village, township, and section within the township in 
th e county in which it has underground utilities (including 
those utiliti es that have been abandoned in place by the 
operator but not yet ph ysically removed), the name of the 
op�rator and the name, title, address, and telephone number 
of its representative designated to receive the written or 
telephonic notice of intent required by secti on 6. 

(b) Changes in any of the infocma.tion contained in
list filed under section 5 (a) shall be filea by 
operator with the (clerk of the county or the cl.erk of 
county in which these utilities are l.ocated) within 
working days of the change. 

th e 
the 

each 
five 

Section §.. (Notice of Intent to Excavate or Demoli sh.) 
(a) Except as "pro vided in section 9. before commencing any

excavation or demoli tion operation designated in sectio n 4, 
each p erson responsible for such excavation o r  demolition
sha 11 serve written or telephonic notice of intent to
excavate or �emolish at least thre e. but not more than ten
full working days

1. On each operator who has filed a list required by
section 5 ·vi th underground utilities located in the
proposed area of excavation or demolition; or

2. If the propo sed ar ea of excavation or  demolition is
servei by an association provided for in section 7, 
on such association and on each operator vho has 
und erground utilities in the proposed area of 
excavation or demolition that is not r eceiving the 
services of the association; provided, vhere 
demolition of a build ing is proposed, operators shall 
be given reasonable time to remove or protect their 
utilities be fore demolition of the building is 
commenced. 

(b) The written or telephonic notice required hy section
6 (a) must contain the name, address,. and telephone number 
of the person filing the notice of intent, and, if 
different, the person respon_sible for the e1:cavation or 
demolition, the starting date, anticipated duration, and 
type of excavation or demolition operation to be conducted, 
the location of the proposed e1:c�vation or demolition, and 
whether or not explosives are to be used. 

(c) If the notification required by this section is made
by telephone, an adequate record of suc h notification s hall 
be maintained by the operators and assoc iation notified to 
doc ument compliance vith the requirements of this Act. 

(d) Nothing in this &ct shall apply to any
private property done by the ovner of the 
his/her ovn purposes by use of hand tools. 

excavation on 
property for 
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.§.�ct ion 1• (Ope rator Associations.) Operators may form and 
operate an associat ion providing for mutual receipt of 
section 5 notifications of excavation or demolition 
operations in a defined geographical area. An association 
that provides such service on behalf of operators having 
underground utilities within North Carolina shall file with 
the (clerk of the county or the clerk of each county in 
which those utilities are located) the telephone number and 
adflress of the association, a description of the 
geographical area served by the association, and a list of 
the names and addresses of each opex;a tor receiving such 
service from the association. 

section B. (Response to Notice ::,f Intent to Excavate or 
ne;;;lisb) Each operator or designated representative 
(i ncluding as association esta blished in accordance with 
section7) n otified in accordance vith section 6 shall, not 
less than two working days in adv ance of the proposed 
excavation or demolition (unless a shorter period is 
provided by agreement between the person responsible for the 
excavation or demolition and the operat or or designated 
representative), make available by use of maps whe n 
appropria te, the following inf or ma tion to the person 
responsible for the excavation or demolition: 

(1) The approximate location and descript ion of all of 
its underground utilitie s which may be damaged as a result 
or the excavation o r  demolition: 

(2) The
indicat ing 
utilities: 

location and description of all utility marke rs 
the approximate location of the underground 

and 

(3) Any other information that would assist that person
in locating and thereby avoiding damage to the underground 
utilities including, providing adequate temporary markings 
indicating the approx imate location and de pth of the 
underground utility in locations where permanent u tility 
markers do not exist. 

For purposes of this section the approximate location of 
underground utiliti es is defined as a (s t rip o f  land at 
least 3 fee t vide but not wider than the width of the 
utility pl us 1 1/2 feet on either side of the utility .. ) 

Section _2. (Eme rgency Excavation or De molition.) 
Complian ce wi th the notice requirements of section 6 is not 
required of persons responsible for emergency excavation or 
demolition to ameliorate an imminent danger of life, health, 
or property, provided, however, th:1.t such pe rsons gi.ve, as 
soon as practicable, oral notice of the emergency excavation 
or demolition to each operator having underground utilitie s 
located in the area (or to an association provided for in 
section 6, that serves an opera tor} whe re such exca vation or 
demolition is to be performed and request emergency 
assistance from each ope rator so identified in locatin g and 
providing immediate protec tion to its underground utilities. 
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An imminent danger to life, health, or property exists 
whenever there is a substantial likelihood that loss of 
life, health, or property will result before the procedures 
unde_r section 6 and 8 can be fully complied vith. 

Section 10. (Precautions to Av oid Da11age.) In addition to 
the notification .requirements of section 6, each person 
responsible for any exca va tion or demoli_tion operatio n 
designated in section 4 shall·-

(1) Plan the excavation or demolition to avoid damage t o
or minimize interference with underground utilities in and 
near the construction area; 

(2) ft'aintain a clearance b etween an underground utility
and the cutting edge or point of any mechanized equipment, 
taking i nto account the knovn limit of control of such 
cutting ed ge or point, as 11ay be reasonably necessary to 
avoid damage to such utility; and 

(3) Proviae such support for undergr ound utilities in and
near the construction area, includ ing during backfill 
operations, as may be reasonably necessary for the 
protection of such utilities; 

section J1.. (Excavation or Demolition Damage.) (a) Except 
as provided by section 11(b) ,, each person re sponsible for 
any excavation or demolition operation des ignated in section 
4 that results in any damage to an underground utility 
shall, immediately upon aiscovery of such damage, notify the 
operato_r of such utility of th e location and nature of the 
damage and shall allow the opera tor reasonab le time to 
accomplish· nece ssary repairs before completing the 
excavation or demolition in the: immediate area of such 
utility .. 

(b ) Each person responsible for any excavation or 
demolition operation designated i� section 4 that results in 
damage to an unde rground utility permitting the escape of 
any flammable. toxic, or corrosive gas or l iquid shall,
immediately upon discovery of such da■age, notify the 
operator, police an d fire departments, and take any other 
action as may be reasonably necessar·y. to protect persons 
and property and to minimize the ha-zards until arrival of 
the operator's per sonnel or police and fir e  departments. 

Section 11,.. (Civil Penalties.) Any person vho· violates any 
provisio n of this Act s hall be subject to a civil penalty of 
no t to exceed ($1,000) for each such .violation .. Actions to 
recover the penalty provided for this section shall be 
brought by the (State•s Attorney General) at the reguest of 
any person in the (superior court) in Wake County or the 
(County) in .which the cause, or some part thereof, arose or 

in vbich the defendant has its principal place of business 
or resides. _All penalties recovered in any such actions 
sha 11 be paid into the (general fu nd) of the State. This 
Act does not affect any civi l remedies for personal injury 
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or property (including underground utilities) da■age ell:cept 
as otherv ise specifically pro•ided for in this Act. 

�ction 1]. (Severability.) I f  any provision of this Act or 
the applicability thereof to any person or circu■stance i s  
held invalid, the re■ainder o f  the Act and the application 
of such provision to other persons or circ u■stances shall 
not be affected thereby. 

Section ll• (Effective nate.) This Act is effecti't'e (120) 
days after the date of its enactment, except for the f iling 
reguire■ent s of section 5 which are effective sill:ty (60) 
days after enact■ent of this Act. 

OOC(!T RO. G-100, SUB 36 

BEFOBE THE NORTH CAROLINA UTILITIES CO!t!!ISSION 

In the Matter of 
Amendaent to R CUC Pora G-1, 
Rate Case Information 
Beport - Ga s coapanies, to 
I nclude Lead-Lag Study 

ORDER MODIPJIRG BCUC FOR!! G-1, 
RATE CASE INPOR!ATIOB RRPOl!T 
- GAS COl!PllIES, TO IHCLUOE
LEAD-LAG STUDY

[The tell:t of this Order is repeated in E-100, Sub 33 , with 
the ell:ception of the title and ordering Paragraph. ) 

IT IS, THEREFORE, ORDERED that NCUC Fora G-1 , Bate Case 
Inforaation Report - Gas Coapanies, Section C - Data
Requ est, is hereby amended to include the following: 

Itea Ho. 38. A properly prepared , co■plete, detailed 
lead-lag study for the test�:rear for total 
co■pany and Borth Carolina operations 
including all workpapers in support 
thereof (3 copies required). 

ISSUED BJ ORDER OP THE COftl!ISSIOR. 

T his the 31st da y of October, 1978. 

IORTH CAROLINA UTILITIES COftl!ISSIOB 
(SEAL) ratherine I!. Peele, Chief Clerk 

DOC(!T 10. P-100, SUB 44; DOC(ET NO. P-55, SUB 767 
DOCKET BO. P--2, SUB 89; DOCKET NO. t>-120, SUB 4 

OOClt!T 1'0. P-118, SUB 10; DOCKET !10. P-1 0, SUB 367 

B!l'Olll'! TH! llORTH CA.BOLIIU UTILITIES COl!!!ISSI01' 

In the Satter of 
Co■plaints fro■ Telephone 
Subscribers Regarding Service 
Across Boundary Lines 

ORDER SETTLING SERYIC� 
ACROSS TELEPHONE 
BOUIOARJ L URS 
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HEARD IB: 

BEFOBE: 

APPEARANCES: 

GENERAL ORDERS 

The commission Hearing 80011, Raleigh, North 
Carolina,  on·Jannary 31, 1978 

Commissioner Edvard B. _ Hipp, Presiding; and 
Commissioners Ben E. ,Roney, John w. Winters, 
Dr •. Robert Fischbach, and Dr. _Leigh B. Hammond 

For the Resp�ndents: 

R., Frost B ranon, Jr., General Attorney, 
Southern Bell Telephone and Telegraph Coapany, 
P.O. �Box 2�0, Charlotte, North Carolina 28230 
For: Southern Bell Telephone and Telegraph 

Company 

James ft. f(i11zey, Kimzey, Smith & Scfllillan, 
Attorneys at Lav, Wa9hovia Bank Bui lding, P.O. 
Box 150, Raleigh, Horth Carolina 27602 
l"or: central Telephone company 

William v. Aycock, Jr .. , Taylor, 
Aycock, Attorneys at Lav, P.O. 
Tarboro, Horth Carolina 27886 
For: .Carolina Telephone & Telegraph 

Btinsor, & 
Box 308• 

Company 

Charles P. _ llilkins, Broughton, Broughton & 
Boxley, P.A., Attorneys at Lav, P.O. Box· 2387, 
Raleigh, North Carolina 27602 
Por: Pinevi lle Telephone Company Various 

customers of Pineville Tel.ephone 
Co■pany: L.L. Summervi lle. Ansel Ashley, 

-Jr., Flint Hill Baptist Church, Johnny
Bennett, Bennett Construction Co., E.W.
Bland. H.A. Watts, Eller Furr. and J.R.
Biller, Jr._

For the Int�venors: 

Robert F. Page. Public Staff. North 
Utilities Commission, P.O. Box 991, 
North Carolina 27602 
For: The psing and conSQ.ming Public 

Carolina 
R aleigh, 

Jesse c. Brake, N.C. Attorney General's Office. 
P.O.,Box 629, Raleigh, North Carolina 27604
Por: The Using and consuming Public

BY THE COftftISSIOff: This proc eeding vas instituted by the 
Commission in June of 1976 vith a !lemorandum to all 
regulated telephone pompanies regarding exchange.service 
area boundary violations. The !"lemorandop reguested 
in.formation on all knovn boundary violations. The 
companies• responses indicated in excess of 750 known 
violations. The 'majori·ty of these violations were clear ed 
by changes in boundaries between exchanges without changes 



TELEPHONE 63 

in any su bsc riber's service. The boundary changes vere 
reflected in filings vith the commission·.of revised exchange 
service area maps •. The remaining boundary v iolations fi t 
into one of tvo categories: (1) those for which a change 
was not made or proposed and (2) those .involving changes or 
proposals for changes. 

The formal docket, P-100, Sub 44, vas begun in July of 
1q77 vith an Order of Investigat ion based upon a Petition to 
Intervene by the Public Staff on July 6, 1977. 
Consolidating the investigation with complaints against 
individual companies, this Order required the Public Staff 
to make an investigation and report on the stat us of all of 
the known customers receiving service across boun dary lines. 
The report was submitted on October 14, 1977, and contains 
the following information .. 

There are two large groups of services which have been 
provided across exchange boundaries. One is the 
approximately 172 c ross-boundary service s existing be tween 
r.exington Telep hone Company and Piedmont Tele phone 
Membership corporation. The majorit y of these vere 
"grandfathered," or maintained as pre-existing services, by 
Orders of the Commission in Docket Nos. P-31, Sub 65, and 
P-31, Sub 74, in 1966 and 1969, respec tively. The other· is 
the approximately 86 cross-boundary servic e s  between 
Pineville Telephone Company and the Charlotte exchange of 
Southern Bell. The Legislatu re recognized these violations 
in 1973 by allowing Pineville to "continue to serve its 
existing consumers outside of the present corporate limits 
so long as these consumers desire to have the Town of 
Pineville •s telephone service.'� Several of these 
sub scribers have both Pineville and Charlotte ser;vice. 

No changes have been made or proposed w ith respect to the 
above groups. 

The report also sta tes that in those instances where 
boundary changes could not be made t o  eliminate the 
violations, the companies were requested by letters from the 
commission to make changes in the services to correct the 
violations. Sub scribers vho vere served from an exchange 
other than the one in which they vere located vere given a 
choice of either disconne cting their p resent service and 
taking service f rom the p roper exchange or paying foreig n 
exchange rates for their present service. Services of 
approtlmat.ely 108 subscribers vere subject to cha nge. Only 
a fev of those vho were contacted agreed to pay th e 
applicable £or eign exchange rates: the rest took service 
from t.he proper exchange. The degree to which the 
subscribers objected to the proposals v aried widely. At 
least one subscriber received an increase in calling scope 
without any increase in rate. Other subscribers objected 
strenuous1y because their area of int erest would become 
long-distance a£ter the change or because their rates would 
increase without any improvement in ,s ervice. 



64 GENERAL ORDERS 

some of the violations resulted from service provided 
through farmer lines. Decades ago, when te1ephone service 
v.as difficult to obtain in some areas, groups of subscribers 
constructed liries (farmer li nes or service station lines) 
from their  areas to the nearest tel�pho¥ company f�cilifies 

.in order to obtain telephone service. The subscribers had 
the responsibility of maintaining their portion of the 
facilities and vere billed a reduced rat e for the service 
from the telephone company. Several groups of subscribers 
who had had service for many years throng� that arrangement 
were or vould have been forced to give up their servi ce or 
pay a much higher monthly rate. Some subscribers objected 
to the proposed changes enough to complain to the commission 
and requested to be heard. 

The Public Staff's report was served on all parties on 
Nove•ber 3, 1977. 

comments were .filed by southern Bell Telephone and 
Telegraph Company, Horth. State Telephone Com pany, Sid
Carolina Telephone Company, a nd Central Telephone Company, 
and on January 18, 1978, the commission issued an Order 
Setting oral �rgument on January 31, 1978. 

Based upon the pleadings, oral argument, and comments, the 
commission makes the following 

FINDINGS OF FACT 

1. In excess of 750 violations were re ported by the
companies in response to the commission's Nemorandom of June 
7, 1976. Action vhich vould affect subscribers• services 
has been taken or proposed on approximately 108 of the 
reported violations •. No action has been proposed on 
approximately 258 of the total violations. . The remaining 
violations, approximately Jaq, have been cleared by 
adjustments in exchange service area maps. 

2. Five individual dockets have .. b een established and
consolidated int o Docket Ho. P-100, Sub 114. The fl ve 
dockets vere established. in response to complaints or 
requests to be heara in seven separate cases involving 
changes or proposals for changes in service. 

3. An ansver to the complaint in one of the cases,
P-118, sub 10, nrs. Jethro Peeler, has been filed by aia
Carolina Tel ephone Company and appears to satisfy Hrs.
Peeler's complaint an d vith the Public Staff's 
recommendations in the re port. The re have been no 
reconciliations in the other cases. 

q_ The compani�s have substantially complied with the 
Commission's directive iu the Joly 8, 1977, Order re·garding 
a stay of further· action and restora 1 of service upon 
request from subscribers.. Several subscribers have 
requested ani received restoral of their former service •. 
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5. In some cases, the previous service would be very 
costly to restore. lfo re quests for restoral in these cases 
have been received. 

6. It is difficult to reconcile t he continuation at
local rates of local service fro■ two exchanges. Foreign 
exchange rates would nor•ally be applicable to one of the 
two services. However, the violations, a substantial nu■ber 
of the• resulting fro■ i nadequate attention to service area 
boundaries, were created by the co•panies, not the 
custoaers. Two of the five dockets, P-42, Sub 89, and P-10 • 
Sub 367, involve coaplaints of subscribers who have enjoyed 
dual service for aany years. 

7. Three docketed complaints, P-118, Sub 10; �-120, 
Su b 64; and P-55, Sub 767, and several other ■atters which 
are not docketed involve ipteISY!e violations. 

8. The traditional ■ethod of treating violations i s  not
completely satisfactory. T he ■ain prob leas are 
(1) grandfathering the service of soae subscribers in an
area sti■ulates feelings of discri■ination in other 
subscribers in the saae area who desire but are unable to 
obtain the sa■e service, and (2) the co■panies historically 
have not ad■inistered grandfathered provisions properly as 
services have been extended to other subscribers at the sa■e 
l ocation. However, grand fa the ring the services is the only 
■eans of reconciling the re■aining violati ons without 
disrupting the subscribers• services. 

Based upon the above Findings, the co■■ission concludes as 
follows: 

COllCLUS IOtJS 

1 .  All cross-boundary violations in these dockets which 
cannot be corrected through reasonable exchange-boundary 
adjust■ents without changes in the subscribers• services are 
grandfathered, i.e., continued as long as the present 
subscriber or his i■■ediate fa■ily continuously ■aintains 
service at the sa■e location. Transfer of service or 
establish■ent of service for other subscribers is 
prohibited. Servi ces in the Pineville-Charlotte area and 
t he Lex ington-Reeds-Churchland area which have been 
previously recogni�ed by the Com■ission should not be 
affected. 

2. ordering p aragr aph wo. 2 in the co■■ission•s Order 
dated July 8, 1977, in Docket lo. P-100, Sub 44, requiring 
companies to restore service upon request for those 
custo■ers whose service was changed will be continued with 

qualification. I n  ex tre■e cases in which restoral of 
service would require a substantial expenditure by the 
company, the co■aission is to be infor■ed of snch requests 
and a decision will be ■ade by the co■-■ission on such 
requests based on the circu■stances in each case. 
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3. The Commission requires the companies to maintain 
closer scrutiny of service activity in boundary areas. The 
Commission clearly prohibits further boundary violations and 
violations of the grandfather provisions stated in paragraph 
1 a hove. 

4. In grandfa thet:ed cross-boundary violations in which 
dua1 service is not nov provided, the companies are 
reguested to refuse to establish servic e a t  local rates from 
the exchange in whi ch the subscriber is located unless the 
subscriber is willing to terminate the other service or pay 
the applicable foreign exchange rates for �hat serTice. 

5. Each company which is nov serving a subscriber at
local rates from an exchange other than that in vhich the 
subscriber is located is required by the commission to 
furnish a report to the other o perating company .involved and 
to the commission shoving the details and the location of 
each violat.ion. In cases vbere a membership corporation or 
an out-of-state operating company is serving a su bscrib er in 
the. service area of a regulated company in this State, 
reports to the Commission and to the other company o r  
corporat ion are required from the company in vhose serv ice 
area the subscriber is located. Reporting of the Pineville
Charlotte and Lexington-churchland-Reeds services is not 
required. 

6. The Co■mission requires all companies to report to
the commiss ion and other operating companies immedia tely 
upon detection of any future accidental violation of 
excbange boundaries or grandfather provisions or 
establishment of additional dual service. 

IT IS, THEREFORE, ORDERED: 

1. That the t elephone company respondents in these
consolidated dockets shall restore the service of those 
customers who have made specific requests for r estoration of 
their service across- boundarie�, including farmer iines, 
said service to be ■airit ained as pr e-existing service, 
sometimes c alled grandfathered service, for t he lifetime of 
the present occupants of said prem.ises for serYice a t  said 
premises. 

2. That the said telephone company respondents in these 
consolidat ed dockets shall report to the commission on or 
before July 31, 1978, the naaes and addresses of all 
customers vho are b eing provided grandf athered service under 
this order across boundary lines and shall th ereafter report 
said grandfathered service ·once each year on or before 
January 1 of e ach year for the service in effec t  the 
precedin g year. 

3. That all said telephone company responden ts in these
dockets and all Qther telephone companies in North Car olina 
shall hereafter observe their telephone boundaries as filed 
and recorded vith the Utilities commission and shall not 
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provide service across s aid boundary lines except under 
tariff provisions for such service or except upon specific 
application to and approval by the Com■ission for such 
service on a cas�by-case basis. 

q. That any telephone service by a Horth Carolina
company from a No rth C arolina exchange to a customer in 
south Carolina, Georgia, Tennessee, or Virginia is beyond 
the jurisdictio n of the Uti1ities co■ mission, a nd the 
continuation of such ser't'ice shall be a matter for the 
telepho ne company and the customer, and to the e.ztent 
applicabl e for the regulatory commission having jurisdictio n 
in such st.ate. 

5. That all telephone companies providing service in 
North Carolina shall cooperate 1n conside ring and seeking 
approval of such reasonable and feasible boundary 
adjustments which might be necessary to recognize changes in 
calling patterns a�ising from the social and economic 
development of North Carolina and of such othe r me asures or 
procedures that. might provide better telephone service to 
the public in North Carolina. 

ISSUED BI ORDER OF THE COftftISSION. 

This the 26th day of June, 1978. 

(SEAL) 
NORTH CAROLINA UTILITIES C08MISSION 
Katherine ft. Peele, Chief Clerk 

DOCKET HO. P-100, SUB 45 

BEFORE THE NORTH CAROLINA UTILITIES COftftISSIOH 

In the ftatter of 
Investigation of Intrastate Long Distance, 
WATS, and Interexchange Private Line Rates 
of all Telephone C ompanies Under the 
Jurisdiction of the North Carolin a 
Utilities commission 

ORDER SETTING 
RATES FOR -
INTRASTATE 
TOLL SERVICE 

HEARD IN: 

BEFOBE: 

The Hearing Room of the Commission, Dobbs 
Building, 430 North Salisbury Street, Raleigh, 
North Carolina, on December 6, 7, 8, 9, 20; and 
21, 1977, and on January Q, 1978 

Chairman Robert K. Koger, Presiding, and 
Commissioners Ben E. Ro ney, Sarah Lindsay Tate, 
Robert Fischbach, Leigh H. Hammond, John w.

Winte rs, ana Edvard B. Hipp 

*Chairman Koger and commissioner Hammona
Concurring in General but Dissenting in Part 
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APPEABAIICES: 

Por the Applicant: 

Robert c. �Howison, Joyner.& Howison, P. o. Box 
109, Raleigh, North Carolina 27602 
Por: southern Bell Telephone and Telegraph 

co■pany 

Robert w. Sterrett, Jr., Solicitor, Southern 
Bell Telephone and Telegraph Company, 12q5 Hort 
Buildi�g, Atlanta, Georgia 30303 
For: Southern B ell Telephone and Telegraph 

Company 

R. Prost Branon,
Bell Telephone and 
Department, P. o.
Carolina 28230

General Attorney, Southern 
Telegraph Company, Legal 
Box 2qo, Charlotte, Hort h 

Por: Southern B e ll 
Company 

Telephone and Telegraph 

For the Respondents: 

F. Kent Borns, James ft. Day, Boyce, Kitchell,
Bur�s & Smith, P. o. Box 1406, Raleigh, Borth
Carolina 27602
For: Bid-Carolina Telephone Company, Western

Carolina Telephone compa ny, Westco 
Telephone Company, Heins Telephone 
Company , Randolph Telephone Co■pany, and 
Mebane Home Telephone Company 

William c. Fleming, Vice President � General 
Counsel, General Telephone company of the 
Southeast, P. o. Bor 1412, Durha■, North 
Carolina 27702 
For: General Telephone Company of the Southeast 

John Robe rt Jones. Power. Jones & Schneider, 
100 ·East Broad Street. Columbus. Ohio 43215 
For: General Telephone Company of the Southeast 

John R. Boger• Williams. A'i lleford, 
Grady. 147 Onion street s •• Box 810. 
North Carolina 28025 
For: The concord Telephone co■pany. 

Boger and 
Concord, 

Jerry A'. Amos, Brook. Pierce, l!cLendon, 
Humphrey & Leonard, P. o. Drawer u, Greensboro. 
North Carolina 27401 
For: North State Telephone Company 

James If. Kimzey, Kimzey & Smith, Wachovia Bank 
Building, Raleigh. North Carolina 27602 
For: central Telephone company 



T!L!PBOWE 69 

Willia• W. Aycock, Jr., Taylor, Brinson & 
Aycock ,  Attorneys at Lav, P. o. Box 308,
Tarboro, Morth Carolina 27886 
For: Carolina Telephone and Tele graph coapany, 

United Telephone coapany of the Carolinas, 
Inc., an d Norfo lk Carolina Telephone 
coapany 

Tho■as R. Eller, Jr., Attorney at Lav, 10, 
Finley Building, 3301 Executive Drive, Raleigh, 
M orth Carolina 27609 
For: Citizens Telephone coapa ny 

For the Intervenors: 

Henry A. !litchell, Jr., Saith, Anderson, Blount 
& Iii tchell, P. o. Box 31, Raleigh, lorth 
Carolina 27602 
For: Aaerican District Telegraph Co• pany 

Jerry B. Pruitt, Chief Counsel, Dwight v. 
Allen, Assistant Staff Attorney, Public Staff -
Jorth Carolina Utilities Coaaission, P. o. Box 
991, Raleigh, Morth Carolina 27602 
For: Using and Consuaing Public 

Jesse v. Brake, Special Deputy 
General, Richard Griffin, Associate 
General, Dobbs Building, 430 J orth 
Street, Raleigh, Worth Carolina 27602 
Por: Using and Consuaing Public 

Attor11ey 
Attorney 

Salisbury 

BT TR! CO!l!IISSIOJ: On August 18, 1977, in Docket 
No. P-55, sub 768, southern Bell Telephone and Telegraph 
co■pany (Southern Bell, Bell, the c oapany) filed an 
application with the coaaission for authority to increase 
intrastate rates and charges to produce increases in annual 
revenues of $65,1 59,96,. The Coaaission, being of the 
opinion that the ■atter constituted a general rate case 
under G.S. 62-137, issued an Or der on Septeaber 7, 1977, 
declaring it to be a general ra te proceedi ng, suspending the 
proposed rates for 270 days fro• the date such rates were to 
becoae effective, and establishing as the test period the 12 
■onths ended !lay 3 1, 1 977. 

In said Order, the Coaaission found that the public
interest requires intrastate aessage toll, wide area 
telephone ser'fice (VATS), and interexchange private line 
service rates and charges to be unifor• aaong all telephone 
co■panies operating in lorth Carolina. A ccordingly, 
Sou thern Bell's request for authority to a djust its 
intrastate toll, VATS, and interexchange pti'late line rates 
and charges vas separated fro■ Docket lo. P-55, Sub 768, and 
placed in Docket Mo. P-100, Sub 45, for inv estigation a nd 
hearing, with all other telephone coapanies under 
jurisdiction of the Coa■ission being aade parties thereto. 
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At the time this docket vas initiated, two dockets 
relating to toll matters vere pending before the commission, 
as follows: Docket No. P-100, Sub 32 ., is an investigation 
of the division of intrastate toll revenues among telephone 
companies under the Commission's jurisdiction. Docket 
No. P-100, Sub 42, is an investigation of the intrastate 
toll rate of return or settlement ratio and of the necessity 
for an increase in intrastate toll rates upon Petition  of 
Car olina Telephone and Telegraph company. On September 20, 
1977, the Commission issued an Order separating Docket 
No. P-100, Sub 32, from Docket Ro. P-100, sub 42, and 
continuing both dockets until the completion of proceedings 
and final Order in Docket Ho. P-100, Sub 45. 

In r esponse to a reg:uest from the Knotts Island exchange 
of continen tal Telephone co■pany (Knotts Island) that it be 
exempted £ram the requirements of decretal paragraphs (10) 
and (14) o f  the commission's Order d�ted September 7, 1977, 
the Commission issued its Order granting exemption and 
requiring tcnotts Island to give notice to its subscribers as 
set forth in the order. 

Notice of Intervention i n  the proceed ing vas filed by the 
Public Staff North Carolina Utilities Commissi on on 
October 7, 1977 •. The Intervention vas recognized by order 
issued by the coz.:i11ission on October 7, 1977. 

on November 22, 1977, Barnardsville Telephone Company 
(Barnardsville) filed a notion requesting exemption from the 
requirements of the Commission's Order of September 7, 1977. 
An order granting Barnardsville•s !o tion vas issued on 
November 29, 1977 •. 

Amer ican District Telegraph company, through coun sel, 
filed a Protest and Petition to Intervene on November 28,
1977, and on. Dece■ber s. 1977, the Co■mission by Order 
allowed the Intervention. 

On December 1, �977, the commission gave notice to all 
parties of mc9rd and thet.r counsel of t he procedure for 
receiving testiaony in the proceeding. 

In response to a letter, treated as a !otion, from Ellerbe 
Telephone Company (Ellerbe) requesting .tha t it be excused 
from being present at the hearing, the co■llission issued aD 
order on December 5, 1977, granting the request and 
directing that Rllerbe remain a party to the proceeding for 
all purposes. 

Th e matter caae on for hearing at the tine and place shovn 
above. All parties vere present and represented by counsel 
as heretofore indicated. 

southern 
witnesses: 
Super't'isor, 
schedule of 

Bell offered the testimony of the fo llowing 
Willia11 F. Dyer, Jr., Rate and Tariff 
Southern Bell, vith respect to the proposed 

rates ior intrastate aessage toll service (IPITS) 
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and VATS; Roger Evan Brinne r, :Independent consultant on 
behalf of southern Bell, vith respect to design and 
interpretat ion of an econoaetri c model of demand for UITS in 
North Carolina; B. A. Rudisill, :Independent Company 
Relations Sapervisor on behalf of Sou thern Bell, vith 
respect to the inc�ase d toll settlements which vill result 
if the proposed increases in toll rates is approved; Robert 
A. Friedlander, Rate and Tariff supervisor ., Southern Bell,
with respect to proposed interexchange .private line channel
rate structures and ra te levels; and Prank J. Schvahn,
Project l'lanager in Southern Bell 1s cost organization, vith
respect to a cost study for interexchange private line 
channels. Followi ng the presentation of evidence by the 
other pa rties to this proceeding, Southern Bell presented 
rebuttal testimony of Oliver w. Porter, Jr., Assistant Vice 
President. - Revenue Requirements, southern Bell, regard ing 
the company's proposed Daytime Savings Plan rate; and A. _flax 
:walker, Vice President Revenue Requirements, southern 
Bell, regarding the testimony of Publi c St aff witness 
Coleman an revenue requirements and settlement ratios and 
procedure. 

The Public Staff presented t he testi11ony of six witnesses: 
H. D. Coleman, Director of Accounting·, regarding rates. of
return on intrastate toll and local original cost net
investment.; Benjamin R. Turner, Jr., Telephone Engineer,
regarding the impact of a daytime toll discount on telephone
plant investment; William J. Willis, Jr., Ra te and Tariff
Engineer, regarding proposed changes in rate str ucture for
I�TS and WATS and the disposition of increased intrastate
toll revenues for North Carolina regu lat ed telephone 
companies; Dennis w. Goins, 'Economist, re garding the toll 
revenue repression analysis presented by Southern Bell; Hugh 
L. Gerringer, Telephone Separations and Settlements 
Engineer, regarding the estimated level and distribution of 
the increase in toll reven11es; and t-tillard N. Carpenter, 
III, Rate Analyst, regarding t he· Public Staff's a�alysis of 
the proposed rates for interexchaDge private line services 
and channels. 

The testimony of the Public Staff witne sses deals in part 
with the level of earni ngs of the respective companies, the 
addit ional toll settlement dollars vhi ch the respec tive 
companies vill receive if a toll increas e is granted, and 
the settlement ratios the companies have achieved following 
previous toll rate incr eases. Some o.f the witnesses offered 
methods which.could be used to pass the rate increases bact 
to the ratepayers if the commission decides to require flov 
through of the additional toll revenue dollars. 

Numerous witnesses appear ed and offered test imony on 
behalf of t he various independent telephone compan.ies 
operating in North. Carolina. Those witnesses and the 
companies they represent include: Alan �art.in , Randolph 
Telephone Company; Royster l'I. Tucker, North State Telephone 
Company: William c. Harris, Lexington Telephone Co■pany; 
w. R. Hupman, 1tebane Home Telephone company; T. P. Wil_liamson. 
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car:-olina Telephone and. Telegraph company; Thomas' s. !'loncho , 
cent�al Telephone company; T. L. Bingham, Citizens Telephone 
Company; Phil Widenhouse, The Concord Telephone Company; 
William Jankowski, General Telephone Company of the 
southeast; Frank Nunnally, Reins Telephone company; Robert 
M. Byrum, Norfolk Carolina Telephone company; Harold w.

Shaffer, �id-Carolina Telephone Company; Luther A. Wolfe, 
United Telephone Company; and Jerry w. Braxton, Western
ffestco Telephone companies. 

William R. KcLester, city 
Telegraph company, testified 
Southern Bell's interexchange 
company arid the alarm business 

Kanager for American District 
concerning the effect of 

private line proposals on his 
in general. 

Ida L. l'!ay appeared as a public witness to offer testimony 
on behalf of the Greensboro Chapter of the �merican 
Association of R et-ired Persons, stating that the proposed 
increases would have adverse effects on e1derly persons on 
fixed incomes ·who must use the telephone for both security 
and convenience. 

Based upon the entire record in this procee_ding, the 
commission makes the following 

FINDINGS OF FACT 

1. Southern Bell and the in dependent 
made parties to this docket are duly 
utilities subject to the juri sdiction of 

telephone companies 
franchised public 

this commission. 

2. The public interest requires that intrastate message
toll, WATS. and interexchange private line service rates and 
charges be uniform for all telephone companies operating in 
North Carolina. 

3.. Southern Bell and the in dependent telephone companies 
are in need of rate relief for intrastate 11essag� toll. 
WATS, and interexchange private line service in N orth 
Carolina. 

4. The relative rates of return on intrastate toll and 
local operations for southern Bell provide the commission 
with an additional indication as to the need for an increase 
in· intrastate toll rates. 

5. Southern Bell has failed to make a satisfactory
showing that the proposed percentage increases in rates vill 
result in a smaller percentage increase in revenues. 

6. The increase in message toll, HATS, and interexchange 
private line service rates and charges as requested are just 
and reasonable and should be approved. except as provided 
below: 

(a) The Tu\ ytime Savings Plan rate should be approved only 
for the hour of 12:00 noon to 1:00 p .. m. 
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(b) The approved increase in rates applicable to toll
message telephone service within the mileage bands of
0-10 miles, 11-16 ailes, and 17-22 ailes should be as
follows:

INITIAL PERIOD RATES 

Station to Station Direct Dist ance Dialed (DDD) 
1 llinute 

!lileage 
Band 

-Q-10-
11-16
17-22

Approved 
_!at�

$ • 18 
$ .22 
$ • 25 

Station to Station Operator Handled (OPB) 
lll Hours - 3 llinutes 

!lileage 

�l!l�-
0-10 

11-16
17-22 

Approved 
-R�!g�
s • 55 

$ • 75
$1. 00

Person to Person 
All Hours - 3 llinutes 

II ileage 
Band 

-o=ro-
11 -16
17-22

Approved 
_!at.!!2 __ 

$ • 95 
S 1. 15 
$1.3 5 

NOTE: Above rates are for the initial period only. 
Addi tional ainute(s) are at reduced rates. 

(c) The percent increase in r ates applicable to 
interexchange private line service �pproved herein 
should be limited to 301 for recurring charges and 
1001 for nonrecurring ch ar ges, accepting Southern 
Bell's basic proposal with rega rd to the 
restructuring of private line inter exchange rates. 

7. lfter the effectiv e date of the increase approved
her ein, the coabined aaount of additional end-of-test-period 
intrastate toll revenue produced by I!ITS, WATS, and 
int erexchange private line services for Southern Bell and 
t he independent telephone co■panies will be approxi■ately 
$40,099,088 on an annual basis, with Southern Bell's annual 
share aaounting to approximately $21,983,032. 

8. The increased revenues resulting
toll rates approved herein will produce 
ret urn greater than those presently 
jurisdictiona 1 telephone coapanies. 

from the increase in 
intrastate rates of 

being earned by the 
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q_ The jurisdictional telephone companies, vhich at 
present do not have general rate increase requests pending 
before this Commission, shoul d hav e an opportunity to show 
cause vhy less than 100-,; of the resultant increase in 
revenues to be realized from the increase in rates approved 
herein should not be "flowed-through" to the general bo dy of 
subscr ibers by means of a red uction in local service rates 
and charges. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF PACT NO. 1 

This finding of fact is essentiall y procedural in nature, 
was not contested by the parties, and warrants no additional 
discussi on in this Order. 

EVIDENCE �ND CONCLUSIONS FOR FINDING OP FACT NO. 2 

The need for un iform toll rates in Horth 
an issue in this docket. Th is finding is 
previous commission practice an d policy. 

Carolina vas not 
consistent vitb 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 3 

Finding of Fact No. 3 relates to the need for rate relief 
for intrastate message toll, WATS, and interexchange private 
line servi ce. The evidence and conclusions supp orting this 
.finding of fact are fully set out in other parts of this 
order. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT BO. q 

Public Staff witness Coleman presented testimony on the 
rates of return on end-of-period investment and common 
eguity before and after the proposed increase based on 
Be ll's end-of-period adjustments to investment and expenses 
including and excluding the effects of repression. Witness 
Coleman testified that be vas pr esenting these rates of 
return in com parati•e form for the Commission• s 
consideration in its deliberations on the level of toll 
increase to be allowed in this docket, if any. His 
exhibits, based on Bell's (adjusted) test year level of  
revenues and expenses before the prop osed increase, show a 
return on intrastate toll investment of 5.63i and on common 
equity of 5. 711 and, on the same basis, a return on 
investment used to provide local service of 7.341 and on. 
common equity of 9. �S'S. 

witness Coleman presented the returns on original cost net 
investment after the proposed increase which Bell contended 
would result from the proposed i ncrease in toll rates, 
including and excluding the effect of repression. These 
returns vere based on revenues, expenses, and investment 
presented by Bell. Witness Coleman i ndica. ted that he vas 
not attesting to the reasonableness or unreasonableness of 
the amounts claimed by Bell. These returns  vere as follows: 



In trastat e 
Intrastate Toll 
l,oc al 

TELEPHONE 

Orig i n al Cost 
Net Investment 

!Deluding Excludiiig 
B,,gpress ion J!.fil!!:ession 

10. 021 

8. 32J

1 o. 751 

10.361 

9.461 

10.75� 

75 

__ .£2m�__]fil!;i!;;y__ 
Including Excluding 
R�P.!fil?§i2n .B.fil!ression 

15.061 
1 1. q5 I 

16.601 

15. 781

13.851
16.601 

ffitness Coleman testified that the separat ion of the 
a djusted level of Bell's clai med revenues. expenses. and 
origina l  cost net investment vas provided by Bell in 
response to a request by the Public Staff. The information 
appears on Coleman Schedule 6. He testified that the NARUC
FCC Separations !'lanu al had been used by Bell to separate the 
local and toll investment. revenues, and expense s shovn in 
Schedule 6, pa ges 2 and 3. 

Southern Bell witness A. Kax Walker t estified in rebuttal 
to Public Staff witness Coleman's analys is of rate of return 
and revenue requirements and us e of the NARUC-FCC 
separations procedures for rate-making purposes. He 
dis agreed particularly with three areas of l'tr. Coleman• s 
testimony. First, l'lr. 'A'alker contended that Bell seeks only 
to earn 9.52% on its rate base and not the 10.02% which Plr. 
Coleman used. Second, �r. 'A'alker contended that the 
proposed toll rate schedules vill produce no more than $13. 6 
million additional annual revenue, while Hr. Coleman 
contended that they vill produce $19.3 mil.lion,, 

These discrepancies are res olved by recognizing that the 
different rates of return result from different tre atments 
of the .5% reque sted attrition allowance. The toll revenue 
est imates differ because the $13.6 million figure includes 
r epression and the $19.3 million does not. 

The third area of disagreement between witne ss Walker and 
witness Coleman involves Kr. Coleman's use of the NARUC 
Separations l1anua 1 to alloca te· in vestment and expens es 
betveen intrastate local an d intrastate toll operations. 
Witness Walker conten ded that use of -the NARUC separati ons 
procedures to pres ent operat ing results for intrastate t oll 
and local operations is misle ading and does not present a 
true picture of the economics involve d in providing these 
services. Walker further testi fied that the separatio ns 
proc edures are designed specifically for separating costs 
between intersta te and intrasta te operations for 
jurisdictional purposes. According to witness Walker, many 
changes made in the manual are designed t o  transfer revenue 
requirements from the intra state jurisdiction to the 
interstate jurisdictio n, thus artifici ally overstating the 
intr astate toll cost of service and producing_. a false 
impression• of the true or actual allo cation of exchange 
plant to the various services. 

The Commission has carefully analyzed the testimony of the 
vi tnesses in this c ase relating to the s eparations of 
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revenues, expenses, and i nvestment between in trastate tol.l 
and local operations. Vitness Colet11in contended that, if 
the evidence shows a rate increase is needed, the relati-Ye 
rate of return on end-of-period intrastate toll and local 
operations, before and after Bell's proposed rate increases, 
should be considered in determining what portion of that 
increase should be placed on toll rates and vhat portion 
shoul d be �1aced on local rates. In cal culating the 
comparative rates of return, he suggested that the NARUC-FCC 
separations Manual is a reasona ble basis for apportionin g 
revenues, ex�enses, and investment. 

The Commission concludes that it is reasonable for 
comparative pu rposes to use the NARUC-FCC Separations M.an.ual 
to evaluate the relative rates of return on local and toll 
ope rations. Numerous vi tnesses testifying in this 
proceeding h ave fflade reference to the 1971 NARUC-FCC 
Separations '1anual. The Comm ission takes judicial notice o f  
that manual and has read both the history of the manual. 
contained in the "Foreword Section," and "Section 1 in 
General. n particu larly w ith rngard to assertions by Bell 
witness walker that the manual is arbitrary and designed to 
shift more of the revenue requirements f rom the intrastate 
operations to the interstate operations. 

our review :,f the manual reveals no language suggesting 
that the proced ures are in any way arbitcary or designed to 
shift revenue requirements fro m int r astate to interstate 
operations. In fact. the language suggests th at the experts 
vbo vrote the manual recognized the need to design fair a nd 
egu itable separations method s. If the Commission accepts 
the assertions of Bel l's witnesses, it must c onclude tha t 
the joint commi ttee· composed of State, Federal, Bell, and 
inaependent c�mpany experts in the field of toll separations 
intentionally included statements in this-manual aesigned to 
mislead a nd misinform the reader. The C ommissi on does not 
believe such a conclusion i� reasonable. 

'Further, the testimony of Company witness Rudisill 
indica tes that Bell uses the same manual and that to the 
bes t of his ab ility he has allocated the approp riate 
revenues. expenses. an d investment to local and toll 
operations. llitness Rudisill tes tified essentially th at it 
would be undesirable either to allocate to the intrastate 
toll operations investment and expenses·app1icable to the 
local operations or to allocate to the local operations 
investmen t and expenses applicab le to the intrastate toll 
operations. nr. Rudisill s t ated on cross-examination that 
souther n Bell employed the controls and checks vhich it 
considered necessary to insure that these undes irable 
occurrences did not occur. Witness Rudisill was asked to 
compare the settlement base of $225,197,179 on his cross
examination Exhibi t  No. 1 with the settlement base on 
Rud isill Exhibit No. 7 of $225.197.000. The witness agreed 
that the tvo numbers are the same. He further testifie d 
tha t if one took the net operating income per books of 
.1i 16,673.603 shown on Rudisil l cross-examination Exhibi t 
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No. l and de1ucted total adjustments of $3,843,723, he would 
arr ive at the adjusted intrastate toll net operating inco■e, 
excluding interest charged construction, of $12,829,ABO. 

In summary, the Commission concludes that the comparative 
rates of return provided by witness Coleman offer additional 
evidence as to the need for the increase in rates as 
approved herein. 

EVIDENCE .I.KO CONCLUSIONS FOR FINDIIIG OF FlCT· NO. 5 

Tn its application for an increase in toll rates and 
charges, Southern Bell adjusted the revenu es to be realized 
from its proposed rates to give recognition to what it 
con sidered to be the effect of repression. The adjustment 
contemplates that customers will respond to a price increase 
for intrastate toll messages by reducing demand, which 
results in a percentage increase in revenues less than the 
percentage increase in rates. 

Southern Bell offered the testimony of Roger E. Brinner, 
who developed an econometric model of demand for I"TS. 
Witness Brinner discussed various as pects of general 
economic tbeory and suggested the following distinct 
features which be believed ar e applicable to IaTS: (1) it 
is a substantial convenience on which customers depend but 
it is not an absolute necessity; (2) it is significantly 
affected by habit and thus demand will change only partially 
at the time of a price or income change and then increase 
through time; (3) permanent increases in price or income 

produce permanent changes in customer usage: and (4) an 
increase in relative price has a repressive effect on level 

of toll demand. 

Witness Brinner•s econometric analysis indicated that a 
hypothetical 101 increase in rates would reduce demand by 
2.651 during the 12 months i■mediately following the price 
change. lccording to witness Brinner, revenue can be 
exp ected to incre ase by only 7.11, resulting in a suggested 
repression effect of 2.91. He made this determination of 
I�TS demand by injecting the hypothetical 101 price increase 
into the test year and utilizing the income, population, 
unemploy■ent, and other economic factors as they existed 
during the test year. 

Public Staff vi tness Dennis W. Goins reviewed the 
econometric model offered by witness Brinner and testified 
on behalf of the Public Staff as to a possible repression 
effect of the proposed rates. While witness Goins agreed 
that the Brinner model is tbeoretic:tlly sound, he concluded 
that the aggregate nature of the model precludes its use in 
estimating repression effects or in setting rates for 
different types of toll services. Since the proposed rates, 
if approved, will qo into effect at so■e future date, 
witness Goins indicated that, for purposes of decision 
making in ■atters involving public policy, it is improper to 
iniect a price increase into the t est year without 
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cons idering corresponding increases in real income and in 
the consumer price index which vill exist when the rates 
become effective. 

Witness Goins also expressed concern over discrepancies 
which result vhen one uses different observation, periods to 
perform a regression analysis. Witness Goins inclicat.ed that 
he ran a series of regressions similar to witness Brinner•s 
Model 1. However, he chose five different time periods over 
which to fit the model of message toll demand. Witness 
Goi ns concluded that only in the time period selected by 
vi t. ness Brinn er were the price elasticities significant. 

Rhile the commission finds no fundamental deficiency in 
the economet ric model offered by witness Brinner, it 
concludes that the model, as applied, is not a cceptable for 
rate-making purposes and that Southern Be·ll has faile d to 
carry its burden of proof to show that repression does in 
fact exist for IMTS. The Commission is particularly 
concerned about the aggregate nature of the demand model 
used by Bell. such a model prohibits estimation of demand 
elasticities for the particular types of toll calls which 
mus t be priced· and, consequently, provides little assistance 
to the commission in setting rates. In fact, both vi tness 
Brinner and vi tness Dyer conceded th3. t the Brinner model vas 
not used in establishing the rates for which Bell seeks 
app:coval in this proceeding. 

The effect of witness Brinner•s methodology was to inject 
into the test year a hypothet ical 101; incr ease in price 
while incofflE!, une11ploymen t, industrial development, and 
other economic variables were changing. It must be 
remembered that the rates approved in this proceeding vill 
take effect in the future when economic factors might be 
different. The rates which the Commission approves in this, 
or any other, proceeding necessarily involve importa nt 
public policy considerations. Witness Brinner conceded that 
a prudent economist would take steps other than those 
included in his testimony if the economist vere called on to 
make, or give advice on, important public policy matters. 
In his analysis, witness Goins considered not only the 
proposed pr ice increase but also a 51 increase· in the 
consumer price index and a 2% growth in real per ca pita 
income. figures which he believed are conservative esti■ate s 
of economic conditions when the, rates applied for in this' 
docket become effective. Based on these addit ional 
variables, witness Goins concluded that not only is 
repression absent but, in just tvo years, the percentage 
increase in revenues vill exceed the percentage increase in 
price. 

southern Bell contended that since the Goins' an�lysis 
makes projections outside the test period it is 
inappropriate for rate-making purposes. The commission is 
not persuade-! by these argu■ents. A test period is utilized 
as a means of• estimating vhat is likely to occur if the 
proposed rates go into effect._ The lav permits adjustments 
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for known changes outside the test period. up to the time of 
hearing. Permitting adjustments for known changes is quite 
different from injecting hypothetical numbers into test
period operations. Rad he desired to do so, witness Goins 
could have injected bis increases in the consumer price 
index and real per capital income into the test year and 
reached the same results. In the Commission's opinion, that 
would not h ave made his analysis any more meaningful si nce 
the test year c oncept contemplates the use of known facts 
and not hypothetical facts which have not occurred and are 
not likely ever- to, occur. 

The commission has carefully re vie wed the evidence 
r.elatinq to repression. It is admittedly comple'!.. The 
Commission's review, however, leads to the conclusion that, 
considering the net effect of repression and the growth in 
demand for I�TS, the per centage increase in the level of 
revenues to be realized from the increase in rates as 
approved herein vi 11 be no less than the percentage increase 
in such rat es. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO .. 6 

Bell witness Dyer described Bell's proposed repricing of 
the message toll and WATS tariffs. He indicated that the 
Company's objective vas to price message toll service to 
maximize its revenue contribution in order to keep basic 
rates lover than would otherwise be possible. Wi tness Dyer 
stated that t oll messages compete with u. s. and private 
mail as vell as with telegrams and night letters. 

The schedules for message toll service and WATS were 
developed in accordance vith the pricing methods discussed 
by Mr. Dyer. He stated that he believes that the schedules 
are fair and reasonabl e and will help kee p local exchange 
rates to a minimum,. Witness Dyer also stated that be 
believes that t oll rates are 11aking a contrib ution to local 
exchange rates but does not have studies confirming that 
pas ition. He advanced two reasons for the short haul toll 
cost being greater than the long ha11l: (1) the setup cost, 
whether it he operator or DDD, is the same for a 10-mile
call as it would be for a 100-mile call and, therefore,
carries a bi1qer percentage of the total price of that call;
{2} long hauls have various carrying capacities, created
through the use of microwave technology, vhich provide
greater eco nomies of scale than for the short haul.

Witness Dyer reviewed the relativ?. cost of the short haul 
call, versus medium and long, with respect to the potential 
impact of EAS requests and concluded that the demand for EAS 
would not be affected significant1y .. 

The Commission, hovever, believes that it is in the best 
int.erest of both the Company and its subscribers to minimize 
the impact of the rate increase approved herein with �egara 
to the demand for extended area service, while adhering to 
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the Coapany•s overall pricing objective relating to aessage 
toll service. 

The Co■11ission, therefore, concludes that the approYed 
increase in rates applicable to toll aessage telePhone 
serviCe within the mile age bands of 0-10 miles, 11-16 11.iles, 
and 17-22 miles should be levels specified in Finding of 
Fae t Ro. 6. 

Public Staff witness Willis testified that his 
responsibility in this do cket included su7veying te·stimony 
of southern Bell witness Dyer concerning the proposed 
structural changes in the intrastate long distance and WATS 
proposals and that, in the absence of such cost studies, the 
Dyer approach is acceptable with one exception, the proposed 
daytime discount. 

Tbe evi dence concerning a message toll ser,vice discount 
d uring the daytime perio ds of B:00 a.m. to 9:00 a.m. and 
12:00 noon to 2:00 p.m. consists of the testimony of 
Company witnesses Dyer and Porter and Public Staff witnesses 
Coleman, Turner, and Willis. The test imony of vi tness 
Coleman has been previously reviewed. Witness Dyer 
explained tha t the addition of a nev Daytime savings Plan 
rate would extend the 25% evening discount to three hours of 
the day, B:00 ·a�!11• to 9:00 a.m. and 12:00 noon to 2:00 p.m. 
He s�ated that the Daytime savings Plan wi ll ext end to the 
daytime user the same off-peak pricing incentive that 
presently is a·vailable to those vho use the network during 
evening, nigh t, and weekend time periods •. A_ccording to 
witness Dyer, since these daytime periods experience less 
usage,. the nev proposal will lover peak-lo ad perio ds and 
even tually result i n  savings to the rat epayer. Witness Dyer 
also stated that, if the proposed daytime discount periods 
were p riced without the discount, the resulting revenues 
vould be $3a,qo1,es1. This exceeds the proposed rat.es filed 
by the Co■pany, which inclu ded the daytime dis count. 
proposal, by $5,650,829. 

Wi tness Turner testified tha t the purpo se of his testimony 
was to describe the relationship between a toll di scount 
period and the potential impact on telephone plant 
investment. He stated that the usage sensitive component of 
telephone plant is designed to a ssure a low occurrence of 
call blockages during the busy hour of the office or the 
network busy season. Data present ed by "r . Turner shoved 
that 25% of the final. int ertoll trunk groups have their busy 

hours between 10:00 a.m. and 11:00 a.m., 12.s,; betw een 
3:00 p.m. and 5:00 p.m •• an d 62.51 b etween B:OO p.m. and 
11:00 p.11. 

ftr. Tur ner explained that if a portion of the busy hour 
t raffic could be shifted to other periods of time f uture 
plant investment reduction could be rea lized. Furth e r, a 
price discount which di d not defer or reduce fu ture plant 
investment would simply produce lover revenues for a given 
serv ice, re sult ing in a loss of r evenues which would have to 
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be aade up by another service. In his opinion, the 
Co■pany•s proposal to discount toll calls durin g the dayti■e 
periods of 8:00 a.a. to 9:00 a.a. and 12:00 noon to 2:00 
p.a. would not cause a shifting or reduction in the network
husy hour.

ar. Turner further testified regarding infor■ation 
received fro• Southern Bell which was used to characterize 
usage. Although he was supplied with conversation ainutes, 
he indicated that this type of aeasured usage did not 
include usage generated by setup tiae and call atteapts. In 
his opinion, this type of infor■ation is not used to 
engineer or design a toll network or trunk ing systea. 

Witness Porter's rebuttal testiaony consisted of 
inforaation requested by the Co■■ission regarding the 
Daytiae Savings P lan rate proposal and the Coapany•s basis 
for aaking this proposal. Included in the inforaation was 
an explanation of the network studies underlying and 
supporting witness Dyer's testi■ony that the proposed rate 
schedule would benefit Morth Carolina custoaers. ftr. Porter 
testified th�t the network analysis presented w as based upon 
conversation ainutes of use but that ccs usage and atte■pts 
were used to engineer and design the network. 

Based upon all of the evidence of record, the Coaaission 
concludes that a daytiae discount rate is reasonable. The 
evidence indicates that such a discount has been shown to be 
an incentive to shift calling patterns to slack periods 
thereby postponing additional invest■ent for a long period 
and aaking the network ■ore efficient. 

The coaaission believes, however, that it should ■ove with 
caution in extending the eTening discount to dayti■e hours 
until such tiae as the co■pany acquires the necessary 
historical experience to show ■ore clearly that such a rate 
is adTantageous to both the Co■pany and its subscribers. 
Therefore, the c o■■ission concludes that the Dayti■e Savings 
Plan rate should apply only to the hour of 12:00 noon to 
1: 00 p.a. 

Witness Williaa R. 8cLester of l■erican District Telegraph 
Co■pany, Southern Bell Friedlander and Schwahn. and Public 
Staff witness Carpenter presented testi■ony on the rate 
proposals and cost support f or interexchange private line 
serTices. 

Witness !CLester testified regarding laerican District 
Telegraph Coapany•s alar■ service and the effect of the 
interexchange private line r ate proposals on his business 
and its clients. 

Witness Friedlander presented the interexchange private 
line rate proposals and described the oTerall pricing 
policies and principles considerei in the developaent of 
these rates. 
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Witness SChvahn presente d testimony regarding the cost 
study used by Southern Bell in the private line rate 
proposals. He testified that the recurring costs developed 
from the study included cost of money considerations and 
vere based on curren t rather than em bedded or original cost 
investment. !tr. , schvahn further stated that nonrecurring 
costs vere developed by applying current labor costs to 
average time requirements establishe3. through the analysis 
of required work. operations. 

Public Staff witness carpenter presented testimony 
regarding his evaluation of the Company's in terexcbange 
p rivate line proposal s. He.offered an ezhibit indicating 
the percentage incr eases on various classes of p rivate line 
s ervice which vould result from the company• s proposals 
based on nay 1977 data •. He recommended that the increases 
in recurring ieyenues from the, individual classes be limited 
to 30� and that the increases in nonrecurring revenue be 
limite d tO approximate1y 100�. 

In lieu of the �ay 1977 data origina1ly filed by the 
company, witness Carpenter recommended use of private line 
units and revenue figures filed more recently in response to 
a Public staff reguest. He pointed out that, if the 
proposed rate adjustments were approved and the concurrence 
provisions were .continued� the independents would receive 
some additional revenue from interexchange p rivate line 
services which vas not reflected in the case. He 
recommemled continuation of the cOncurrence provisions for 
message toll, WATS, and interexchange priTate line services 
and extension of the concurrence provisions to foceign 
exchange service and Enterprise service. 

The Commission concludes that Bell's basic proposal for 
rest�uctoring the rates for interexchange private line 
service is acceptable. The Commission is aware, however, 
that the change in rate structure will have varying effects 
on indiTidual subscribers• bill s for this serTice. 
considering the effects of the change in structure and 
desiring to limit i;h� proposed increas es to a reasonable 
level, the Commission concludes that the proposed rate 
structure should·be adopted to the extent possible according 
to the reco11mendati<;ms on increases in leTels presente.d by 
witness carpenter. The coamission concludes that a rate 
schedule so designed is reasonable under the circumstances 
and should be a�opted. 

The com11ission further concludes that the present 
concurcerice proTisions on ■e ssage toll serTices., WATS, and
interexchange private line .serYice ace reasonable and should 
be continued. The Com11ission also concludes that the 
proposed con currence in foreign exchange service and 
Enterprise service is reasonable and in the pu blic interest 
and should be established. 

The Commission concludes that the net effect on the 
revenues of independents to changes in interexchange priTate 
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line service and foreign exchange service and Enterprise 
service approved in this case will be minimal and that no 
adjustment to the independents• revenues vill be required 
due to these changes. 

EVIDBNCB AND CONCLUSIONS FOR FINDING OP PACT NO. 7 

company witnesses Dyer, Br inner, Friedlander, and Schvahn 
and Public staff witnesses Gerringer, Willis, carpenter, 
Goins, and Turner all presented testimony affecting the 
estimated combined amount of additional end-of-test-period 
(ftay 31, 1977) intrastate gross toll revenues that vould be 
produced for Southern Bell and the independents resulting 
from changes in I.MTS, long distance, WATS, a nd in terexchange 
private line rates proposed by Southern Be11 herein. The 
testimony of these witness es rel ated in part to issues such 
as repression of long d istance intrastate toll re venues, the 
proposed Daytime savings Plan, VATS revenues, and 
interexchange private line service revenues vhich have been 
discussed previousl y in this Order. 

The following tabular summary shovs the additiona1 
intrastate toll gross revenues to be pro duced as esti •ated 
by the combined testimony of Bell's witnesses and by the 
combined te stimony of the Public Staff's witnesses: 

Long Distance Service 
(�essage Telephone Service -
�TS) 

WATS Service 
Interexcha.nge Private Line 

Service 

Total for Southern Bell and 
the Independents combined 

southern Bell's 
_ Estimate _ 

$169,694,570 

__ !_.lb.19� 
21,703,936 

S 25,332. 763 
=========== 

Public Staff's 
__Esti,!!a"-"t:,,ec__ 

$180,354,732 

_,....-,xs,,'1..l..lll 
40.760;169 

3,399,91J7 

0 

S Q4,160,116 
============ 

These revenue amounts r eflect levels presented in prefile d  
testimony and testimony revised at hearing. The basis for 
the -zero amount sh own for the Public Staff's e stimate for 
the interexchange private line servi ce is in dicated in 
Evidence and Conclusions for Finding of Pact No. 6 and is 
the resul t of applying Public Staff witness Carpenter's 
recommendat ions regarding li•its on the proposed increases 
in the interexchange private 1in_e service ra tes. 

Bell witness Dyer testified that a straight reprice of the 
pro p osed schedule of rates for long d istance service, -1'hich 
included the effects of the proposed Daytime Savings -Plan, 
will produce an annual increase of $32,715,052 fo r Southern 
Bell and the independents combined. Elovever, as the result 
of repression suggested by Company witness Brinner and 
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shi fts in messag�s to the Daytime Savings Plan hours, the 
rea1ized annual increase for Southern Bell and the 

independents combined will amount to only $21,703,936. l!r. 
Dyer also testified to the basis for the addi tional toll 
revenues of $2,527,895 that vould be produced by proposed 
changes in WATS intrastate rates for Southern Bell and the 
independents combined. Bell witnesses Friedlander and 
Schvahn testified to the proposed changes in the 
interexchange private line service rates and the resulting 
additional intrastate toll revenue of $1,100,932 for 
Southern Bell·and the independents combined. (See E�idence 
and Conclusions for Finding of Fact No. 6.) 

Public ·Staff witness Gerringer t estified concerning the 
difference betveen southern Bell's estima te of $21.703,936 
and the Public Staff's estimate of $40,760,169 for the 
additional intrastate toll revenues to be produced by the 
proposed changes in the long distance service rates. �r. 
Gerringer first testified that Southern Bell used an 
intrasta te toll message sample (including southern Bell and 
independents messages) £or the period April 1, 1976, through 
Dece•ber 31, 1976. in order to de termine the aggregate 
percentage increase in intrasta te toll revenues due to the 
proposed changes in the toll rates.. This increase vas 
determined by comparing the revenues produced by the message 
sample when priced at the current rates and vhen priced a t  
the proposed rat.es., The revenues vere determined by using 
the proposed rates, including the impact of the 251 revenue 
discount proposed by the Daytime Savings Plan during the 
hours of 8:00 a.m. to 9:00 a.m •. and 12:00 noon to 2:00 ·p.m. 
This approach revealed a 19.3% aggregate revenue increase. 
After a1loving for repression and shift in the messages to 
the proposed Daytime savings Plan hours, the resulting 
increase vas 12. 791. To estimate the amount of additiona l 
intrastate toll revenues that would be produced by the 
-proposed changes in toll rates, Southern Bell appl_ied the
12.791 revenue increase determined from use of the message
sample to the actual gross intrastate toll revenues of
$169,694;570 bill·ed daring the 12-month period ended !'fay 31,
1977, for Southern Bell and the independents combined. This
resulted in the $21,703,936 figure shovn in the summary
table under Southern Bell's estimate.

Hr. Gerringer testifiea that the Public Staff arri ved a t  
an aggregate revenue increase of 22.60� using Southern 
Bell's basic message sample approach but without allowing 
£or the effect of the discou nted· Daytime Savings Plan and 
repression. As previously discussed, the disallovance of 
repression vas proposed by Public Stiff vitness Goins vhile 
the disallovance of the Daytime savings Plan and the 
corresponding revenues impact resulting from such 
disallovance vas proposed by Ptlblic Staff wit nesses Willis 
and Turner. To estimate the amount of additional intrastate 
toll reven ues, the 22.60% revenue increase vas applied to an 
end-of-tes t-period (May 31. 1977) amo11nt of gross intrastate 
toll revenues. of $180,354,732 resulting in the amount of 



TELEPHONE 85 

$40,760,169 shown in the su■■ary table under the Public 
Sta ff' s esti■ate. 

Public Staff witness Gerringer testified that an end-of
test-period a■ount of gross intrastate toll revenues was 
appropriate to use in order to compute the end-of-test
period level of the additional revenues to be produced by 
the proposed changes in the intrastate long distance toll 
ra tes since southern Bell's portion of the increase would be 
considered in its general r ate case , along with end-of
test-period levels of all appropriate ite■s, for rate-■aking 
purposes. ftr. Gerringer testified that the SlS0,354,732 
end-of-test-period a■ount w as deter ■ined by su■•ing the 
actual billed intrast ate toll revenues for Southern Bell and 
the independents co■bined for the ■onths of Dece■ber 1976 
thr ough November 1977 (six ■ onths on each side of the end of 
the test period). 

The Com■ission believes that witnesses Gerringer• s 
u tilization of the annuali%ed level of message toll revenues
is in keeping with the test year concept and concludes that
it is appropriate for use herein.

The basis for the additional WATS intrastate toll revenues 
of SJ,399,947 shown by the Public Staff's esti■ate in the 
su■■ary table is found in the testimony of Co■pany witness 
Dyer and Public Staff witness Willis. 

Witness Dyer testified that he vas proposing an increase 
in WATS rates generally in line with the increases for IftTS , 
for which VATS is an alternative. By so doing, he hoped to 
■aintain the present relationship between the two services 
and to preserve the co■petition that WATS rates have with 
toll rates. 

Accord ing to witness Dyer, the proposed changes in inward 
WATS rates over outward WATS ra tes result fro■ relative cost 
differences in the two services . Re stated that bis 
proposed change fro■ 240 hours to 180 hours before the 
application of overti■e charges for full bu siness day 
service will shift so■e additionally generated revenue to 
the heavy users of fu ll business day WATS. 

Public Staff witness Willis testified thllt t.he proposed 
rate schedules are reasonable but reco■■ended that the level 
of VATS revenues be altered in the sa■e proportion as 
■essage toll revenues. This change was suggested since 
disallowance of Southern Bell's proposed da yti■e discount 
rates, as proposed by the Public Staff, would create ■ore 
dollars of revenue fro■ the ■essage toll service. ftr. 

11.illis anticipated that an add.itional increase of S872,052 
would be necessary fro■ the WATS schedule.

The Co■■issi on concludes 
filed by southern Bell is just 
upon the Co■mission•s previous 
rates being in line with those 

t hat the WATS rat e schedule as 
and reasonable and, based 

findings, will result in IATS 
relating to long distance 
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rates such that the same approximate relationship e1:ists 
between the tvo classes of service. 

Based upon the findings set forth and incorporated herein, 
the commission concludes that the t:ota l addi tiona1 
intrastate toll revenues vbich will be produced £or Southern 
Bel l  and the independents combined by the proposed changes 
in intrastate toll rat.es as approved herein are $40,. 900,088 
and that Southern Bell's share is $21,983 ,. 032. 

company witness Rudisill and Public Staff witness 
Gerringer presented testimony regarding the distribution 
betveen Southern Bell and the independents of the estimated 
aaditional gross intrastate toll revenues or the toll 
settlements vhicn would be produced by Southern Bell's 
proposed changes in ·the intrastate toll rates. fllost of the 
independents settling on an actual cost basis presented 
testimony regarding the amount of additional net intrastate 
toll revenues that each would expect to receive through 
additio nal toll sett1ements. Some companies based these 
estimates on expectations regarding the iapact of the 
proposed toll rate changes on the intra state toll settlement 
ratio, while others made comparisons of the expected 
resulting intrastate toll settlement rati o vith the 
settlement ratio used in the individual company• s last 
gen eral rate case for determining its end-of-test-period 
intrastate toll r evenues. 

Issues previously set out in the co■missiqn•s pending 
Docket No. P-100, sub 32, relating to the distribution of 
t oll reTennes between souther n Bell and the independent cost 
companies vere not made issues in these proceedings and, 
therefore, vere not introduced by any party as a basis for 
effecting the distribution of the addi tional gross 
intrastate toll revenues under consideration. 

Company witness Rudisill testified that, in estimating the 
amount of increased intrastate toll settlements vhich vould 
result fro■ the changes proposed by Southern Bell to the 
in trastate toll rates, it· vas necessary first tO estimate 
the effect on the standard schedule companies.. Be did this 
by comparing the actu al l'!ay 1977 settle11ents by exchange for 
each coapany vith the settlements for the same month vb:i,ch 
would have resulted if the proposed intrastate toll rates 
had been in effect, including the effects of repression and 
the Daytime Savings Plan as determined by Bell.. The 
increase in toll settlements pr oduced by this comparison was 
then annualized and brought to the end of the test period 
(ftay 31, 1977). 

Using t his appr oach, Br. Rudisill esti■ated that the 
annual increase in intrastate toll sett lements for long 
distance service and VATS for the standard schedule 
companies combined is approximately $62,000. !Ir. Rudisill 
testified that the standard schedule companies vill not 
receive any addit ional toll settlements from the changes 
proposed in the interexchange private line rates since the 
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private line settlements for these companies are based on 
nationwide average cost tables vhich are related to facility 
uni ts ra t.ber than to billed revenues as are long distance 
and WATS s ettlements. 

Ar. Rudisill next testified to the method he used of 
settling on an actual cost basis to estimate the increase in 
intrastate toll settlements. for Southern Bell and each of 
the independent companies. He first determined the to tal 
amount of additional intrastate toll revenues to be 
distribut ed betvee n southern Bell a nd the cost companies by 
reducing the total additional Bell estimated intrast:ate toll 
r evenues gf approxi■ately $25,035,000 (this amount does not 
reflect witness Dyer•� correction to the additional VATS 
revenues that will be produced as previously discussed) by 
the $62,000 estimated to go to· the. standard schedule 
companies. This leaves $2El,97J,OOO as the amount Bell 
estimates it will share vitb the cost companies. This 
amount vas the n  distributed between Southern Bell and the 
cos·t companies b ased on the relative amoun t s  of each 
company's net intrastate toll investment, as determined for 
intrastate toll settlements, to the t otal of all net 
intrastate to ll investments a djusted to an end-of-test.
period level. 

Using this approach, ftr. Rudisill estimated that Southern 
Bell's annual increase in intra state toll settlements for 
l ong distance, RATS, and -interexchange private line services
vould be approximately $13,593,000 (54.Q3%) and that for the
cost companies combined the increase would be appr oximately 
$11,380,000 (qS.571). The additional intrastate t oll
settlements for each cost company can be determined by
spreading t he t11,380,000 among them based on the percentage 
of each company• s net intrastate toll inv.estaent to the 
t otal net intrastate toll investments combined for all cost 
companies ..

On cross-examinati on l'lr., Rudisill testified that the 
estimated addit ional intra·state toll revenues or toll 
set tlements distributed between S outhern Bell and th e 
independen ts were gross amounts vhich were determined 
strictly fro11 an analysis of the differential revenue 
effects produced by the proposed changes in the i ntrastate 
toll rates .. No consideration was given to an intrastate 
toll settlement ratio either achieved for the test period or 
pro1ected or pr oformed for the test period as a basis for 
effecting this distribution of estimat ed additional 
intrastate toll revenues or toll settlements. 

Public staff witness Gerringer basical ly agreed with the 
methods used by Bell witness Rudisill to distribute the 
estimated additiona 1 gross intrastate toll se·t tlements which 
southern Bell.and the independents would expect to receiTe 
from the proposed changes in the intrastate toll rates. Hr. 
Gerringer explained that this distribution of t oll: re venues 
between Southern Bell and the independen�s vas b ased on the 
methods used to conduct toll settlements between Southern 
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Bell and the independents on either a standard schedule or 
an actual cost basis. Thus, vhile the estimated aggregate 
incr ease in intrastate toll revenues vas determin ed by a 
billed revenues analysis, for the purpose of distributing 
the increase among all the c ompanie s, includin g  Southern 
Bell, a toll settlement basis vas used . l'!r.. Gerringer 
deemed this appropriate since it is the means by which a 
given company actually determines its toll revenues. 

nr. Gerringer testified that his results of the 
distribution of the estimated additional intrastate toll 
revenues differed from l!!r. Rudisill's since he reflected the 
results of the Public Staff•s recommendations regarding 
repression, the Daytime savings Plan. an end-of-test-period 
adjustment, and additional WATS and interexchange private 
line revenues in deter minin g  the e stimate d total additional 
intrastate toll revenues which would be subject t o  
distribution. Paralleling the distribution me thod used by 
Mr. llndisell, ar. Gerringer first est•i11ated the increase in 
intrastat e toll se ttlements for the standard schedule 
companies combined to be approximat ely $500,000, with the 
qualifica tion that a more accurate determination of this 
amount should be made based on the Commission's fin al 
decisions regarding all the issues in this pro ceeding. 

Witness Gerringer then took the Public Staff's estimate 
for the total additional intrastate toll revenues of 
$44,160,116. and reduced it by $500.000, leaving a total of 
$ij3,660,116. This amount vas distributed between southern 
Bell and the cost companies combined based on re lative ne t 
intrastate toll investments, resulting in additional 
intrastate toll set tlements of $23,764,201 (54.431) for 
Souther n Bell and $19 ., 895.915 (45 .. 571-') for the cost 
companies combined. 

On cross-axamination, vitness Gerringer empha sized that 
the total estimate d additional intrastate toll revenues in 
question were gross revenu es and th at e ach :ompany, 
including Southern Bell, vonld be erpected to receive its 
share of the estimated additional toll revenue s b ased on th e 
distribution previously described.. The witness also 
tes tified th.3. t tb.is gross amount of addit ional. tol.l revenues 
was determined independent of any consideration of changes 
in the intrastate toll settlement ratio. He also sta ted 
that changes in the settlement ratio may result from a 
combinat ion of factors and n ot just changes in toll 
revenues. 

The Commission concludes, based on the testimony and 
eviden ce presented in this case. that only addi tional gross 
intrastate toll revenues or toll sett lement s are to be 
con sidered as a basis for distribution betveen Southern Bell 
and the independ ents and that the method of distribution 
presented by the testimony of Bell witness Rudisill and 
Public staff witness Gerringer is proper and reasonable for 
this purpose. The Commission further concludes that 
dis tributional methods based on additional net intrastate 
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toll revenues or toll settlements or on comparatiYe 
in trastate toll settlement r atios, as presented in the 
testimony of the witnesses for the independents settling on 
an actual cost basis, are not appropriat e for use in these 
proceedings and are con trary to the information requested in 
the Order issued September 7, 1977, in this docket. These 
methods, therefore, vill not be considered. Finally, the 
Commission concludes that the leYel of total additional 
intrastate toll revenues which will be produced by the 
changes in the intrastate toll rates as approved herein is 
the appropriate total esti■ated a■ount to be considered for 
flow through purposes. 

l!VIDEMCI! AKO CORCLUSIOMS FOR PillDIWGS OP PACT MOS. 8 AND 9 

In its Septe■ber 7, 1977, order establishing Docket 
No . P-100, Sub 45, the Co■mission stated as follows: 
"Should any rate increases be approved as a result of the 
sep arated proceedings, such increases will be considered in 
anv telephone co■pany rat e  case pending before the 
Commission or local rate reductions will be considered to 
offset any additional revenue which aay result fro■ the 
proceeding for those co■panies vhich do not have a pending 
rate case." Ordering Paragraph 14(d) of that order also 
directed each independent co■pany· to file testi■ony on or 
before 1'ovember 1, 1977, containing a specific proposal for 
local service rate reductions to offset any additional 
revenue which aay result fro■ this proceeding. 

The directive contained in Ordering Paragraph 14 (d) vas 
not followed by ■ost of the independent co■panies submitting 
testi■ony. Nost responding co■panies offered 
interpretations of the Paragraph 14(d) provisions although 
some co■panies suggested procedures to effectuate flow 
through. The suggested procedures ranged from no flov 
through to co■plete flow through. The ■ost com■only 
suggested procedure recoa■ended a flow through of the dollar 
difference between the coapanies' proposed settle■ent ratio 
of 9.121 and the 8.31 ·settle■ent ratio actually achieved 
during the test period. 

�doption of this procedure wou ld provide an increase in 
net inco■e to all cost companies equ al to the difference 
bet ween the 8.31 achieved settleaent ratio and the profor■ed 
settle aent ratio of 6.321. Nost of the co■panies 
reco■■ending this. procedure preferred that flow through be 
delayed for one year and required only to the extent the 
achieved settle■�nt ratio exceeds 8.31. 

Public Staff witness Willis offered the Public Staff's 
position on flov through. Witness Willis contended that 
this proceeding is an i■proper fora■ in which to establish 
revenue requireaents for the State's 23 jurisdictional 
companies. Re further reco■aended that t he Co■■ission flow 
back to the general body of subscribers any additional 
revenues granted in this proceeding so that changes in each 
company's gross revenues could be avoided. 
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Since this docket vas not desig ned to perform an 
operational income analysis for each co11pany ,. witness Willis 
indicated that his opinion vas based on changes in gross 
income and not settlement ratios. He indicated that 
increased expenses for companies which do not have rate 
cases pending vill cause a downwar d trend in set-tlement 
ratio even without the present proceeding. 

According to vi tness Willis, the gross dollars whi ch he 
recommended he returned to the general body o f  subscribers 
would be flowed through over time. The r evenue flow o'f the 
various comp!nies would not be affected by this proceeding 
since any revenues lost from local rate reductions would be 
offset by toll revenue increases. 

Witness Willis did not recommend a specific amount of 
doll ars to be fl owed through since the Pub lie Staff had not 
had t he opportunity, in this proceeding, to thoroughly 
review the books and records of each company. To determine 

· a specific d ollar amount, a review of both local and toll
revenues would be require d since a change in either can 
affect the overall rate of return. Witness Hillis noted
that the independent companies were not required to ·submit 
minimum filing requirements and that no independent company 
offered testimony on cost of capital. In the absence o f
such filings, and since the independents were not subjected 
to a complete audit, witne ss Willis felt that the p ublic 
in te"rest can be protected only by the complete flow through 
recommended by the Public Staff. 

on cross-exa11.ination, witness Rillis opposed the plan of 
the indepe ndent companies re commending flov through of 
dollars in excess of the achieved settlement ratio after one 
year. He indicated that such a proced ure would constitute a 
partial guarantee of rate of return th ereby reducing the 
risk of the particular company. Such a change in risk uoul d 
necessitate further commission consideration of that 
company's cost of capital. 

Hitnesses for several telephone companies testified, base d 
u pon past experience, that they had ·been required to flov 
through as a reduction in local service rates estimated 
increases in toll service revenues which w ere not realized. 
Further, the witnesses testified t hat in de termining the 
overall revenue requirement s  of the companies in the past 
the co■mission h ad understate d the cost of loca 1 telephone 
service because the level of toll service revenues which the 
companies were expected to experience was overstated . The 
witnesses concluded that as a result of such overestimates 
and/or over statements the c ompanies were virtually precluded 
from earning the returns last found fair by this Commission. 

Tbe commission has very carefu lly considered the evidence 
vith regard to flow through of the ad ditional toll revenues 
approved herein to customer s and concludes that the full 
increase in toll rates shoul d  be passed through to customers 
as a reduction i_n existing loca_l service rates. For the 
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thr ee co■panies with rate cases being decided simultaneously 
with this case, i.e., South ern Bell, Central Telephone 
Company and United Telephone Company of the Carolinas (Order 
issued 3-20-78), this will mean that the additional toll 
revenue vill be utilized to ■eet the rev enue require■ents 
found in sai d  cases so as to reduce the bnrden on local 
service rate increases that would otherwise be required. 

All other telephone companies in North Carolina shall file 
new tariffs to reduce local service rates by the a■ount s  of 
the additional toll revenues they vill receive under this 
Order, as shown in Appendix B attached to and incorporated 
her ein as a part of this order. Provided, hovever, that in 
compliance vith due proces s  of lav, for an interim period 
not to exceed six months after the issuance of this Order, 
any company shovn in Appendix B vhich files exceptions to 
this flow through provision vithin 10 days after issuance of 
this Order with an affidavit shoving irreparable injury 
therefro■ and requesting the right to be he?trd thereon ■ay 
file vith sai d reduced tariffs an application for temporary 
interi■ stay of such rate reduction or a part thereof 
together vith a bond or undertaking for refund or rebate of 
sai d ordered reductions or any part thereof which the 
Commission finds after hearing should pass through to the 
company's customers. The affidavit and application for stay 
shall include or be followed vithin not ■ore than 30 days by 
all schedules required to show that such revenues vill not 
allow t he companies to achieve a level of actual (average) 
earnings, measured in terms of return on co11tmon equity, 
g1:eater than the end-of-period level last found fair by this 
Commission in the companies• last general rate cases, 
prepared on a test period o f  the 12 months ending December 
31, 1977, adjusted solely for the annual effect of any rate 
increase going into effect during said test year. The 
calculation of the actual (average) retur n on co■■on equity 
shall be calculated in a manner consistent with the findings 
of the Commission in said last general rate cases. 

The application s hall contain a schedule of the rate 
reductions the app licant would propose to put into effect to 
pass through 100� flow thro ugh in the event said stay is 
denied or after hearing said exceptions are overruled. 

The Pub lie Staff and any other party hereto sh all have 10 
davs after the filing of such applicatio n to file response 
thereto. 

If any stay is granted hereunder the Co11■ission shall 
establish by suhseguent order t he procedure for ex pedited 
hearing on said application and exceptions. 

The estimated additional toll settlements shown in 
Appendix B are based on data supplied by Southern Bell in 
response to letter requests from the Commission dated 
February 23 and !arch 13, 1978, copies of which were sent to 
all pa rties of record. The Commission is in receipt of 
letters on behalf of Citizens Telephone Company, Carolina 
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Telephone and Telegraph ·co■pany, Norfolk-Carolina Telephone 
Company, United Telephone company of the Carolinas, Inc., 
North state Telephone Company, and the Public staff 
rega"rding these data reguest� and responses. 

The •Public Staff stated that it has ·revieved the data 
supplied by Southern Bell and agrees vith the nuabers 
contain ed therein, the fi ve conpanies renewed their 
exceptions to the methodology used by Southern Bell to 
calculate the numbers. Having considered these ez:ceptio1t,s, 
the commission concludes that they present no nev issues 
which the commission has not previously deemed inappropriate 
for determination in this docket. See ETidence and 
Conclusions for Finding of Fact No •. 7, supra. The 
Commission concludes, moreove r, that the right of each 
independent co�pany to be heard further on the matter of 
additional ·toll revenues is fully protected by the foregoing 
provisions for hearing on exceptions to this order. 

IT IS, THEREFORE, ORDERED �S FOLLOWS: 

1. That Southern Bell Telephone and Telegraph compan y
and the other telephone co�panies in North Carolina under 
the Com11ission• s jurisdiction ar e hereby authorized to· 
increase the Horth Carolina intrastate message toll, WATS, 
and interex::hange private line service rates and charges as 
set forth in the application filed by Southern Bell on 
August 18, 1977, except .(a) that the Daytime savings Pla n 
rat e is authorized only for the hour of 12:00 noon to 1:00 
p. m. i (h) that the percentage increase in ra tes applicable
to private line interexchange service and foreign exchange
service is limited to 30'.lt for recurring charges and 1001 for
nonrecurring char ges, accepting Southern Bell's basic
proposal with regard to the restructuring of private lin e
intecexchange rates; (c) that a nonrecurring charge of ·s4.00
is established .for the initial establishment of Enterprise
service, such charge to apply for requests for establishment
of the se rvice in each exchange or each group of exchanges
in one c ombined alphab etical listingi and (d) that the
increase in rates applicable to intrastate toll message
service wit hin the mileage bands of 0-10 Diles, 11-16 miles,
and 17-22 miles is authorized as follows:
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INITIAL PERIOD RAI�� 

S1:at.ion to Station Direct Distan ce Dialed (DDD) 
1 !!inute 

llileage 
Band 

- 0-10
11-16
17-22

Approved 
-��

$ .18
$ • 22 
$ .25

station to Station Operator Ha ndled (OPR) 
All Hours - 3 Plinutes 

!lileage 
__filJ!g_ 

0-10 
11-16
17-22

Approved 
.... !Ht!�§� 

$ • 55

$ .75 
$1. 00 

Person to Person 
All Hours - 3 Plinute s 

ftileage 
_Band 

0-10
11-16
17-22

Approved 
-�

$ • 95
$1.15
$1. 35

NOTE: Above rates are for the initial period only. 
Additional·minute(s) are at reduced rates. 
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2. That the rates and charges thus prescribed which vill' 
produce additional gross re•enues in the aaount of 
approximately sqo,900,088 from intrastate ■essage toll, 
WATS, and interexchange private line serYice are hereby 
appro•ed to be charged by southern Bell and all other 
telephone companies in North Carolina under the jurisdiction 
of this commission on a uniform baSis ef fective on service 
to be rendered on and after 10 days from the date of this 
Order except as noted hereinafter. 

3. That the. rates, charges, and regulations applicable
to interexchange private line services shall beco11:e 
effective on service to be rendered on and after 45 days 
from the date of t his Order. 

4. That Southern Bell Teleph one and Telegraph Company, 
in cooperation vith the i ndependents, shall file appropriate 
re vised tariffs reflecting the above adjustme nts vithin 10

days of th e date of th is Order to be effective as prescribed· 
above. 

5. That each in.dependent jurisdictional company shall
file changes and additions to its concurrence provision s ana 
related changes in other sections in accordance vit:h 
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Appendix & attach.ed hereto within 10 days of the date of 
this Order, to become effective as above provided. 

6. All telephone companies shown in Appendix B sha11 
file new tariffs to reduce local service rates by the

amounts of the additional toll revenues they will receive 
under this Order, as shovn in Appendix B attached to and 
incorporated her e in as a part of this Order., Provided, 
however, that in compliance vith dae process of law, for an 
interia period not to exceed six months after the issuance 
of this order, any company shovn in Appendix B which files 
exceptions to this flow through provision within 10 days 
after issuance of this Order with an affidavit shoving 
irreparable injury therefrom and requesting the right to be 
heard thereon may file vith saia. red uc:ed tariffs an  
application for temporary interim stay of such rate 
reduction or a part thereof together vi th a bond or 
undertaking for refund or rebate of said ordered reducti ons 
or any part thereof vhich the commission finds af ter hearing 
should pass through to the company's customers. The 
aff idavit and application for stay shal1 include or be 
followed within not more than 30 days by al l schedules 
required to show tha,: such revenues will not al low the 
companies to achie ve a level of actual (average) earnings, 
measured in terms of return on common equity, gre ater than 
the end-of-period level last found fair by this Commission 
in the companies• last general rate cases, pre paretl on a 
test period of the 12 months ending December 31, 1977, 
adjusted solely for the annual effect of any rate increase 
going i·nto effect during said test year. The calculation of 
the actual (averagel return on common equity shall be 
calculated in a .manner consistent with the findings of the 
Commission in .said lilst general rate cases. 

(a) The application shall contain a schedule of the rate
reductions the applicant would propose to put into
effect to pass through 1001 flow through in the event
said stay is denied or after hearing said exceptions
are overruled.

(b) The

have
fi le

Public Staff and any other part y hereto shall 
10 days after the filing of such application to 
response th ereto. 

(c) If any stay is granted hereunder the Co•■ission shall
establish by subsequent order the procedure for
ei:pedit ed hearing on said application and except.ions.

Yurt.her provided, hovever, that (1) the effect of 
additiona1 toll revenues approved herein on Carolina 
Te lephone and Te legraph Company will be considered as part 
of pending rate case proceedings in Docket No. _P-7• Sub 624, 
nov set for hearing beginning 6 Jun e 1978, consistent vith 
the. treat11ent herein afforded other utiliti es with rate 
cases pending, and (2) Carolin a shall file an Undertaking to 
refund or rebate any ana all revenues co llected on or after 
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3 At>ri1 197B which the commission finds af ter bearing should 
be passed through to t he Company's subscribers.* 

•Amended by Order dated April 14, 1978. 

7. That Southern Bell shall file monthly a report vith 
the Commission setting forth the rate of r eturn (settlement 
ratio) used for intrastate toll settlement purposes for each 
month as soon as i t  is knovn. Such report shal,.l also 
present by month: and on a 12-month-to-date basis in tota l 
and by Company (cost and standard contract) the absolute 
dollar aJ1ount(s) of intrastate toll revenue settlements• 
Copies of all vork papers developed in this regard shall 
als o be filed vith the commission's chief Clerk. 

ISSUED BY ORDER OP THE COffffISSIDN. 

This the 24th day of !!arch, 1978. 

HORTH CABOLIU UTILITIES CO"ffISSION 
A.one L. Olive, Deputy clerk 

(SEAL) 

KOGER A.ND HAPl!tOND, CONCORRING IN GENERAL BUT DISSENTING IN 
PART: 

We agree vith .the majority's findings on the increase in 
rates fauna· to be nece ssary including (11 establishment of a 
one-hour daytime discount, (2) th e re ductions made in Bell's 
proposed ra tas for calls less than 22 miles, (3) the 
increases in WATS and private line interexcbange se rvices as 
proposed by the Public Staff , and (4) the "flov through" 
p rocedure for the 23 jurisdictional companies vho vould 
receive addit ional intrastate revenues as a result of thi s  
Order. 

However, ve do not agree vit.h the majority• s finding s and 
conclusions regard ing the issue of re pression. We feel so me 
of the problems expressed in testimony of witnesses for the 
independent. telel)hone companies could have at least been 
dampened, if not totally alleviated, by recognizing the 
concept 0£ repression. The vitnesses for the independent 
companies testified that past Commission actions which 
ordered loc al rates reduced to effect a 1001 flow through of 
projected increases in toll revenues created problems since 
in almost every instance t hese exp ect,ed revenu es failed to 
materialize. In the face of these unfulfilled expecta tions 
and/or greater than anticipated increases in expenses, the 
companies found it necessary to request approval of local 
rate increases vbich crea·t"es an undesirable yo-yo effect on 
local ra tes. 

Was there a mo�e logical 
adopted? We think there was. 
plan vas greatly dimin ished 
eyes of the majority) by the 
testimony Bell presented on 

plan that could haTe been 
However, the viability. of the 

(ana, in fact, killed in the 
incomplete and insufficient 
repressi on. Bell presented a 
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witness vho testified that for every 101 increase�in rates, 
revenues vould go,np by only 7.1i. The vi�ness• testimony
vas inco•plete in tvo major areas. First, his econometric 
model used aggregated data: i.e •. , there vas no distinction 
made between the variqus calling aileages., ti■e-of-day, or 
operator-handled vs •. st.ation-to-station calls. Secondly, 
and by far the most. important, 'the witness failed (1) to 
project growth in i�trastate. toll calls resulting from 
increases in real incoae, population, etc.,. or (2) :to 
estimate the increased costs associated vith the expected 
growth in toll calls •. All of •.this could have bee n done and 
factored back into the test· year. So, if you will, .the 
vitne�s ga v e  the .Commi.�sion ,a three-legged stool vith ·tvo 
legs missing and i t  collapsed. 

Lacking more evi4ence, the majority either detef■ined tha t 
the dem nd. for intra�tate toll cal1ing is inelastic; i._-e. , 
completely insensiti ve to price changes or that increased 
toll calling vil:.l .fully compensate .both foi;- any repressions 
and for increased expenses associated vith the projected 
increase in toll calling •. 

In regard to, the first possibility, tha t is,. that the 
demand for toll calling is insensitive to price, - ve ca n 
discard that no.ti�n al■ost out of hand • .  As an example .�f 
price sensitivity,. Bell has been a leader in offering 
reduced rat:es during. off�peak hours. and has succeeded in 
causing Significant shifts in u2ges. Also, numero us 
economic studies hav e been made" which il'emon strate �he 
elasticity of demand for toll service. Finally• ask 
yourself, as a sample size of one (iilso assuming'. you ·are a 
typical user of average ■eans), if you · voold not call 
distant relati.ves ·and friends more frequently or talk longer 
if the calls vere free or one-fourth their present cost. 
The ansver is obvious. 

If one assumes that the majority has accepted the 
likelihood ·of some p�ice _ elasticity, but believes that 
growth in toll calling (due to income changes, population, 
etc.) vill folly compensate both for any repression and for 
any increased expenses associated vith the grovth in toll 
calls, evidence presented in this case reg arding the results 
of previous statewide toll cases clearly contradicts this 
possibility. 

we believe a fairer plan encompassing both "flov through" 
and "repression" (and ve see them somewhat tied together) 
could have been designed., As did the majority, va would 
,have ordered 1001 flov through immediately. on all companies 
except vhere the additional re venues vould have been � 
miDimis. Secondly, as did the majority, ve would have 
recognized t he fact that there may be .some companies t hat 
can prove that -the additional revenues are necessary for 
achievement of a fair rate of return ana, therefore, ve 
vould per11it those COBipanies to maintain an equivalent 
amount of revenue in ,its local.rates under specific refund 
provisions peilding .. a S'hov .cause hearing vithin a speci-fied 
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time period. Thirdly. ve would give some limited credit t o  
repression effects based in p ar t  on Bell's "one le g of the 
thr ee-legged' stool" testimony. bat · mostly on the -basis of 
the actual results of th e previous statewide toll increases 
as testified to by numerous independent te lephone ·company 
witnes�es in the hearing. A 11 repression effect vould have 
been the maximum allowed by us in this case ( approximately 
one-third of the a!lount tha t was testified to). Lastly, ve 
would have advised the compan ies that much more 
comprehensive and nonaggregated data on projected repression 
effects (including projected increa ses in growth an d 
expenses)' will be necessary in the future. Of all utility 
services, long distance call.ing is, no doubt, one of the 
most sensitiTe to price. changes. Fot instance. basic 
telephone service is considered to be al11ost completel y 
ine lastic or insensitive to price c hanges. · 

Conseguentl.y, if telephone companies are to eTer earn 
close to the rate of return projected for them after 
imposition of a statewide toll rate increase, then the 
Commission must do a better job of estimating effects of 
repression., However, · it is difficult to base judgments on 
sparse erldence similar to that presented in this hearing •. 

Failing the presentation of more comprehensiTe and 
detailed evid_ence on repr�ssion in future toll cases. we can 
expect the Commission,orders in intrastate toll dockets to 
result in yo-yo type effects on local rates, less stable 
e ar nings for u tilities (and conseque ntly ■ore risk to 
stockhol.ders which.normally tr anslates int o higher costs for 
consu■ers), and more frequent �ilings for general rate 
increases vith all attendant costs. Whethe r o r  not the 
other state regulatorr commissions. vho have given 
consideration to repression eff ects, do so on the basis of 
less t han complete eTidenc e was not testif ied to in the 
hearing and, in fact. is irrelevant. However, this dissent 
and the majority's decision should be a clear indication 
that the Hort h Carolina co11mission must ha Te ■ore and better· 
evidence on the matter if repression is to be given any 
recognitio n at all. our disagreement vit_h the majority is 
that ve. belieT.e that sufficient eTidence vas presented. in 
this case, considered together with the clear results Of
actions taken in the previous two in1:rastate toll cases, to 
support allowance o.f a limited credit for repression. 

Hotwithstanding the aboye, our comments sh ould n ot be 
interpre ted to ■ean that ve would necessarily have a·lloved 
southern Bell higher rates in its local case. While it is 
true that an allowance for repression (which in our minds 
prodoces a ■ore.• realistic projection- of t he additional 
dollars· to result ·fron the higher toll rates, - vould reduce 
the estimated contribution-.of toll reTenues to total 
re-venues, it does not automatically· foll ow that we vould 
have allowed the sa■e oYerall rate of return to Bell had 
repression been recognized, and had ve serT�i on the p anel 
in Docket Ho . P-55, Sub 768. Risk effects are certainly 
reduced when more realistic projections of reTenue are used 
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in determining overall rate of return requirements• 
fo1lovs, of course, that a lovering of risk lovers rate 
return require■ents., 

It 
of 

Robert K. Koger, Chairman 
Leigh H. Ha■mond, com�issioner 

APPENDIX A 

DOCKET BO •. P-100, SOB �5 

Section 9 (9A) FOREIGN EXCHANGE S ERVICB 

9.1 -����--��--Telephone Company concurs, except
as noted in_ 9.3 below, in the rates, charges, and 
regulations governing foreign •exchange service as filed by 
Southern Bell Telephone and Telegraph Co■pany in its General 
Subscribers Services Tariff, Section A9 and amendment$ 
authorized by the North. Carolina Utilities Commission or 
applicable lav; 

9.2 'th e principle exc hange or switching center of e ach 
exchange of this Co■ pany is as shown belov. 

Principal Exchange(s) or 
�witching .center (s) 

9.3 (liot e exce ptions to southern Bell's regulatio:1s here. 
To be included here are: (1) the· grandfathering. date for 
pre'principal svi.tching center· regulati ons if other than 
November 10, 1966, and (2) for 911 ser vice. Companies 
vithout exceptions should not £ile this paragraph.) 

Section 18 (18A) •.�ESSAGE TOLL SERVICE 

Telepho ne. company concurs i� the 
rates, charges, -and regulations governing intrastate long 
distance message te lecom.■unication service including 
Enterprise serTice as filed by Southern Bell Te lephone and
Telegraph Co■pany in its General subscribers Services 
.Tariff, Section A18 and to amendients authorized by the
North Carolina Utilities Co■•ission or applicable lav. 

Section 20 (20A) PRIVATE LUB SERVICES AND CHANNELS 

20. __ 

a. ----�· Telephone company concurs, except .as
noted in c. and -a:- belov. in the rates, charges. and
regulations governing intrastate interexchange private line 
services. channels. and eguipae nt as filed by Southern Bell 
Telephone and Telegraph Company in its Private Line.Service 
and Channe ls Tariff and a11endaents authorized by the North 
Carolina Utilities Commission or applicable lav. 

b. '!'his tariff includes the local porti ons as vell as
the interexchange porti ons of interexchange channels. 
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c. Items of equipment or services tariffed individually
by this company are listed be1ov. These rates, charges, and 
regulations are applicable in lieu of the southern Bell 
provisions. 

d. The Private t.ine
exchanges of this Company 
Bell. 

Service Area and Bands within the 

differ from those of Southern 

(1) The Privat e Line service Area includes ••• 

(Describe the P.L.S.A. in relation to the
existing Base Rate Area. If a Base Rate Area
does not. exist, refer to the "B:a:change service
Are� Rap on vhich the P.L.S.A. is identified.)

(2) (Describe bands here; give
first band outside the
additional bandsi identify 
any existing zones.) 

approri■ate wi dth of 
P.L.S.A. and any 
bands in relation to 

(The Companies should describe in paragraph d. any 
differences between the area which they designate as the 
Private Line Service Are a  and Bands and those same a rea s 
described by southern Bell. If the company has no base rate 
area or zones a revision of the Exchange service Area map 
must be made in order to identify t he P.L.S.A. and Ban ds. 
The tariffs should not include the language in pa rentheses.) 

APPENDIX B 

DOCKET NO. P-100, SUB q5 

'Rach ·of the regulated independent telephone companies in 
North Carolina is to effect revenue flow through consistent 
with ordering Paragraph No. 6 in an amount egual�to the 
additional in trastate toll s ettlements that are es·timated to 
be produced for each. company according to the following 
schedule: 
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Bar nardsville Telephone Co■pany 
,arolina Telephone and Telegraph Company 
Citizens Telephone Co■pany 
Con cord Telephone co■pany 
Ellerbe Telephone Company 
General Telephone Company o f  the southeast 
Heins Telephone Co■pany 
Lexington Telephone co■pany 
Mebane Rome Telephone Company 
Mid-Carolina Telephone Co■pany 
Nor folk Carolina Telephone Company 
*North Carolina Telephone Co■pany
North State Telephone Company
*Old Tovn Telephone Co■pany
Pin eville Telephon e Company
Randolph Telephone Compan y
Saluda Mountain Telephone Company
San dhill Telephone Company
Ser vice Telephone Company
Westco & Western Carolina Telephone

co■panies 

* Nov !'lid-Carolina Telephone Company

$ 2,857 
10, 1Q2,995 

1 1 "· 111 
1189,573 

11,060 
1,638,045 

2118, 46 8 
66,358 
111,667 
59,029 

338,652 
331,290 
217,127 
99,387 

1, 771 
8,639 
1,263 

11,1152 
3, 46 1 

1,3311,362 

DOCKET NO. P-100, Sub 115 

BEPORP. TRE NORTH CAROLI'ffA UTILITIES CO!'l!'IISSION 

In the !'latter of 
Investigation of Intrastate Lon g Dist ance, WATS , ) ORDER 
and Interex change Printe Line Rates of al l ) A!'IENDI'ffG 
Telephone Companies Under the Jurisdiction of ) PRIOR 
North Carolina Utilities Commis sion ) ORDER 

BY TRE CO!!MISSION: On April 3, 1978, Carolina Telephone 
and Telegraph Company (Carolina) filed a Motion pursuant t o  
r..s. 62-80 requesting the Commission t o  alter and amend i t s  
Order of March 211, 1978 in this docket so as t o  provide that 
t he effect s of the increased toll rates on Carolina are to 
he considerei i n  its  general rat e  case (Docket No. P-7, 
Sub 621l) nov set for hearin g beginning Ju ne 6, 1978 and not 
prior thereto. 

On April 1 2 ,  1978, the Public Sta ff filed a Respon se to 
said !'lotion , submitting that timeliness , conv enience and 
econo■y vould be served by the treat ment req?ested by
Carolina pro vided the sa■e protections are given to 
Carolina• s subscribers as are extended to the subscribers of 
the other juri sdictional compan ies. 

Upon con sideration of the foregoing �otion and Response, 
and of it s Order of !'larch 24, 1978, the Co■■is sion is of the 
opinion that said order shou ld be alt ered and amended as set 
forth below.
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IT IS, THEREFORE, ORDERED that decretal paragraph 6 of the 
Order issned !larch 24, 1Q78 in the above docket, be, and is 
hereby, amended by adding the following provision: 

"Further provi ded, hovever, that ( 1) the effect of 
additional toll revenues approved herein on Carolin a 
Telephone and Telegraph Company vill be considered as part 
of pen d ing rate case proceedings i n  Docket N:>. P-7, 
':iub 624, nov set for bearing beginning June 6, 1978, 
consistent vi th the treatm ent herein afforded other 
utilities v ith rate cases pending, and (2) Carolina shall
file an Undertakinq to refund or rebate any and all
revenues :::ollected on or after April 3, 1978 which the
commission finds after hearing should be passed through to
the co111panv•s subscri bers."

ISSUED BY ORDER OF THE COM�IS SION. 

This 14th day of April, 1978. 

NORTH CAROLINA UTILITIES C OMMISSION 
Anne L. Olive, Deputy Clerk 

(SEU) 

D OCKET KO. P-100, Su b 45 

BEFORE THE NORTH CAROLINA UTIL ITIES CO!l!IISSION 

In the !latter of 
Investigation of Intrastate Long 
Distance, 117\'l'S, and Interexchange 
Private Line Rates of all Telephone 
Companies Under the Jurisdiction 
of the North Carolina Utilities 
co111111ission 

ORDE R RE QUI RING 
SOPPLE�ENTAL DArA 

BY THE C O!l�ISSION: On !lay 1, 1978, the Public Staff filed 
a !lotion in this Docket requesting that the Com■ission issue 
an Order requiring all independent telephone companies 
seeking to I:,!tain the additional toll revenues arising fro• 
the approved increase in toll rates gran ted i n  this Docket 
(Or�er issuei !larch 24, 1978), to file certain financial 

data. The Commission being of the opi nion that the data

requested is consistent with the com■ission•s Order of !larch 
24, 1978, and is essential to a fair and reasonable 
deter■ination of the companies• actual earnings on book 
common equity concludes that the Public Staff's !lotion 
should be allowed. 

IT IS, THEREFORE, ORDERED as follows: 

1. That all independent telephone co■panies, except
Carolina Telephone company and Norfolk-Carolina Telephone 
company, seeking to retain the additional toll revenues 
arising fro• the approved increase in toll rates granted i n  
this Docket (Docket Mo. P-100, Sub 45) shall file within 10 
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days £rom the date of issuance of this Order the following 
data: 

(aJ The data requested 
hereto - such data is 
format of Appendix e... 

in Appendix A 
to be presented 

attached 
in the 

(b) A comparative income statement for the calendar 
years 1976 and 1977.

(c) A comparative balance sheet as of December 31,
1977, for the calendar years 1976 and 1977.

2. That Norfolk and Carolina Telephone Company shall 
file within 10 days from the date of issuance of this Order 
the data raguested in Schedules 2-1 and 2-2 of Appendix A 
(such data is to be presented in the format of Schedules 2-1 
and 2-2 of Appendix A): a comparative income statement for 
the calendar years 1976 and 1977; and a comparative balanc e 
sheet a s  of December 31, 1977, for the calendar years 1976 
and 1977. 

ISSUED BY ORDER OF THE COftMISSION� 

This the 4th day of nay, 1978. 

{SEAL) 

NORTH CAROLINA UTILITIES connISSION 
Katherine n. Peele, Chief Clerk 

NOTE: For Appendix A, see the official order in the office 
of t.he Chief Cleric. 

DOCKET HO. P-100, SUB 45 

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION 

In the Hatter of 
Investigation of Intrastate Long Dist ance, ) ORDER 
�ATS and Interexchange Private Line Rates ) ESTABLISHING 
of all Telephone Companies under the ) "FLOW THROUGH" 
Jurisaiction of the North Carolina ) REQOIRE!'!ERTS 
Utilities commission ) 

BY THE 
issued its 
intrastate 
commission 

CO"t'!ISSTOR: On ftarch 24, 1978, the commission 
Order- a uthorizing an increase in the level of 

toll rates. In Ordering Paragraph Ro. 6 the 
ordered as follovs: 

"All telephone companies shovn in Appeniix B shall file 
nev tariffs to reduce local s ervice rates by the amounts 
of the additional toll revenues they vill receive under 
this order, as shovn in Appendix B attached to and 
incorporated herein as a part of this order. Provided, 
however, tha t in compliance vith due process of lav, for 
a n  interim period not to exceed sir months after the 
issuance of this Order, a ny company shovn in Appendix B 
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which files excepti ons to this flow through provision 
wit hin 10 da ys after is suance of this Orde r with an 
affidavit shov,ing irrepar able injury therefrom and 
requesting the right to be heard thereon may file with 
said r educe d ta r iffs an a pplica tio n for temp ora ry interim 
stay of such rat e reduction o r  a part thereof together 
with a bond o r  undertaking for refund or rebate of said 
ordered reductions or any part thereof which the 
commission finds after hearing should p as s  thr ough to the 
company's customers. The affidavit and a pplication fo r 
stai shall include o r  be followed within not 1"ore than 30 
days by all schedules required to show that such revenues 
wi ll not a llow the companies to achieve a level of actual 
(a verage) earnings, measured in terms of retu rn on common 

equity, greater than the end-of-pe riod level last found 
fai r by this commission in the companies• last ge neral 
rate cases, prepared on a test period of the 12· months 
ending December 31, 1977, adjusted solely for the annual 
effect of any rate increase going into effe ct during s aid 
test year. The calculation of the actual (average) return 
on co mmon equity shall be calculated in a 11a nner 
consis t ent w ith the findings of the Commission in s aid 
last g eneral rate ca ses. n 

southern Bell Teleph one and Telegra ph Company, Central 
Telephone Company. and Uni te d Telephone company of the 
Caro linas, Inc., wer e excepted from filing II flov thro ugh" 
tari.ffs for re a sons cited by the commission in the �arch 24, 
1978. order. Carolina Telephone and Telegraph company vas 
granted a similar exception by Order of April 24, 1978. 

The following companies di d not reques t  an interim sta y of 
flov through and have filed tariffs to flov through the 
increase in toll rates to their customers: 

Lexington Telephone Company 
concord Telephone company 
North State Telephone Company 
Sandhill Telephone company 
Pineville Telephone Company 

The o ther i nde pe ndent telephone c ompa ni es requ ested and 
recei ved interim stays of the flov thr oug h provisions. 

On May 1, 1 978, the Public Staff filed a noti on to require 
certain financial data froa al1 companies seeking to retain 
the addit ional t o ll revenue aris ing in the Ha rch 24, 1978, 
Order. Said Plotion was granted by Order issued l'lay 4, 1978. 

on July 25, 1978, an Order wa s issued which established 
th?. procecl ur� for receiving tes t iin:ony and vhi ch s tated that 
the purpos e a nd sco pe of the hearing va s to d etermine the 
fol loving: 

"1. Wh ether the data 
companies is accurate: 

submitt ed by the respondent 
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2. Whether the data was submitted in the prescribed
format;

3. Whether the data vas prepared i n  a manner consistent
with the·findings of the co mmission in the companies•
last general rate cases;

Q. 'R'hether the additional toll revenues in A.ppendix B of
the l'J'arch 24, 1978, Order vill allow the companies to
achieve a level of actual (average) earnings, 
measured in terms of common eguity, greater than the
end-of-period level last found fair by the commission
in the companies• last general rate cases." 

Rearings were hel.d on August 1 and 2, 1978. All parties 
were present and represented by counsel. 

Each of 
retain the 
the Public 

the independent telephone companies seeking to 
increased toll revenues offered testimony as did 
Staff. 

The t.estimony: o.f the independent telephone companies' 
witnesses reviewed t.he s ervice being provided by t.heir 
respective companiesi t.he reductions in local rates prop osed 
t.o accomplish flow throughr if re�uired; and what t.hey 
perceived as the impropriety of using actual earnings as the 
yardstick to measure the impact of the toll rate increase. 
Each company witness presented P.nd-of-pei:iod returns on 
original cost common equity and investment and contended 
that these i:eturns should be used to evaluate the impa ct of 
the toll rate increase. 

Public Staff witness Coleman presented calculati ons of the 
actual earnings of e ach participating independent telephone 
company. Although he testified that the returns found fair 
in each comp�ny•s last g eneral rate case s hould not be used 
to determine i rrep arable in;ury r witness Coleman agreed that 
actual earnings represented a valid standarcl for determining 
whether or not irreparable injury would occur if the entire 
toll increase was flowed through to the customer. 

�r. Co leman noted that the end-of-period earnings filed by 
the various companies failed to consider that the settlement 
ratio of 11. 0 u: used by the Commission in the March 24 r 
197Br Order had, on an annuali1::ed basis, reached 14.46% in 
April and 15.35% in Kay. 

The estimated increases in toll revenues as set forth in 
!ppendi� B of the Commission's �arch 24 r 197Br Order-and the
actual returns before and after the toll rate increase
calculated by witness Colema n, prepared in a manner
consistent wi th Paraqraph No. 6 of the March 24 r 1978 r 

Order r are as follows:



Co11pan1 
(a) 

Barnardsville Tele-
phone company 

Citizens Telephone Co. 
Ellerbe Telephone Co. 
General Telephone co. 

of t he Southeast•• 
Heins Telephone Co. 
�ebane Ho■e Tele

phone Company 
"id-Carolina Tele

phone Company 
Norfolk Carolina Tele

phone Company 
North Carolina Tele-

phone Company 
Old Town Telephone Co. 
Randolph Telephone co. 
Saluda �outain Tele-

phone Company 
Service Telephone Co. 
Westco Telephone co.•• 
Western Carolina Tele-

phone co■pany•• 

TELEPHONE 

Increase 
In To 11 

Rev enge• 
(b) 

$ 2,857 
114,111 

4,060 

1,638,0115 
2118,468 

1Ii,661 

59,0 29 

338,652 

331,2 90 
99,381 

8,639 

1,263 
3, 461 

453,683 

880,679 

• Dased on 11.01� settlement ratio.

10 5 

�ctg�l Returns on Eqill� 
Before Toll After Toll 
_ In ere ase __ 

(c) 

( 3. !I 1) 
12. 00
13. 6 5

12.60 
11. 6 8 

19. 8 0

15. 5 2 

12. 27 

6 .4 6 
14. 5 1 
12.89

11. 71 
( 7 . 7 9) 

9. 61 

8. 6 0

Increase_ 
(d) 

(1.66) 
14. 9 3 
14. 20 

15. 0 2 
16. 2 4 

21. 11

16. 06

15. 0 1 

10. 9 2
16. 66 
13.87 

12. 15 
(5.61) 

12. 78 

11. 4 2

••Adjusted to make calculation consistent with Co■mission•s
Orders as agreed to on cross-examination of witness 
Cole■an. 

The Com■ission having very carefully examined and 
considered the evidence and the entire record in this docket 
makes the fellowing 

FINDINGS 01' P' ACT 

1. To the extent that the estimated additional 
intrastate toll revenues to be realized from the approved 
increase in toll rates in this docket (Docket No. P-100, 
Sub !IS) will allow the co■panies to achieve a level of 
actual earnings, measured in terms of return on com■on 
equity, greater than the end-of-period level l ast found fair 
by this Commission in the co■panies• last general rate 
cases, calculated consistent with ordering Paragraph !lo. 6 
of the Co■mission•s �arch 2 4, 1978, order, such revenues 
should be flowed through to the customers of the telephone 
companies as a reduct ion in local service rates. 

2. The additional intrastate toll revenues to be 
realized fro■ the increase in toll rates as described 
herein above for the companie s in the a■ounts se t forth below 
vill result in a level of actu al e arnings greater than the 
end-of-period level last found fair by this Co■■ission and, 
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t.herefore, should be floved through to the customers of such 
companies as a reduction in local service rates:

General Telephone Company of the Southea st 
Heins Telephone Company 
�ebane Home Telephone Company*** 
Hid-Car olina Teleph one Company••• 
Norfolk Carolina Telephone company••• 
Old Town Telephone Company**** 
Westco Telephone Company 
'ilestern Carolina Telephone Company 

Flov Through 
Amount 

---tbl--

$1,2aa,936 
56,898 
14,667 
sg,029 

339,652 
80,150 

221,278 
85,542 

*** Entire amount of increase in intrastate toll revenue 
approved in Docket No. P-100, Sab 45. 
Nov Hid-Carolina Telephone company. 

3. The telephone companies set forth hereinabove in
Finding of Fact No. 2 should be requi red to refund to each 
of its customers the additional intrastate toll reven ues 
arising from the increase in intrast3te toll r ates approved 
in Docket Ro. P-100, Sub 45, p reviously being collected 
under bond pursuant to G. s. 62-135, plus interest at  the 
st.atutory rate. companies who are herein required to flov 
through 100% of said revenues should be required to refund 
100,X of su::h revenues collected under bond, and companies 
required to flow through less than 100% of said revenues 
should be required to refund such revenues on a pr o rata 
basis. Pro rata refunds of revenues collected under bond 
for each respective company should be based upon the 
percentage relationship that t be amount of fl ow through 
required by t he commission bears to the tota·l additional 
intrastat e toll revenues estimated to be produced from the 
inc"t"ease in toll rates as set forth in Appendix B of the 
commission's Order of !larch 24, 1978. Such companies should 
be required to file vith this Commission a full and complete 
report shoving the disposition of the refunds required 
herein within 90 days after the date of this Order .. 

4. The telephone companies hereinabove required to flow
through 1001 of the additional toll revenues es timated to be 
produced from the increase in toll rates approved in Docket 
No. P-100, Sub 45, and the comp anies hereinabove required to 
flow through less than 100� of said revenues shall file for 
commission review and approval within 10 days from the date 
of this Order a schedule of rate reductions as required to 
ac c omp lish such fl ow through. 

CONCLUSIONS 

The Commission has analyzed 
filed by tha c ompanies an d the 
exception, the· end-of-period data 
an effort to  bring earnings to 

the testimony and exhib it s 
Public Staff. Without 

filed by the companies is  
an end-of-period level. 
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'tihile all companies made either complete or partial 
adjustments to expenses, no company made adjustments to 
annualize toll re venue for the improv ement i n  the toll 
settlement ra tio from 11.01'1: originall y estimated by the 
Commis si on to the actual annualized level s of 14.46% for 
April and 15. 351 i n  May. A statement of end-of-period 
earnings which ignores such a significant item must be 
rei ected, especially· since such end-of-period data has not 
be<!n audite1 or reviewed in depth by anyone other than the 
compa ny. Accordingly, the Commission co ncludes that the 
end-of-period earnings pre sented at the August 1 and 2, 
1978, Hea rings should not be used to measu re irreparable 
i n;ury. 

Calculations of the actual ear nings of each company were 
provided in response to ordering Paragraph No. 6 of the 
Commission's !'larch 21', 1978, Order. These actual earnings 
were adjustea by Public Staff witness Coleman to correct for 
errors and t o  give effect to adju stments ma de for excess 
capacity and exces s profits from affiliated inter corporate 
transactions in the last rate case of certain companies. 

Actual earn ings of the companies vere not established for 
the purpose of makin g total cost of service determinations, 
thereby establishing tota l revenue requir ements� for suc h a 
purpose would in substance and i n  fact require that a 
qeneral rate case proceeding be initiated for each company 
seeking to retain the additional revenues arising from. the 
appr9ved increase in intrastate toll rates. Of cour se, it 
would then b3 necessary to develop an adjusted en d-of-period 
level of earnings, determine a f3.ir value rat.e base, and 
establish a fair rate of return basea. on economic conditions 
as they now exist. 

The sole purpose of obtaini ng actual earnings data was to 
determine if ir reparable injury would result fr om requiring 
complete flow through of the addition:1.l toll re venues. The 
term nirreparable injur_y11 contemplates a n  event which will 
occu r from whi ch there can be no r ec::>ver1 absent appropriate 
action. The Commission does not believe such irreparable 
injury vill occur from an or der requiring flow through based 
upon the criteria set forth in Finding of Fact No. 1. 

11.s demonstrated by Coleman Exhibit 16, the act ual returns 
on common equity e arned by the companies before the toll 
increase ranged from a positive 19.80% to a negative 7.79% 
for the 12-month period ended December 31, 1977• and after 
the toll increase such retu rns ranged from a posi tive 21.11,: 
to a negative 5.61%. The average return before the tol l  
increase was 10.03,; and after the toll incre:1.se was 12.23%. 

The Commission therefore concludes that i t  is reasonable 
and proper to require that such revenues should be flowed 
t.hrough to the customers of the telephone companies as a 
r�duction in local service rates to the extent the estimated 
additional intrastate toll revenues to be realized from the 
approved increase in toll rates in this docket (Docket 
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No. P-100, Sub 45) vill allow the companies to achieve a 
level of actual earnings, mea sured in terms of return on 
common equity, greater than th e end-of-period level last 
found fair by this commission in the companies• last general 
rate cases, calculate d consistent vith Ordering Paragraph 
No. 6 of the Commission's aarch 24, 1978, order. 

The Commission further concludes that no flciv through 
should be required of Saluda "ountain Telep.hone comp�ny 
since the level of estimated additional annual revenues it 
will receive from the approved intrastate toll rate increase 
is de mini mus. 

IT rs .. THEREFORE ., ORDERED AS FOLLOWS: 

1. That the companies set forth belov shall flov through
to t.heir customers as a reduction in local service rates the 
additional intrastate toll revenues to be realized from the 
approved increase in toll rates in this docket (Docket 
No. P-100, Sub 45) in th e amo11nt as in dicated in the 
schedule be lov: 

Company 
(a) 

General Telephone company of the Southeast 
Heins Telephone company 
�ebane Home Telephone Company••• 
Kid-Carolina Telephone Coapany••• 
Norfolk Carolina Telephone company••• 
Old Tovn Telephone co11paoy•••• 
�estco Telephone Co11pany 
western Carolina Telephone Company 

P'lov Through 
-�Q!!n.1...._ 

(b) 

$1,288,936 
56,898 
n,667 
59,029 

338,652 
80,150 

221,278 
85,542 

... Entire amount of increase in intrastate toll revenue 
approved in Docket so. P-100, Sub Q5. 
Nov Bid-Carolina Telephone Company. 

2. That the telephone companies set forth hereinabove in
ordering Paragraph No. 1 shall refund to eac h Of its 
customers the additional intrastate toll revenues arising 
from the increase in intra st.ate toll rat.es approved in 
Docket No. P-100, sub 45, previously being collected under 
bond pursuant to G.S. 62-135, plus interest at the stat utory 
rate.. companies who are herein required to flow through 
100, of said revenues shall refund 100� of such revenues 
collect ed under bond, a nd co11panies required to flow through 
less than 100J of said revenues shall refund such revenues 
on a pro rata basis. Pro rata refunds of revenues collected 
under bond for each respective company shall be based upon 
the percentage re lationship that the amount of £low through 
required by the Commission bears to the total additional 
intrastate toll revenues esti11ated to be produced from the 
increase in toll rates as set forth in Appen dix B of the 
commission's order of ftarch 24, 1978. Such c ompanies shall 
file vith this Commission a full and complete report shoving 
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the disposition of the refu nds required herein within 90 
days after the date of this Order. 

3. That the co■pa nies hereinabove required to flow 
through 100, of the addition al toll revenues es ti■ated to be 
produced fro■ the i ncrease in toll rates approved in Docket 
Ko. P-100, Su b 45, and the co■panies hereinab ove required to 
flow through less th an 100, of  said revenues shall file f or 
co■■ission review and approval within 10 days fro■ the date 

of this order a schedule of rate reductions as required to 
acco■plisb such flow through. 

ISSUED BT ORDER OF THE CO!!ISSIOI. 

T his the 5th day of October, 1978. 

WORTH CAROLIJA UTILI TIES COSSISSIOI 
�atherine ft. Pee le, Chief Clerk 
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DOCKET NO. , E-2', SUB 316 
DOCKET HO. E-7, SUB 231 
DOCKET NO •. E-22, SUB 216 

BEFORE THE NORTH CAROLINA UTILITIES CORRISSION 

In the l'la tter of 
Application by Carolina Power & ) 
Light company for Authority to ) 
Adjust Its Electric Bates and ) 
Charges Pursuant to G.S. 62-134 (e) ) 

ORDER INCORPOltATIRG 
PUNT PERFORftARCE 
REVIEW PROCEDORE INTO 
FOBL COST UTE 

Application by Duke Power Company 
for Authority t.o Adjust Its 
Electric Rates and Charges 
Pursuant to G.S. 62-134 (e) 

, 
, 
l 
, 
, 
) 
, 

ADJOS TIIERTS PROCEEDINGS 
[G.S. 62-13q (e)] !HD 
ORDER BSTABLISRIRG A 
RULEftAKIRG FOR FUEL 
COST RATE ADJUST!ERTS 
PORSU&NT TO 

.Application by Virginia Electric 
and Pover Company for Authority 
to Adjust Its Elec�ric Rates and 
Charges Pursuant to G.S. 62-134 (e) 

l 
, 
) 

Go S. 62-1 H (e) 

Pt.ACE: 

DATES: 

BEFORE: 

Commission 

Carolina 

PHASE II 

Hearing Rooa, Raleigh, North 

Wovember 21. 22, ana 28, 1977, and "arch 9, 
1918 

Chairman Robert K., Koger, Pres idingi and 
Commissioners Ben E. Roney, Sarah Lindsay Tate, 
Leigh H. Hammond, John w. Winters, Robert 
Fischbach, and Edvard e. Hipp 

DOCKET RO. B-2, SOB 316 

APPURABCBS: 

For tke Applicant: 

Villi am E. Gr aha■, Jr., Senior Vice President 
and General counsel, Carolina Pow:er & Light 
Co■pany, P.O. Box 1551, Raleigh,. Borth Carolina 
27602 

John T. Bode, Bode & Bode, P. A., P. o. Bo:z: 
391, Raleigh, Horth Carolina 27602 

Joseph c. Svidler and Bdward Berlin, Leya, 
Haves, Symington, �artin & Oppenhei■ er, 
Attorneys at Lav, 815 Connecticut Avenue, 
ff •. w., Suite 1101, Washington, D. c. 20006 
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For the Using and Consuming Public: 

Jerry B. Pruitt, Chief counsel - Publi� Staff, 
North .Carolina Utilities Commission , P. o. Box 
991, Raleigh, Horth Carolina 27602 

Jesse c. Brake and Richard L. Griffin, Horth 
Carolina Attorney General's office, P. o. Box 
629, Raleigh, Horth Carolina 27602 

DOCKET HO. E-7, SUB 231 

APPB�RANCES: 

For the Applicant: 

Steve c. Griffith, Jr., and George H. Ferguson, 
Jr., Duke Pover Company, P. o. Box 2178, 
Charlotte, North Carolina 28242 

For the Using and consuming Public: 

Theodore 

Division, 
P. a. Box 

c. B rovn, Jr., Public Staff - Legal 
North carolin:1 utilities commission, 
991, Raleigh, Horth Carolina 27602 

Jesse c. Brake and Richard L. Griffin, N orth 
Carolina Attorney General's office, P. o. Box 
629, Raleigh, North Carolina 27602 

DOCKET NO. E-22, SOB 216 

APP EAR AHCES: 

Por the Applicant: 

Guy T. Tripp III and E�gar Roach, Jr., Hunton & 
Williams, Attorneys at Lav, P. a.. Box 1535, 
Richmond, Virginia 23212 

Por the Using and consuming Pllhlic: 

Dwight ff. Allen, Public staff - Legal Division, 
North Carolina Utilities Commi ssion, P. o. Box 
991, Raleigh, Horth Carolina 27602 

Richard L. Griffin, North Carolina Attorney 
General's office, P. o. Box 629, Raleigh, North 
Carolina 27602 

BY THE COHftISSION: This matter is before the Commission 
as a result of a proposal filed by the Public S-taff dnring 
tb.e October 1977 monthly fuel adjustment hearings for 
Carolina Paver and Light company, Duke Paver Company, and 
Virginia Electric and Power Company (the Companies). The 
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Companies presently apply for monthly adjustments in their 
respective fuel charges pursuant to North Carolina G.S. 62-
134 (e) and Commission Rule RB-45, both of which were 
ratified and adopted, respectively, in 1915. In its 
prefiled testimony, the Public Staff recommended a 
modification in the method used to determine monthl.y 
adjustments to fuel charges. In essence, the modifica tion 
would introduce the concept of generating plant performance 
cr i teria and evaluation into the procedure of arriving at an 
approved fu el clause rider. Upon motion of the parties, the 
Public Staff's recommended modification vas sep arated from 
the regular monthly hearing and was set as Phase II in this 
docke t for separate and consolidated hearings. 

Hearings, in the forma t of a generic examina tion of the 
issues, were held on November 21, 22, and 28, 1977 with oral 
arguments on !larch 9, 1978. The Public Staff presented one 
witness, Andrev w. Williams, Director of the Electric 
Division of the Public Staff. nuke Paver Company (Duke) 
presen ted B. B. Parker, Duke President and Chief Oper ating 
Officer; Austin c. Thies, Duke Senior Vice President, 
Production and ·Tr ansmission; and w. R. Stim art, Duke 
controller. Carol ina Power and Light Company (CP&L) 
presented Shearon Harris, chairman of the CPSL Board; Tho m as 
R. Hughes, Senior Consultant of H. Zinder & Associates,
Inc.; Edward G. Lilly, Jr., CP&L Senior Vice President and
Chief Financial Officer; Lynn If. Eury, CPEL llan ager of
System Operations and H.aintenance; and James M. Davis, Jr.,.
CP&l l."lanager of Rates and service Practices. Vit:-gini a
Ele ctt:-ic and Power Company (Vepco) presented William w.

Berry, Vepco Senior ·Vice President, Commercial Opet:-ations;
and Gary R. Keesecker, Vepco Manager - P ower Supply.

PI\.RT" I - PLANT PERFOR!!ANCE REVIEW 

The Public Staff, thro ugh testimony of Kr . Williams, 
stated that the present formula allows comp utation of 
increased and decreased fuel costs fro11 a given base cost on 
a ¢/Kvh basis whic h is directly applicable to individual Kwh 
sales. Properly monitored, the formula accurately tracks 
changes in the cos t of all fuel, nuclear as well as fossil, 
and the energy p ortion of purchased and interchange p ovet:-. 
This formula proVides the utility with protection from 
changes in fue l costs beyond its control, and because the 
pt:-actical application of the formula results in a lag in 
collection of expenses, the utility is normally somewhat 
behind in its recovet:-y of fuel expenses and this provides a 
degree of incentive to the utility, in a rising cost fuel 
mat:-ket, which has been chat:-acteristic of the last few years. 
This is in addi"tion to those incentives th at are presumed to 
be inher ent in an efficie ntly managed utility and, 
hopefully, results in the minimization of e ach cost to th e 
degree that it accomplishes overall cost reductions. The 
fuel adjustment clause as presently constituted, together 
with the close monitoring of the utilit ies' fuel purchasing 
practices by the Public Staff and the Commission, does not 
ope:cate to incre ase a utility's profit or its rate of 
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return. This fact has 
reviev of the presently 
procedure. 

been conf iraed by an historica 1 
operating fuel adjustment clause 

However, the pres ent fuel clause procedure inherently 
adjusts for changes in the ■ix of operation between nuclear, 
coal, oil, and hydro and changes in heat r ate (efficiency of 
converting pri■ary fuel to electricity), as well as for 
price changes in purchased fuel. 

The Public Staff testified that under current procedures 
the Public Staff is able to adequately ■onitor the 
procure■ent pr�ctices of the Co■panies and the heat rate of 
the Co■panies• plants but that the Public Staff is quite 
dissatisfied with its ability, vithin the context of a 
monthly fuel adjustment pro ceeding, to evaluate pover plant 
perfor■ance and the resultant impact on fuel costs. 

The Public Staff proposed t .hat the Coa■ission adopt a 
procedure that vould establish an automatic evaluation of 
power plant performance so that only fuel costs resulting 
fro■ "acceptable" performance vould be charged t hrough the 
fuel factor but that costs resulting fro■ "substan dard" 
operation could be passed along only with specific 
Commission approval. Essentially, the Public Staff 
reco■mended a procedure whereby the Companies vould be 
expected to operate their base load plants, both fossil and 
nuclear, at predeter■ined capacity factors, and if they 
failed to achieve the factors, then these capacity factors 
would be pro-for■ed into a fuel adjustment rec overy formula, 
unless the Companies could present evidence su fficient to 
convince the Co■■ission to allov the full recovery of 
expenses. 

The three Companies presented evidence in opposition to 
the Public Staff proposal. The Companie s• witnesses 
testified that the proposed for■u la gives rise to an 
unvarranted presu■ption of mis■anage■ent, usurps 
management's prerogative to ■ake decisions, creates 
operating disincentives, places too much reliance on 
capacity factors as valid ■easures of efficiency, creates 
unm'lnageable regulato .ry require11ents, and ah.r■s investors. 

Duke further testified on the possibility of 
the costs associatetl vith nu clear refueling over 
time period and the establishment of an upper 
limit on ■onthly fuel cost variations between 
increases or decreases would be ■ade. 

FINDINGS Of FACT 

a■orti1:ing 
a longer 
and lover 
which no 

1. Carolina Power and Light co■pany, Duke Power coapany,
and Virginia Electric & Power Company are public utilities 
organized and existing under the laws of the State of North 
Ca rolina subj ect to the jurisdiction of this c ommission. 
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2. The companies presently
their base rates plus monthly 
filed and approved pursuant 
N.c.u.c. Rule R8-q5.

recover fuel expenses through 
fuel adjustments which are 

to N.C.G.S. 62-134(e) and 

3. The Companies file for monthly fuel adjustments under
a formula approved by this C ommission. Adjustments are 
allowed only after duly-noticed public hearings. At these 
hearings sworn testimony is given by the parties, and the 
Public Sta ff and Attorney General represent the using and 
consuming public. Other interested parties are permitted t o  
intervene. 

4. The factors determining total fuel costs to a utility
are the procured cost of fuel,. heat rate, and performance of 
its generating plants. 

5. '-DY procedure for re view of fuel costs should ensure
tha t a11 components of fuel costs are thoroughly reviewed. 

of 
the 

plant 

6. Existing procedures adequately ensure review 
procurement c osts and hea t rate but d o  not provide 
Commission vith an effective means of evaluating power 
performance and the resultant impact on fuel costs. 

7. A reasonable and appropriate vay to review plant
performance is to (1) determine a reasonable and attainable 
capacity fa:::tor objective for the Companies over a defined 
per iod and on a systemvide basis. (2) require the Co11panies 
to ptesent regular reports as to whether they are achieving 
this objective. and (3) if they a-re not achieving the stated 
objective, to conduct hearings to determine the causes 
therefor. vith proper consideration given to proforming or 
dis allowing the appropriate portion of unreasonab1y expended 
fuel costs attributable to imprudent management from the 
fuel factor and/or taking other app ropriate remedial 
mea sores. 

B. A capacity factor of 60% on a systemviae basi s for
base loaded nuclear plants is an objective which the 
Companies should seek to achieve and failure to achieve this 
objective on both a six- and 12-month period requires a 
hearing to determine the reasons ana causes therefor. 

9. The Commission may treat excessive fuel costs, in
vhole or in part. resulting from an outage which is directly 
caused by imprudent manageme nt as an adjustment t o  the 
otherwi se estimated fuel costs to be recovered in subsequent 
periods depending upon the degree of such imprudent 
management. 

10. Upon finding imprudent management to be the cause of
an outage (s), the proformance or disallovance of any 
resultant excess costs shall be determined afte r considering 
-the 1ength of the outage. the cost of fossil. hydro, or 
purchased paver replacing the down unit, the lowest capacity 
level at which nUclear generation "breaks even" economically 
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vith efficient coal-fired generation, the prior performance 
of the units involved, the newness of the units , and the 
level of responsibil ity exercised by the utility, as vell as 
other relevant fac tors suggested by the parties. 

CONCLUSIONS 

The Companies are authorized by G. s. 62-134 (e) and 
Commission Rule RS-45 to seek monthly adjustments based 
solely upon the increased cost of fuel. This proceeiing is 
in the form of a rule-making investigation to determine 
vhether the currently use d procedures adequately allow the 
Commi ssion to monitor fuel costs and to determine whether 
fuel charges are being incurred in a cost efficient manner. 

Fuel costs vary from month to month as a function of three 
basic components: procured fuel cost s, the e.fficiency of 
units (heat rate), and plant perfor11tance (generation mix}. 
The Commission find s and con cludes that currently used 
procedu res are adequate to allov the commission to monitor 
the first tvo of these componen ts. However, the Commission 
concludes that the pro cedures do not adequately •monitor 
chang es in fuel costs resulting from changes in generation 
mix arising from poor individual plant performances. 

Generation mix refers to the proportionate utilization of 
t he coal, oil, and nuclear plants (hy<lro is minimal) on the 
svstem which provides the total generation. These �hree 
types of plants have dif.ferent fuel costs, and, 
consequently, the burned cost of fuel at any given time will 
depend on which plan ts are being used to produce power. 
Nuclear p�ants are the most expensive to install, but, on ce 
built, they are t he least expen sive to ope rate. Large base 
load coal plants are the next most expensive to install and 
the next least expensive to operate. Nuclear fuel costs 
considerab ly less than coa l  or oil, and, therefore, the more 
total Kvh s produced by nuclear plants, t he lover the total 
system fuel costs. Due to the high cost o f  building nuclear 
plants, and due to their low fuel cost s, the efficient 
dispatch of power requires that m1clear plants run at all 
times consistent vi th sound safety and operational 
pra ctices. When available , large nu clear plants are 
normally run 24 h ours a day at the upward bounds of their 
capacity. For that reason, they ar� generally referred to 
as "base loaded" plants. Similarly, each utility presently 
ha� one or more large coal-fired units that are normally 
operated as base loaded plants. I{ovever , due to their lover 
capacity c osts and operational consider ations, these base 
loaded fossi1 plants may also b e  flexibly operated to carry 
intermediate loads from time to time. 

When a nuclear plant suffers an outage, the Kwhs it would 
have produced must be replaced by coal-fired or oil-fired 
units vhich have fuel costs considera bly greater tha n 
nuclear units. During cer tain past periods vhen fuel prices 
have been relatively stable, fluctuatio ns i n  monthly fuel 



116 ELECTRICITY 

adjustment charges have been due, primarily, to such changes 
in generation mix., 

The presently used fuel formula and procedures largely 
provide financi al insulation for the compani es against 
cha nges in generation mix. If a large nuclear unit is out 
for six weeks during a peak season, the required supply of 
electricity will typically be provided by a coal-fired unit. 
The company simply must burn more coal, and the increased 
cost is pa ssed to the consumers in the form of an increased 
fuel surcharge. 

Other than the incentive to do a good job in the face of 
regulation a nd audits by regulatory bo dies, together with 

the lag which normally delays fuel cost recovery, the 
Companies have little financial incentive to guarantee that 
genera tion lli.x is at all times the most economical possible. 
Although there is no eviden ce to indicate that the companies 
have fail ed to operate their systems in the most cost 
efficient manner, and n o  such inefficie�cy can be, nor vill 
be, presumed, this Co m11ission believes that, in the interest 
of public confidence and sound regulatory practice, a 11ea.ns 
should exist to provide for bette r monitoring of ·costs and 
to provide additional incentives for better plant 
periormance. Simply stated, the Commission believes that 
even the best management is subject to being less diligent 
in saving costs if automatically shielded from any mi�takes 
that -might be made. 

The Commission believes that the carren t review procedures 
and evaluations should continue for the purpose of 
monitoring all those fuel costs which are attributable to 
factors other than plant performance and that an additional 
procedure "P,roviding for hearings and review of p1ant 
performance should be instituted on a semia nnual basis. The 
Commission believes that an effective procedure for review 
should focus on the establishment of a Commission objectiYe 
for plant perf ormance and that a de tailed review be.mandated 
semiannually only for a company when it fails to meet this 
objective. This objective serves two purposes: (1) it 
serves notic e to the companies of the Coamission 1 s
expectations for plant performance under normally expected 
operating cond.itions and (2) it serves as a trigger, or 
flag, f or review. Such a procedure will give the .companies 
a continuing. incentive to ens ure that their plant 
performance is maintained at a high level. Ag ain, the 
Coromission vishes to milke it· clear that no presumption of 

inadequate per�ormance vill arise from a failure to achieYe 
the objective •. As discussed later in respect to Duke, 
opti■a1 and economic operati ng efficiency may dictate that 
the capacity"factors for nuclear plants be deliberately 
reduced at certain times. The objective established herein 
serves only as a flag that £urther · investigation is 
necessary and any find ing of inadequate perfor■ance mu st he 
based on evidence given at tbe .hearing. 
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The Co■■ission finds and concludes that the Co■panies can 
be reasonably expected to seek, as an objectiYe, to operate 
base loaded nuclear plants at a 60i capacity factor on a 
syste■wide basis. The Co■■ission concludes that· this 
objectiYe is reasonable and attainsble in that 601' is near 
the nationwide aYerage capacity factor for nuclear plants. 
The Co■panies should worlt toward achieY ing this goal on a 
continuing basis. 

The Co■■issio n concludes that se■iannual hearings should 
be scheduled so that if a co■pany has failed to achieYe the 
objectiYe on both a six-■onth and 12-■onth ■oYing aYerage 
basis, a renew will be held for the purpose of exa■ining, 
in detail, outages which haye preYented it fro■ reaching the 
objectiYe. 

The Co■■ission has chosen to li■it the capacity factor 
objectiYe which triggers exaaination to base loaded nuclear 
plants. Testi■ony by the utilities de■onstrated that 
setting of a predeter■ined ■ini■u■ capacity objectiYe for 
the fossil base loaded plants ■ight create a disincentiYe 
for efficient operation of the oYerall syste■• 

The utilities also testified that i ■ple■entation of a 
predeter■ined capacity factor objectiYe on nuclear 
generation ■ight create disincentiYes for oYerall efficient 
an d econo■ical operation of their syste■s. For exa■ple, 
Dulce testified that it was ■ore econo■ical to reduce its 
nuclear generation at ti■es and run its fossil units at so■e 
aini■u■ leYel in order to haYe both the nuclear and the 
fossil units aYailable for an upco■ing higher de■and period. 
!lot withstanding this testi■ony, the Co1Hission sees a ■ajor 
difference between the operation of base loaded fossil and 
nuclear plants in that econo■ic dispatch of the syste■ 
generally dictates that nuclear uni ts be operated to the 
maxi■u• extent possible. The exceptions to this general 
practice should be rare and should affect the aYerage 
capacity factor only by  a slight amount. The co■■ission 
will accept eYidence in its .initial plant perfor■ance reYiew 
hearing (or for that ■atter at a prior or subsequent ti■e) 
on whether this should be taken into account in so■e 
appropriate ■anner. 

The Co■■ission wishes to ■alte it clear to all parties 
that, once a hearing is triggered and scheduled, the hearing 
will not be li■ited to inYestigating and deter■ining 
possible re■edial ■easures for poor plant perfor■ances. 
While this will be a central and i■portant ■atter, the 
Commission, upon finding fro■ the eYidence that any outage 
was caused by i■prudent ■anage■ent, shall deter■ine to vhat 
extent any resultant excess fuel expenses shall be 
disallow ed as an adjust■ent to the fuel costs to be charged 
in subsequent periods. such consideration shall be ■ade 
only after a sound exercise of the Com■ission•s judgment 
based upon eyidenc e  and records on file with the Coa■ission. 
In deter■in ing the a■ount of this adjust■ent, the Co■■ission 
considers the following as releYant factors: the ti■e of 
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the outage, its duration, the magnitude of the cost, the 
minimum capacity level at vhich nuclear generation "breaks 
even" vith coal-fired generation on an econonic basis, prior 
perform�nce of the unit, the vintage of the units, and the 
gene ral diligence and responsibility of management., The 
commission will also consider other relevant factors 
suggested by the parties •. Examination of outages will be 
limited to the most recent six-month period and this period 
vill serTe as the test period for any adjus_tments needed to 
be oade to rates in the event imprudent ma na9ement has been 
shown. 

In the event that the hearings do not disclose i■prudent 
ma na geaent by the companies, the hearings vil l sti l l be 
b eneficial as a means fo r deter■ining if the piants are. 
being operated in a n  e fficient, safe, and econo■ical manner.• 
The hearings should al so . permit the ei:change of more 
t e chnical infor■ation on experienced or anticipated problems 
and hov these problems might be avoided._ 

The com11ission r ecognizes 
companies go to  a n  18-month 
appropriate adjustments would 
com pany. 

that, sh ould any 
nuclear refueling 
have to be made 

of the 
cycle·, 

for that 

The Commission concludes that a system for review of 
nuclear paver plant operation should be instituted. The 

system should incl.ode a trigger mechanism, automa tic utility 
reporting, a Public Staff reviev, a burden on the util.ity to 
support its actions in a hearing before the commission, and 
a potential adjustment for r ecovery of some or all of the. 
subject expenses should imprudent management be deter■ined. 
The trigger mechanism vill recognize that plant performance 
vi11 vary from time to time as a part of normally expected 
operations and does not operate each time performance level 
drops for a short period of time. 

The Commission concludes that a performance evaluation 
plan must include appropriate procedures to meet the test of 
due process, and construes the Public Staff's proposal as 
being intended to operate in that manner. The Commission 
further consi ders t he plan herein adopted to have the same 
ultimate objective as the plan offered by the Public Staff , 
vith modifications in the procedures to determi ne 
appropriate sanctions. 

P�RT II - PROPOSED RULE CHANGE OR PROCEDURE 

On June 17, 1975, the Commission issued an "Order 
Promulgating Rules of Procedure For Fuel Based Electric Rate 
case" wherein current Rules BB-45 and R1-36 vere 
est ablished . The Commission on its ovn motion and in 
conjunction with these Phase II proceedings proposes that 
thes e rules be modified. 
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Preliminary Findings As To R!!J.!L�odifi£,ll.i9!! 

1. The commission finds that, barring adverse effects,
either t o  consumers or to the companies , electric rates 
charged to consumers should be as simple, understandable, 
and practical as possible. · 

2. The Co!llllission has received numerous complaints 
concerning the present method of monthly changes in the fuel 
adjustment charge. This method has created much confusion 
and mi sunde rstanding. 

3. One mean·s of reducing the confusion and 
·�isunderstanding vould be to change the proced ure to allov
for change in the fuel adjustment charge only once each six
months (barring any major fuel cost changes). Semi annual
hearings could b e  scheduled to review the level of fuel
charges, to revise the basic rate structures if changes have
o ccurr ed, and to reviev in detail the procure ment practices
of the utilities and the efficiency and performance of the
gen erating u nits, consistent with Part I. The fi+st 
semiannual bearing could be scheduled for December 1978, 
with the present monthly hearings routinely scheduled 
through th at date. 

�Ieliminary conclusione�B� 
General Guidelines Por_Rule l'lodification 

With respect to the existing monthly fuel adjustmeiit 
he arings and the subsequent cha nges in pover rates r�sulting 
from these hearings, the Commission believ es that the 
frequency of such changes in rates should be minimized for 
the convenience of the consumer in anticipating the level of 
his pover bill. Also, it has been the experience of the 
Commission that the fuel adjustment charge component shovn 
on the customer's bill has been widel y misunier stood. l'lany 
consumers interpret the fuel adjustment charge to be the 
total fuel component cost that the u tility incurs in 
generating electricity. Slight changes in total costs of 
fuel can result in major chan ges in the incremental fuel 
adjustment charges on bills, particularly vhen nu clear 
plants are being refueled. In such event many customers 
then, understandably, inquire as to hov fuel costs can go up 
at such a tremendous per centage rate (t hese p erce ntages can 
eas ily be in the hundreds) over short periods of time. As a 
result of such developments, much needless distrust and 
disharmony :levelop between the utility and its customers. 
Hence, t he Commission desires to move toward consolidating 
these monthly hearings into a semiannual_plant performance 
hearing which .is subject to being scheduled pursuant to this 
Order. 

The Commission recognizes, however, that G.S. 62-134(e) 
provides protection from changes in fuel cost to both the 
consumers and the companies and that either the companies or 
representatives of consumers (such as the Public Staff and 
t he lttorney General) may file applications at any time to 
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e.ffect a change in the fuel cost adjustment rider. If, 
however, these filings vere made too frequently and in 
instances where fuel costs h ave changed only slightly, 
public misunderstanding vould once again result. Thus, the 
commission proposes that a narrow bracket or range of slight 
fluctuations in fuel c osts, denominated as a 11 dead band, "' be 
established for fuel adjustments within which no action 
ought to be taken to modify a current fuel adjustment rider. 
Based on its ovn revi ew of its fil es and past monthl.y fuel 
adjustments for the co■panies, the C'om11issio.n believes that 
a "dead band" can be appropriately established. 

It is anticipated that the positive and neg�tiYe 
flnctuatiQns vithin thi s band vill largely cancel out oTer 
ti me. Bovever, because of the extre11el.y fluid cost 
situation result ing .from the mine workers stFike, the 
Commissi on proposes t hat t he present monthly heari ng 
schedule, using three-■onth averages as test periods fot: 
determining a subsequent moo th• s f uel adjustment charges• 
should be continued until Dec eaber 1978., At that t ime, 
implementation of the six-month hearing schedule, using a 
six-■onth test per iod, may be instituted. For the initial 
hea:c:ing only, both a six-month and a three-month base test 
period for fuel costs should be considered in order to 
ensure that the effects of the miners• wage settlements are 
reflected in the s ubsequent fu el clause collection period. 

If th is proc edure vere to be instituted, the Commission 
would retain the r ight to allow adjustments on a monthly 
basis if ra dically changing circumstances so require. The 
commission proposes that the monthly fu el costs as now 
det ermin ed (which are based on a test period consisting of 
the running a verage of cost data for the most recent tht:ee 
months for which· data are ava ilable) should c ontinue to be 
submitted each month to the commiss ion .• 

The Commis sion has examined the fluctu ations of the fuel 
adjustment charge over the last three years and proposes 
that, if a new six-month schedule vere begun, month ly 
adjustments between regularly scheduled semiannual 
adjustments ought not to be allowed unless unexpected rapid 
changes in fuel cos ts oc cur and the fuel adjus tment charge 
computed vith a three-month base differs from the fuel 
adjustment charg e in effect by more than 0.100¢/Kvh (1.00 
mil/Kwh) • 

Tf the fuel adjustment charge computed on a three-month 
ba se were m ore than 1.00 mil/Kvh below th e effective charge, 
the Commission proposes that the change would be required. 
It is anti cipated t hat hear ings would not be necessary on 
such rate decreases. 

T,he Commission further proposes th at at these six-mont h 
hearings, the fuel cost riders should be zeroed out or, in 
other words, incorpor ated in the basic tariffs. 
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If the change in fuel cos ts for any aonth, co■puted as 
stated above, does not exceed the 1.00 ■il/�vh liait, then 
the Co1111ission would expect neither t he u tility nor any 
other party to file for a change in the fuel cost co■ponen t 
in the electric rates. Variations outside the band are 
expected to be handled as described above. The Co■■ission 
reiterates its conclusion that any party would have the 
righ t to file for a change in the fuel cost co■ponent of the 
rates w ithout regard to any preset hearing schedule if at 
anv ti■e the u tility or an y party bel ieves that the band is 
not operating fairly under the general provision s of 
G. S. 62-134 (e) • 

The Co■■ission anticipates that the initial hearing under 
the six-■onth schedule would occur in early Dece■ber 1978. 
With the possible e xception of the initial hearing, the ■ost 
recent six ■onths of actual fuel data vould be used as a 
base for deter■ining the next six-11on th fuel charge pursuant 
to G.S. 62-134(e). Si■ply stated, the Co11■ission proposes 
t o  ■odify curre nt procedures so that: (1) the Co■■ission 
vould use a six-month base period rather than three, ( 2) the 
Commission would schedule hearings every six ■on ths, rather 
tha n ■onthly, with possible interi■ hearings if e■ergencies 
ar ise, and (3) the co■aission vould update the basic rates 
each six ■onths to incorporate changed fuel costs rather 
than updating these rates only in general rate cases. The 
lat ter would prevent having large positive or negative fuel 
adjust■ent riders which tend to be both confusing and 
unsatisfactory to consu■ers in ter■s of being able to plan 
on the probable leYel of electricity costs. 

It is possible that the use of a six-month test period and 
billing period would result in less ■is■atch of fuel 
revenues and fuel e xpenses than the present procedure. This 
■ay co■e about by eli■ination of so■e of the seasonal 
variations inherent in using the present three-■onth base 
period. The co■mission concludes that Dulte and Vepco, which 
have prese ntly open rate case dockets, should be ordered 
i■■ediately to prepare co■■ents and data concerning the 
i11pact of this proposed change, if any, ind file the■ in 
this docket and as late exhibits in their current general 
rate proceedings and that CP&L should file su ch d ata in this 
docket only. 

The Co■■ ission further concludes that CP&L, Duke, and 
Vepco, the Public S taff , the Attorney General, and any other 
interested parties should be allowed to f ile with the 
co■■ission Briefs and/or !e■oranda of Lav on the ■erits and 
disadYantages of such a change and on the co■■ission•s 
authority to insti tute the necessary steps to convert to a 
six-■onth hearing schedule. 
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IT IS, THEREFORE, ORDERED: 

Part I 

Plant Performance Reviev 
be instituted effective 

under this plan are due no 

1. That the Base Load Paver
Plan attached in Appendix A shall 
June 1, 1978. The first filings 
later than June 30, 1978. 

Part II 

1. That Duke Paver Company, Carolina Power & Light
company, and Virginia Electric and Power co11pany shall each 
file with this Commission on or before June 30, 1978, Briefs 
and l'!emoranda of Lav and testimony and exhibits relating to 
incorporation of the seaiannual fuel cost review system, 
attached in Appendix B, into Commission Rules Rl-36 and RB-
45; that the PUblic Staff and other intervenors shall file 
tbeir testimony and exhibits on or before July 7, 1978; and 
that this matter shall be consoli dated for hearing with the 
July hearings to set the August fuel adjustment charges. 

2. Duke and Vepco shall each file d ata concerning the
impact of this proposed change both in this docket and as 
late exhibits in their current general rate proceedings. 

3. Notice sha-11 be provided in accordance vith Appendix
c attached hereto and in conjunction with Notice required 
for the June and July Hearings pursuant to G.s. 62-134(e). 

ISSUED BY OBDER OF THE COBUSSIOR. 

This the 18th day of Kay, 1978. 

(SE AL) 
NOBTH CAROLINA UTILITIES COffffISSIOH 
Anne L. Olive, Deputy Clerk 

APPENDIX A 
BASE LOAD POW�R PLAHT PERFORRANCE REVIEW PLAN 

I. SEQUE!ICB OF EVERTS:

1. Carolina Pover 6 Light company, Duke Paver
Company, and Virginia Elec tric and Power company shall 
file each month a Bas e toad Paver Plant Performance Report 
as required in Section 2 below. 

2. The Public Staff should review the base load
unit operating performance. 

3. If the nuclear capacity factors for the six
months and the 12 months ending vith October or April, as 
appropriate, are 1ess than 601, or upon notion by the 
Com11ission, the Public Staff, or another party, the 
Commission vill automatically reviev t he performance of 
the system's base load gen erating plants during the next 
semiannual fuel adjustment hearing, December or June, as 



RATES 123 

appropriate. Bot h  the Public st aff and the affected 
utility will be required to present to the Commi�sion an 
explanat ion and comments concerning the cause s of the lov 
performance and concerning any remedial actions takeri. 

4. If the Commission finds that responsibility for
some o r  all of the poor performance lies vith the u tility 
because of management practices deemed to be imprudent, 
the Coo.mission may disallow some or all of t he cost of 
belov minimum pe rformance, as appropria·te. In determining 
the amount of this adjustment, the Commission considers 
the following as relevant factors: the time of the 
out.age, its duration, the magnit11de of the cost, the 
minimum capacity level at vhich nuclear generation "breaks 
eve n" vith coal-fired generation on an economic basis, 
p rior performance of the unit, the vintage of the uni ts, 
and the general diligence and responsibilit y of 
managem ent. The commission vill also consider other 
relevant factors suggested by the par ties. 

TI. BE PORT REQUIREMERTS 

PERPOR MANCE REPORT 

FOR BASE LOAD POWER PLANT 

Report the following separat ely for fossil and n uclear 
generation. 

1. Lis t each outage during the monthly period and
include 

(a) Duration of each outage
(b) cause of each outage
(c) Explanation for occ urrence of cause,

if known
(d) Remedial action to prevent re currence

of outage, if any

Note: List scheduled outages before forced 
outages. 

2. Provide the following information for the 
monthly period and provide a summary for the three-month, 
six-month, and the 12-month periods ending vith the 
current month: 

{a) ftaximum dependable ca pacity (ftDC) in 
ftegavatts (ftv) 

(b) Hours in period 
(CJ ftegavatt-hours (flvh) generated in the 

period 
(d) !!vb not generated due to schedu led outages
(e) Hvh not generated due to forced outages
(f) l'lvh not gene rated due to economic dispatch 
(g) Total hh possible .in period ( (a) x (b)) 

Note: Provide (a) through (g) in the uni ts 
required and provide (c) through (f) 
as a percent of (g). 
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3. 

report ar e 
Brunsvict·; 
Surry. 

The base load plant.s to be included in the 
the following: CP&L-Roxboro, Robinson 12, 
Duke-Belevs creek, Oconee; Vepco-ftt. Storm, 

APPENDIX B 

PROPOSED SEftIANNUAL FUEL COST REVIEW PL�H 

The Semiannual Fuel cost 
same manner as that which nov 
except that 

Review vill take place in the 
occurs on a monthly basis, 

(1) The base test period will consist of the six months
e nding three months prior to the beginning of the 
effective billing period, and

(2) The effectiTe billing period will be the two calendar
gll.lli� following the Hearing.

Rote: Underlining shovs 
month test period used to 
calendar month_. 

changes from the present three
calculate the charge for a 

The following will be the 'hearing schedu1es, base test 
perio ds, and billi ng periods for the fuel adjustment charge 
(PAC): 

6-l!onth Base 
Test Period
'ii�y-october
Nove■ber-April 

Rearing P!onth 
December 
June 

FAC_Billi.!l!l Period 
January-June 
July-December 

The formulas whic h vill be used to calcula t e  the fuel 
a djustment charges are attach e d  as Attachment 1 (CP&L), 
Attach!Dent 2 (Duke), and At tachment 3 {Vepco). 

once instituted, the Semiannua l Fuel Co st Review will 
remain in effect until further Order of the commission, 
except that, in any month in which the FAC that vould result 
from use of a three- month base test period differs from the 
FA.C which vould •be effectiv e under thE! no rmal Semiannual 
Fuel cost. Re view Pla n by more than 0.100e/Kvh (1.00 
mil/Kvh), the, commission will take the following act ions: 

( 1) If the t hree-month based 'FAC exceeds the six-11.onth
based FAC by more than 1.00 mil/Kvh, consider
allowing use of the three-month t est period to set
tbe" PAC for th·e foltoving .!!!!!!!!!., o r

(2) If the
mill)(vb
the use
for the 

three-month based FAC 
less than the six-month 
of the three-mon th t est 
following month. 

is 11ore than 1.00 
based FAC, require 

perio d t o  set the PA.C 

During th� month in vhich the above tvo exceptions are no 
longer a pplicable, the FAC vill revert back to the charge 
which vo uld otherwise have been in effe ct. 
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ATT lCHII EIIT 1 
CAROLIIIA POlf]';B un LIGHT COl1PUT 

PROPOSED PUEL COST PORIIULA 

125 

1' - - SO. 00680 (T) (100) 

s 

Where: 

P Fuel aijust■ent in cents per kilowatt-hour 
E Puel costs experienced during the six ■onths ending 

with the third ■onth preceding the billing period, as 
follows: 
(A) Fossil and nuclear fuel consu■ed in the

utility's own plants, and the utility's share
of fossil and nuclear fuel consumed in jointly
owned or leas ed plants. The cost of fossil
fuel shall include no ite■s other than those
listed in Account 151 of the co■■ission•s
Unifor■ syste■ of Accounts for Publi c
Utilities. The cost of nuclear fuel shall be
that as shown in Account 518, excluding
esti■ ated costs and salvag e  value associated
with reprocessing and disposal of the nuclear
fuel and by-products and rental payments on
leas ed nuclear fuel and except that, if .Account
518 also contains any erpense for fossil fuel
which has already been in cluded in the cost of
fossil fuel, it shall be deducted fro■ this
account.

Plus 
(B) Purchased �wer fuel costs such as t hose

incurred in Unit Power and Limited Ter■ Power
purchases where the fossil and n uclear fuel
costs asso ciat ed with energy purchased are
identifiable and are Hentified in the billing
statement.

Plus 
(q Interchang e Power fuel costs such as Short 

Ter■, E conomy an d other where the energy is
purchased on economic dispatch basis; costs
such as fuel handling , fuel additives and
operating and ma intenance ■ay be included .

Energy receipts that do not involve 
payments such as Diversity Energy and 
of Storage Energy are not defined as 
or Interchanqe power relat ive to 

money 
payback 

Purchased 
the l'uel 

Clause. 
l!inus 

(D) The cost offossil and nuclear fuel recovered
through intersyste ■  sales incluil.ing the fuel
costs related to e cono■y energy sales and other
energy sold on an economic dispatch basis.
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Energy deliveries that do not involve billing 
transactions such as Diversity Energy and 
payback of storage are not defined as sales 

,relative to the Fuel Clause. 

s = tot.al kilowatt-hour sales during the six months ending 
vith the third month pre ceding the billing period. 

SO. 00680 = Base cost of fuel per Kvh sold. 
T = adjustment for state taxes measured by gross receipts: 

1.06383 

E 

ATTACH.!!EHT 2 

DU�E POWER CO�PARY 
PROPOSED POEL COST FORMULA 

F $0.007923 (T) (100)

s 

Where: 

F Fuel adjustment in cents per kilowatt-hour 
E Fuel costs experienced during the six months ending 

with the third month preceding the billing period, as 
fallows: 
(A) Fossil and nuclear fuel consumed· in· the 

utility's own plants, and the utility's share 
of fossil and nuclear fuel consumed in jointly 
ovned or leased plants. The =ost  of fossil 
fuel shall include no items oth er than those 
listed in Account 151 of the commission's 
Uniform System of Accounts for Public Utilities 
and Licensees. Th e cost of nuclear fuel shall 
be that as shovn in Account 518 excluding 
rental pa ym.ents on leased nuclear fuel 
(interest) and except that if Account 518 also 
contains any expen se for fossil fuel which has 
already been included in the cost of fossil 
fuel, it shall be ded ucted from this account. 

ll1!§. 
(B) Purchased Paver f uel costs such as those 

incurred in Unit Paver and Limit ed Term Paver 
purchases where the fossil and nuclear fue l 
costs associated with energy purchased are 
identifiable and are identif ied in the billing 
statement. 

Plus 
(C) tnterchangePover fuel costs such as Short

Term, Economy and other where the energy is
purchased on economic dispatch basis; costs
such as fuel handling, fuel a dditives and 
operating and maintenance may be incl uded. 

Energy receip ts that do 
payments such as Diversity 
of Storage Energy are not 

not involve money 
Energy and payback 
defined as Purchased 
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or Interchange Pover relative to the Fuel 
Clause. 

Minus 

(D) The cost of fossil and nuclear fuel recovered 
through intersystem sales including the fuel
costs related to economy energy sales and other
energy sold on an economic dispatch basis. 

Energy deliveries that do not involve billing
transactions such as Diversity Energy and
payback of storage are not defined as sales
relative to the Fuel Clause.

s = to tal kilowatt-hour sales during the six months ending 
vith the third month preceding the billing period. 

$0.007923 = Base cost of fuel per Kvh sold. 
T = adjustment for state taxes measuren by gross receipts: 

1.06383 

E 

ATTACH�ENT 3 
VIRGINIA ELECTRIC AND POWER CO"P�NY 

PROPOSED PUEL COST FOMUL A 

F = - - $0.01290 (T) (100) 
s 

Where: 

F Fuel adjustment factor in cents per kilowatt-hour 
E Fuel costs experienced during t he six months ending 

vitb the third month preceding the billing period, as 
foll ows: 
(A) Fossil and nuclear fuel consumed in the 

utility's ovn plants, and t he utility's share 
of fossil and nuclear fuei consumed in jointly 
owned or leased plants. The cost of fossil 
fuel shall include no items other than those 
listed in Acc ount 151 of the Commission's 
Uniform system of Accounts for Public 
Utilities. The cost of nuclear fuel shall be 
that as sh ovn in Account 518, except that if 
Accoun t 518 als o contains any expense f or 
fossil fuel which has already been included in 
the cost of fossil fuel, it shall be a.educted 
from this account. 

-Plus
(B) Purchased Power fuel costs such as those 

incurred in Unit Power and Limited Term Paver 
purchases where the fossil and nuclear fuel 
costs associated with e nergy purchased are 
identifiable and are identifie3. in the billing 
statement .. 

(CJ 
lli.§ 

Interchange Paver .fuel 
Term, Economy and Other 
purchased on ec onomic 

costs such as Short 
where the energy is 
dispatch basis; costs 
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such as fu el h andling, fuel a dditives and 
operating·and ■aintenance may be included. 

Energy receipts that do not involve money 
payments such as Diversity Energy and payback 
of Storage Energy are not defined as Purchased 
or Interchange Paver relative to the Fu el 
Clause., 

ftinus 

(D) The cost <Jffossil ·and na.cleal:' fuel recovered 
through intersystem sales including the fuel
costS related to economy energy sales and other
energy sold on an economic dispatch basis�_

Energy deliveries that do not involve billing
transactions such as Diversity Energy and
payback of storage are not defined as sales
relative to the Fuel Clause. 

S = total kilowatt-hour sales during the six months ending 
vith the third month preceding the billing period. 

$0.01290 = Base cost of fuel per Kvh sold. 
T = adjustment for state taxes measured by gross receipts: 

1. 06383 

APPENDIX C 

llfil:_I...._The Following Text is to B!L!,g�gg_to_�h�_Notic� of 
the July Rearillil to Set the August Fuel Adjustment Char�: 

On Say 18, 1978, the Commission entered an Order 
addressing several matters concerning the procedures 
followed in approving changes in the cost of fuel to 
utilities used in the generation of electricity. The 
Comm issi on ordered that its proposals to change the fuel 
adjustment charge pro cedure should be consolidated for 
hearing at the same time and place as the July hearing to 
set the August Fuel Adjustment charge. 

The present method of changing the f uel adjustmen t charges 
has crea ted much confusion and misunderstanding. The 
Commission has proposed to institute a new proced ure in 
which, under normal circumst ances, the fuel adjustment 
charge would be c hanged tvice a year, instead of monthly as 
is nov the case. The commission also proposes that a 
limited range "dead band 11 would be instituted so that, as 
long a s  fuel costs do not change mo re than the limits of 
t his band during a six-month period, interim changes in the 
fuel adjustment charge would not be made. 

The Commission proposes that the limits of the dead ban d  
should b e  plus o r  minus 0.1¢/Kvh, o r  plus o r  Jlinu s one 
dollar per thousand kilovatt-hqurs billed. If fuel costs 
cha nge rapidly enough within a six-month period to go 
outside the 11a.ead band," the Commission pro poses to allov 
the fuel charg e to be adjusted on the same basis that i s  nov 
used. 
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The Coa■ission also proposes to update the co■pany•s 
approved tariffs at six-■onth intervals in order to 
eliminate or, at least to ■ini■ize, the size of ■onthly fuel 
clause riders . 

In its Order of "ay 18, 1978, the Co■■is sion required that 
the Company file its testimony on or before June 30, 1978, 
and that the Public Staff and Intervenors file their 
testimony on or before July 7, 1978. 

PART II, The Abo1e Te1t Shall Also Be Added to_the Notice o1 
the June He�iJ!.g_!o set the JulI._tuel_Adjust11ent ��e_m.Jl 
ll�_ill!llin_su_!he following Raraqraph to th�-�-!h� 
Ab�:!!: 

The only matter to be considered in the June Hearing set 
in this Order is that of setting the July fu el adjust■ent 
charge. The ■atter of the proposed changes in the fuel 
.adiust■ent chaqe procedure is shown here in order to gi•e 
as ■uch notice as possible but will be heard in the July 
Fuel Adjust■ent Ch arge Rearing to be set at a later date. 

DOCKE T NO. E-2, SUB 316 
DOCKET HO. E-7, SOB 231 
DOCKET HO. E-22, SUB 216 

BEFORE TH E HORTH CAROLINA UTILITIES C Oft8ISSION 

In the 8atter of 
Application by Carolina Power & ) 
Light Coapany for Authority to ) 
Adjust Its Electric Rates and ) 
Charges Pursuant to G.S. 62-134 (e) ) 

Application by Duke Power Coapany 
for Authority to Adjust Its 
Electric Rates and Charges 
Pursuant to G. s. 6 2-134 (e) 

Application by Yirginia Electric 
and Power co■pany for Authority 
to Adjust Its Electric Rates and 
Charges Pursuant to G.S. 62-134 (e) 

PL ACE: co11■ission 
Carolina 

PHAS E II 

Hearing 

) 

) 

) 

) 

) 

) 

) 

) 

) 

) 

ORDER REVISHIG 
PLANT PERFOR"ANC E 
REV IElif PLA fl AIID 
ESTABLISHING RULE 
R8-46, A ND ORDER 
INITilTIIIG CHARGES IN 
PROC E DURE FOR FUE L 
COST RATE ADJUSTMENTS 
PURSUANT TO 
G. s. 62-134 (e) un
REVISING ROLE Rl-36

Roo■, Raleigh, North 

DATES: 1'0Ye11ber 2 1, 22, and 2 8, 1977; March 9, 1978; 
and July 20, 1978 

BEFf fRl!: Chair■an Robert K. Koger, Presiding; and 
Coa11issioners Ben E. Roney, Sarah Lindsay Tate, 
Leigh H. Ha■mond, John w. Winters, Robert 
Fischbach, and Edvard B. Hipp 
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DOCKET NO. E-2, SUB 316 

JI.PP'RARANCES: 

For the Applicant: 

William E. Graham, Jr., Senior Vice President 
and General Counsel, Carolina Paver & Light 
company, P. o. Box 1551, Ra1eigh, North 
Carolina 27602 

John T. Bode, Bode & Bode, P. A., P. o. Box 
391·, Raleigh, North Carolina 27602 

Joseph c. svidler and Edvard Berlin, Leva, 
Haves, Symington, Hartin & Oppenheimer, 
Attorneys at Lav, 815 Connecticut Avenue, N.R., 
Suite 1101, Washington, D. c. 20006 

For the Using and Consuming Public: 

Jerry B. Pruitt, Chief counsel, and Robert F. 
P age, Public staff - Legal Division, North 
Carolina Utilities Commission, P. o. Box 991, 
Raleigh, North Carolina 27602 

Prank cravley, Jesse c. Brake, and R ichard L. 
Griffin, North Carolina Attorney General's 
Office, P. o. Box 629, Raleigh, Horth Carolina 
27602 

DOCKET NO. E-7, SUB 231 

�PPEARANCES: 

For the Applicant: 

Steve c. Griffith, Jr., and George v. Ferguson, 
Jr., Duke- Power Company, P. o. Boz: 2178 ,, 

Charlotte, North Carolina 28242 

For the using and consuming Public: 

Theodore c •. Brovn, Jr., Public Staff - Legal 
Division ,, Horth Carolina Utilities Commission ,, 

P• o. Box 991, Raleigh, North Carolina 27602 

Frank cravley, Jesse c. Brake, and Richard L. 
Griffin, Horth Carolina Attorney General's 
Office, �- o. Box 629, Raleigh, North Carolina 
27602 
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DOCKET NO. E-22, SIJB 216 

APPEARANCES: 

?or the Applicant: 

131 

Guy T. Tripp III and Edgar Roach, Jr., Bunton & 
Williams, Attorneys at .Lav, P.O. Box 1535, 
Richmond ,. V_irginia 23212 

For the Osing and consuming Public: 

Theodore C. Brown, Jr., and Dwight 'A'. Allen, 
Public Staff - Legal Division, North C'arolina 
Utilities commission, P. a. Box 991, Raleigh, 
North Carolina 27602 

?rank Crawley and Ri:::::hard L. Griffin, Horth 
Carolina Attorney General's Office, P. o. Box 
629, 'Raleigh, North Carolina 27602 

DY THP. CO�ftISSION: This matter is before the commission 
as a result of a proposal filed by the Public staff during 
the October 1977 monthly fuel adjustment hearings for 
Carolina Power & Light Company, Duke Power company., and 
Virginia Electric and Power company (the  Companies). The 
companies pres ently apply for monthly adjustments in their 
respective fuel charges pursuant to North Caroli na G.S. 62-
134(e) and Commission Rule RR-45, both of which were 
ratified and adopted, respectively, in 1975. In its 
pre filed testimony, the Public Staff r ecommended a 
modification in the method us ed to determine monthly 
adjustments to fuel charges.. In essence, the . modification 
wou ld introduce the concept of generating plant performance 
crite ri� and evaluation into the procedure of arriving at an 
approvea fuel clause rider. Upon motion of the parties, the 
Public staff's recommended modification w as separated from 
the regular monthly hearing and was set as Phase II in this 
docke t for SE!parate and consolidated he arings. 

Hearings, i n  the format of a generic examinati on of the 
issues, were held on November 21, 22, and 28, 1977, with 
oral arguments on !'larch 9, 1978. The Public Staff presented 
one witness, Andrew W. Williams, Director of the Electric 
Division of t\le Public Staff. nuke Pover company (Duke} 
presented B. B. Parker, Duke President and chief Operating 
Officer; Austin c. Thi es, Duke Senior Vice President, 
Pro duction and Transmission; and ff. R. Stim art, Duke 
Controller. Carolina Power & Light company (CP&L) presented 
Shearon Harris, Chairman of the CP&L Board� Thomas R. 
Huqhes, Senior Consultant of ff. Zinder & Associ ates, inc.; 
Edvard G. Lilly, Jr., CP&L Senior Vice President and Chief 
Financial Officer; Lynn v. Eary, CP&l. l!anager of System 
Operations and Kaintenance; and James M. Davis, Jr., CP&L 
Manager of Rates and Service Practices. Virginia Electric 
and Power Company (Vepco) presented William R. Berry, Vepco 
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Senior Vice President, Commercial Operations; and Gary R. 
Keesecker, Vepco ftanager - Paver Supply. 

After consideration of these matters, The Commission, .hY 
Order of �ay 18, 1978, instituted a Base Load Power Plant 
Performance Review Plan effective June 1, 1978, and noticed 
for review a se■iannual fuel cost review system for 
incorporation into Rules R1-36 and R8-4.5. He.acing on the 
proposed semiannual fue1 cost review system vas held on 
July 20, 1978, coincident with the July fuel adjustment 
charge hearing.. 'At that time, further testimony vas 
received from �r. Williams and Mr. Stimart; testimony was 
teceived from T.W. Puckett, Vepco Director of Rate 
Applications; and memoranda were received from CP&L, Duke, 
and Vepco. 

PART I - PLAUT PERPOR"ANCE REVIEW 

Virginia Electric and Power Company presented evidence to 
indicate that there is at least one reason for reduced 
generation vhich is not covered in the Commission• s Base 
Load Paver Plant Performance Review Plan. This is the 
reduced generation which results when a generating plant is 
being brought up to full load from a cola start or greatly 
reduced generation level at which time the physical 
limitations on the system require it to be brought up to 
full heat slowly. Vepco also pointed out that North Anna 1 
was not included in the origina 1 version of the Plan. North 
Anna officially vent into commercial operation after the 
Commission's initial order instituting the Plan and is nov 
being used as a base load unit. 

FINDINGS OF FACT 

1. The Base Load Power Plant Performance Review Plan 
adopted ht the Commission on l'!ay 18, 1978, does not properly 
include .1.n its reporting format a place for reporting 
reduced generation due to start-up requirements and similar 
required reductions in load. 

2. The Plan did not require reporting of North Anna 
operations. 

CONCLUSIONS 

It is appropriate to indicate in the reporting format an 
area in vhich reductions in generation resulting from start
up and similar requirements may be properly reported. North 
Anna should be included in the reporting requirements as 
should base load units which subsequently reach commercial 
operation sb tus. The Base Load Power Plant Performance 
Beviev Plan should be formalized into a nev Rule RB-46. 
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PART II - CHANGES OF PROCEDURES 

In its Order of "ay 18, 1978, the Com■ission, on its ovn
■otion and in conjunction with these Phase II proceedings,
proposed that Rule 81-36 be modified. The Commission's
proposal was noticed to the public along with the notices
for the June 1978 fuel adjustment char ge hearing and the
July 1978 hearing . The testi■onies and 11e■oranda presented
in the July 20, 1978, hearing included evidence of the
different amounts of fuel costs w hich would have been
collected under the proposed plan and included statements in
support of th e proposed plan . Duke supported a ■odification 
of the plan in which the additional fossil fuel costs 
resu lting fro■ additional fossil generation required during 
refueling of nuclear generating units would be amortized
over the nuclear fuel cycle. The Public Staff supported 
this ■odification. However, Duke• s proposal tied t.his 
amortization to a moving base rather than the se■iannual 
calendar base originally proposed. This use of a ■oving 
base was opposed by the Public Staff. 

The Commission, in its "ay 18, 1978, Order, specifically 
requested "emoranda of Lav concerning the authority of the 
Co■ ■ission to i■pleaent its proposed semiannual fuel cost 
review plan. The "e■oranda filed by the parties were in 
agreement that the proposed plan dH not violate the rights 
of any party. 

l"INDI'NGS 01' FACT 

1. Barring adverse effects, either to consu■ers or to
the co■pan ies, electric rates c harged to consu■ers should be 
as si■ple, understandable, and practical as possible. 

2. The Commission h as received nu merous complaints 
concerning the present method of monthly changes in the fuel 
adjust■ent charge. This ■etho� has created ■uc h confusion 
and ■isunderstanding. 

3. one ■eans of reducing the confusion and 
misunders!anding is to change the procedure to allow for
changes in the fuel adjust■ent charge only once each six

■onths (barring any ■ajor fuel cost chan ges). Semiannual
hearings can be scheduled to review the level of fuel
charges, to revise th e basic ra te structures if changes have
occ urred, and to review in detail the procure■ent practices
of the utilities and the efficiency and perfor■ance of the
generating units, consistent vith the Co■■ission•s Base Load
Pow er Plant Perfor■ance Review Plan. The first se■iannual
hearing can be scheduled for Dece■ber 1978, vith the present
■ontbly hearings routinely scheduled through that date.

4. The S2■iannual Fuel Cost Review Plan preserves i ntact
the rights of all parties under G.S. 62-134(e). 11.ny party 
has the right to file for a change in rates based on fuel 
costs without regard to any preset hearing schedule if at
an y ti■e that party believes the "dead band" is not 
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operating fairly under the general provisions of G.S •. 62-
1Jq (e). 

5. If the Plan bad been in effect during the last 12
months, no par ty vould have bee n  unduly affected .. 

CONCI.USIONS 

With r8Sp:!Ct to the existing monthly fuel adjus t.■ent 
hearings and the subsequent changes in paver rates· resulting 
from these hearings, the Commission believes that the 
frequency of such changes in ra tes should be minimized for 
the co nvenience of .the consumer in ant icipating the level. of 
his paver bill. Also, it has been the experie nce of the 
Commission that the fuel adjustment charge component shovn 
on tbe customer's bill has been widely misunderstood. ftany 
consumers interpret the fuel adjustment charge to be the 
tot.al fuel component cost t hat the utility incurs in 
generating electricity. Slight cha nges in total costs of 
fuel can result in major changes in the incremental fuel 
adjustment charges on bills, particularly when nuclear 
plants are being refueled. In such eve nt ma ny customers 
then, unde rstandably, inqu ire as to hov fuel costs can go up 
over short periods of time at such a tr emendous percentage 
r ate (these pe rce ntages can easily be in the hundreds). As 
a result of such developments, much needless distrust and 
disharmony develop between t he utility and its customers. 
Hence, the commission concludes that consolidation of these 
he arings into semiannual hearings i n  order to reduce the 
frequency of changes is desirable. 

The Co mmission recognizes, howe'1er, that G .. S. 62-134 (e) 
provides protect ion from changes in fuel cost to both the 
consumers and the Compani es and that !=!ither the Companies or 
representatives of consumers (such as t h e  Pub lic Staff and 
the R.ttorney General) 11.ay file applications at any time to 
effect. a change in the fuel cost adjustmen t rider.. If, 
howe ver, th ese filings were made too frequently and in 
instances where fuel costs have changed only slightly, 
public misunderstanding would once again result. Thus , the 
Commission concludes that a n arrow bracket or range of 
slight fluct uations in fuel costs, denominated as a "dead 
band•" should be established for fuel adjustments, vithin 
which no action sh ould b e  taken to modify a current fuel• 
adjustment rider •. Based on its ovn reTie w of its files and 
past mon thly fuel adjustments for the Companies and the 
evidence presented in these heari ngs, the co1111ission 
concludes that a "dead band" can be appropriately 
established. 

It is anticipat e·d that the positive and negative 
fluctuations vithin this band will 'largely cancel out over 
ti me. Hove Yer, because of the extr emely fluid cost 
situation resu lting from the mine workers• strike, the 
Commissio n proposes that t he present mon thly hearing 
schedule, using thre e-month averages as test periods for 
determini ng a subsequent month's fuel adiustm�nt charges , 
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should be continued until December 1978. At that tiae, 
imp l_ementa tion of the six-month hearing sch edule, using a 
six-month test pertod, will be instituted. For the initial 
hearing, b oth a six-month and a three-month ba:se test per iod 
fo r fue l costs will be considered in order to ensure t ha t  
the effects of the miners• vage settlements are reflected in 
the subsequent fuel clause collec tion period. 

After this procedure is instituted, the Commission vill 
retain the right to allow adjustments on a monthly basis if 
radically changing circumstances so require. The Commission 
vill require that the monthly fuel cos'ts as n ov determine d 
(which are based on a test period consisting of the running 
average of cost data for the most recent three months for 
which data are available) co n tinue to be submitted eac h 
month t o. the Cot111.i ssi on. 

The commission has examin ed the fluctuations o.f the fue l 
adjustment charge over the last three years and the comment s 
of a ll parties on its proposal and conc ludes that, wh en a 
new six-month sche dule .is begun, mont hly adjustments betwe en 
regularly scheduled s emia nnual adjustments sh ould n ot be 
allowed unless unexpected rapid changes in fue l c osts occur 
and the fuel adjustment charge computed with a three-m onth 
base differs from the fuel adjustme nt charge in effect by 
more than 0'! 1001'!/Kvh (1.00 mil/Kwh). 

I.f the fuel adjustment ch arge compute d on a three-month 
base is more than 1.00 mil/Kvh be l ow the effe ctive charge, 
the Commissi on concludes that the change would be requir ed. 
Tt is anticipa ted that hearings would not be necessary on 
such rat e decreas es. 

The Commission t:urther concludes that, a t  these s-tx-month 
hearin gs, the fuel cost riders should be zeroed o ut or , in 
other words, inc o rporated in the bas ic tariffs. 

If the change in fnel costs for any month, compu ted as 
stated above, does not exce ed the 1.00 mil/�vh limit, then 
the Commission vould expect neither the utility nor any 
at her party to file f or a change in the fuel :::ost component 
in the electric rates. Variations ontside the band are 
expected to he handled as described above. The Commission 
reiterates its finding that any party would have the right 
to file for a change in the fae l cost component of the rates 
without r egard t o  any preset hearing schedule if at any time 
the utility or any party beli eves tha t  the band is not 
operating fairly under the general pr ovisions of G.S. 62-
134 (e}. 

The Commissi on concludes that the in itial hear�ng under 
the six-montJ:t schedule should occur in Dece mber 1978. 
Simply st ated, the Commissi on will hereby modify current 
procedures so tha t: (1) the Comnlission would normally use a 
six-month bas e period rather than three, (2) the Commission 
would schedul e hearings every six months, rather than 
monthly, with possible interim he arings if emergencies 
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arise, and (3) the commission would update the basic rates 
each six months to incorporate changed fuel costs rather 
than updating these rates only in general rate cases and 
using the fuel clause rider. This should prevent large 
positive or negative fuel adjustment riders which tend to be 
both con£using and unsatisfactory to consumers in terms of 
being able to plan on the probable level of electricity 
costs. 

IT IS, THEREFORE, ORDERED: 

PART I 

1. T·hat the Base I.oad Paver Plant Perf ormance Review
Plan instituted effective June 1, 1978, shall be revised and 
incorporated into a new Rule R8-IJ6 in accordance vith 
Appendix A attached hereto, effective August 1, 1978. 

PART II 

1. That Rule Rl-36 shall be revised to include the
effects of the new semiannua 1 plan b.y adding a nev paragraph 
(c) in accorda nce with Appendix B attached hereto. This

revision shall become effective vith the December 1978 
hearin gs to set the J anuary 1979 fuel adjustment charges.

2. That the Fuel Cost Formulas shown in Attachmen ts 1,
2, and 3 shall be used to implement the Semiannual Fuel cost 
Review Plan effective vith the December 1978 hearings to set 
the January 1979 fuel adjustment charges. 

ISSUED BY ORDER OF THE conMISSION.

This the 4th day of August , 1978. 

(SEAL) 
NORTH CAROLINA UTILITIES COMftISSION 
Katherine !!. Peele, Chief Clerk 

A?PENDIX A 

Rule RB-46. Base Load Paver Plant Performance Reviev 
lli!!• - (a) EveCJelectrical-PUblic utility vhich uses 
fossil or nuclear fuel, oc both, in the generation of 

.electrical pover shall, on or before the 25th day of each 
month, file a Base Load Paver Plant Perf ormance Report as 
required in paragraph (el below. 

(b) The Public Staff should review the base load unit
operating performance. 

(c) If the nuclear capacity factors for the six months
and the 12 months ending with October or April, as 
appropriate, are less than 601, or upon "otion by the 
Commission, the Public Staff, or another party, the 
Commission will review the per formance of the system's ba se 
load generating plants during the next semiannu1l fuel 
adjustment bearing, December or June, as appropriate. Both 
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the Public Staff and the affected utility will be required 
to present to the Co■■ission an explanation and co■■ents 
concerning the causes of the low performance and concerning 
any remedial actions talcen. 

(d) If the Co1111ission finds that responsibility for some
or all of the poor perfor■ance lies with the utility because 
of management practices deemed to be imprudent, the 
Com■ission ■ay dis allow some or all of the cost of below 
mini■um performance, as approoriate. In deter■ining the 
amount of this adjust■ent, the Commissi on considers the 
following as relevant factors: the time of the outage, its 
duration, the magnitude of the cost, the ■ini■u■ capacity 
level at vhich nuclear generation "brealcs even" with coal
fired generation on an economic basis, prior performance of 
the uni t, the vintage of the units, and the general 
diligence and responsibility of ■anage11ent. The Com■ission 
vil l also consider other relevant factors suggested by the 
parties. 

(e) Requirements for Base L oad Power Plant Perfor■ance 
Report. - The following shall be separat ely reported for 
fossil generation and nuclear generation. 

( 1) List e ach outage during the monthly period and 
include: 

(i) 
(ii) 
(iii) 

(iv) 

Duration of each outage, 
cause of each outa ge, 
Explanation for occurr ence of cause, if known, 
and 
Re■edial action to prevent recurrence of 
outage, if any.

Mote: List scheduled outages before forced outages. 

(2) Proviite the following information for the
monthly per iod and provide a summary for the three-month, 
six-■onth, and the 12-month periods ending with the 
current ■onth: 

(i) 

(ii) 
(iii ) 
(iv ) 

(v) 
(vi ) 

('fii) 

ltaxi■u■ dependa ble capacity (!!DC) in 
ltegawatts ("w), 
ffours in per iod, 
ltegavatt-hours (!vh) generated in the period, 
!wh not generated due to scheduled outages ,
ltvh not generated due to forced outages, 
ltwh not generated due to economic dispatch
or other causes, a nd
Total ltwh possible in period ( (i) x (ii)).

Note: Provi de (i) through (vii) in the units 
required and provide (iii) through (vi) 
as a percent of (vii). 

(3} The base lo ad plants to be included in the report are 
the following: CP&L - Rox boro, Robinson 2, Brunswick; Duke 
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Belevs Creek, Oconee; Vepco - Ht. 
�nna. Subsequent base loaded plants 
beginning with their first full calendar 
operation. 

'Rule R1-36. 
£2§.1 of Fuel

APPENDIX B 

(c) Semiannual Fuel cost Review Plan: 

Storm, Surry, North 
shall be reported 
month of commercial 

(1) Changes of rates based solely o n  the cost of fuel
pursuant. to G.S. 62-134(e) shall normally occur at six-month 
intervals, at vb.ich time the changes in fuel costs shall be 
rolled into the basic rat.es to be charged for the succeeding 
six-month period and the Fuel Adjustment Charges (PAC} shal.l 
be zeroed. The following shall be the normal hearing 
schedules, base test. p eriods and billing periods. 

6-Month Base 
J:est P�i!P-_ Bi1filg Perigg 

filay - Octob er 
November - April 

Dec ember 
June 

January - June 
July - December 

(2) In any month in vh ich the FlC that would result from
use of a three-month base test period differs from the FAC 
which would be effective under the normal Semiannual Fuel 
Cost· Review Plan· outlined in (c) (1) above by more than 
0.1 OOit/Kwh (1.00 miVKvh). the Co1111ission will take t he 
fol loving actions: 

(i) If the three-month based PAC exceeds the six-month 
based FAC by more than 1. 00 mil/Kvh, consider
allowing use of the th ree-month test period to set
the 'PAC for the following month. or 

(ii) If the
mil/Kvh
t h e  use
for the 

three-month based PAC is more than 1.00 
less than the six-month based FAC, require 
of the three-month test period to set the PAC 
following month. 

(3) During the month in which the two
(c) (2) above are no longe r app licable, the PAC
back to the charge which voold otherwise
effe ct. 

ex ceptions in 
vill rever t 
have been in 

(4) Nothing in this rule shall be construe d  to limit th e 
right of an:y party t.o file at any time u nder the provisions, 
of G.s. 62-134(e}. However, it is expected that filings 
will be limited to the scheduled s emiannual hearings unless 
the exceptions (c) (2) or matters of e xtreme emergency arise. 
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RATES 

ATTA CH a EJIT 1 
CAROLINA POWER AND LIGHT CO�PANY 

FUEL COST FORMULA 

- $0.00680 (Tl (100) 

139 

F Fuel adjustment in cents per Jcilovatt-hour 
E Fuel costs experienced during the six months ending 

vith the third month preceding the billing period, as 
f ollovs: 
(A) Fossil and nuclear fuel consumed in the

utility's ovn plants, and the utili ty's share
of fossil and nuclear fuel consu11ed in jointly
owned or leased plants. The cost of fossil
fuel shall include no items other than those
liste d in Account 151 of the commission •s 
Uniform System of Ac counts for Public 
Utilities. The cost of nuclear fuel shall be 
that as shown in A.ccoun t 518, excl uding 
estimated costs and salvage value associated 
with reprocessing and disposal of the nuclear 
fuel and by-products and re ntal payments on 
leased nuclear fuel and e:r.cept that, if Account 
518 also contains any expense for fossil fuel 
vhich has already been included in the cost of 
fossil fuel, it shall be deducted from this 
acco unt. 

Plus 
(B) l?urchased Power fuel cost s suc h as those 

incurred in Unit Paver and ti11ited Term Pover 
purchases vhere the fossil an d nuclear fuel 
costs associated vith energy purchased are 
identifiable and are identified in the billing 
statement. 

Plus 
(C) InterchangePover fuel costs such as Short

Te rm, Rconomy and Other where the energy is
purchased on economic dispatch basis; costs
such as fuel handling, fuel additives, and 
o perating and maintenance may he included.

Energy receipts that do not involve money
payments such as Diversity En ergy and payback 
of St ora ge Energy are not defined as Purchased 
or Interchange Power relative to the Fuel
Clause.

l'!inus 
(D) The cost offossil and nuclear fuel recover ed 

through intersystem sales including the fuel 
costs related to economy energy sales and other 
energy sold on an economic dispatch basis.

Energy deliveries 
transactions such 

that do not involve billing
as Diversity En ergy and 
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payback of s torage are not defined as sales 
relative to the Puel Clause. 

s = total ki1ovatt-hour sales during the six months ending. 
vith the third month preceding the billing period. 

!0�00680 = Base cost of fuel per Kvh sold. 
T = adjustment for state taxes measured by gross receipts:

1.06383 

E 

ATTACBnNT 2 
DUKE POWER CO!PAHY 
FU EL COST FOR�UL A 

F = - - !0.007923 (Tl (100) 
s 

Where: 

F Fuel adjus tment in cents per ki lovat t-hour 
E Fuel costs experienced during the six months ending 

vith the third month preceding the billing period, as 
follows: 
(A) , Passi 1 and nuclear fuel consumed in the 

utility's ovn plants, and the utility's share 
of fossil and nuclear fuel consumed in jointly 
owned or leased plant s. The cost of fossil 
fuel sh all include no items other than those 
listed in Account 151 of the· Commissi on• s 
Uniform Systeu of Accounts for Public Utilities 
and Licens ees. Th e cost of nuclear fuel shall 
be t hat as shown in Account 518 ,excluding 
rental payments on leased nuclear fuel 
(interest) and except tbat if Account 518 also 
co�t ains any expense for fossil fuel vhich has 
alrea dy been included in the cost of fossil
fuel, it sh all he deducted from this account. 

Plus 
(B) Purch ased �wer fuel costs such as those

incurred in Unit Pow0r and Limited Term Paver
purchases vhere the foss il and nuclear fuel
cos ts associat ed wit h energy purchased are 
identifiable and are identified in the billing 
statement. 

(C) Interchange Pover fuel costs such as Short 
Term, Economy an d Other vhere the energy is
purchased on econo•ic dispatch basis; costs 
such as fuel handling. fuel a dditives and 
operating and mainten ance may be included .... 

money 
payback 

Purchased 
the Fuel 

Energy receipts that do not involve 
paymen ts such as Diversity Energy and 
of Storage Energy are not defined as 
or Interchange Pover relative to 
·clause •. 
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!!inus 
(D) The cost offossil and nuclear fuel reco Tered

through intersyste■ sales including the fuel
cos t s  related to econo■y energy sa les and other
energy sold on an econo■ic dispat ch basis.

Energy deliTeries that do not in TolTe billing
transactions such as OiTersity Energy and
payback of storage are not defined as sa les
relatiTe to the Fuel Clause. 

s = tota l kilowatt-hour sales during the six ■onths ending 
vith the third month preceding the billing period. 

$0.007923 = Base cost of fuel per Kvh sold. 
T = adjust■ent for state taxes ■easured by gross receipts: 

1.06383 

E 

ATTACH1'E!IT 3 
VIRGiltH ELECTRIC AllD POWER C O!!PAllY 

PU EL COST PORl'IULA 

F = - - $0.0129 0 (T) (100) 
s 

Where: 

P Fuel adjust■ent fact or in cents per ltilovatt-hour 
E Fuel costs experien ced during the six ■onths ending 

with the third ■onth preceding the billing period, 
as f ollows: 
(A) Fossil and nuclear fuel consu■ed in the 

utility's own plants, and the utility's share
of fossil an d nuclear fuel consn■ed in jointly
ovned or leased plants. The cost of fossil
fuel shall include no ite■s other than those
listed in Account 151 of the co■■is sion•s
Uniform syste■ of Accounts for Public
Utilities. The cost of nuclear fuel shall be
that as shown in Account 518, except that if
Account 518 also contains any expense for
fossil fuel which has already been included in
the cost of fossil fuel, it shall be deducted
fro■ this account.

Plus
(B) Purchased Power fuel costs such as those

incurred in Unit Pover and Li■ited T era power
purchases where the fossil and nuclear fuel
costs asso ciated with energy purchased are
identifiable and are identified in the billing
state■ent. 

Plus 
(C) Interchang e  Pover fuel costs such as Short

Ter■, Econo■y an d other where the energy is
purchased on econo■ic dispatch basis; costs
such as fuel handling, fuel a dditiTes a nd
operating and ■aintena nce ■ay be included.
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Energy receipts tha t do not invo1ve money 
payments such a s  Diversity Energy and payback 
of storage Bnergt are not defined as purchased 
or Interchange power relative to the Fuel 
c lause. 

ffinus 
(Dl The cost of fossil and nuclear fuel recovered 

through intersyste11 sales including the fuel 
costs related to economy energy sales and other 
energy sold on an economic dispatch basis. 

'Energy deliveries that do not involve billing 
transactions such as Diversity Energy and 
payback of storage are not defined as sales 
rela tive to the Puel Clause. 

S = total kilowatt-hour sales during the si.X months ending 
vith the thir d nonth preceding the billing period. 

!O. 01290 = Base cost of fuel per Kwh sold.
T = adjustment for state taxes measured by gross receipts:

1. 06383

DOCKET NO. Fr-7, SUB 237 

BEFORE TRR NORTH CAROLINA UTILITIES co��ISSION 

In the !atter of 
�pplication of Duke Pover Company for an 
Adjustment of Its Rates and Charges in 
Its Service Area Within North Carolina 

ORDER GRANTING 
PARTIAL INCREASE 
TN RATES 

HEARD IN: county commissioners• Room, 6th Floor, Durham 
county office Building, 220 Bast lfain Street, 
Durham, North Carolina, on June 19 , 1978 

District Courtroom, Basement Floo r, ftcDovell 
county courthouse, Karion, Rorth Carolina, on 
June 20, 1978 

"ain courtroom, 
100 Block of "ain 
Carolina, on June 

Henderson county courthouse, 
Street, Hendersonville, Horth 
20, 1978 

Board Room, 4th Floor, Educati on Center, 701 
East second Street, Charlotte, North carolina, 
on June 21, 1978 

courtroom 
courthouse, 
Greensboro, 

3-A, 
Ho. 

North 

3rd Floor, Guilford 
2 Governmental 

Carolina, on Jane 22, 

County 
Plaza, 

1978 

The Commission Hearing Boom, Dobb s Building, 
430 North Salisbury street, Raleigh, Worth 
Carolina, on July 5-7, 11-111, and 18-19, 1978 
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For: Kimberly-Clark Corporation, Air Products & 

Chemicals, Inc. , Union Carbide 
corporation, Olin corporation, America n 
cyanau.id Company, BASF Wyandotte 
corporation, ovens-Illinois, Inc., PPG 
Industries, Inc., and Weyerhaeuser Company 

Amy L. Cox, Staff Attorney, Greensboro Legal 
Aid Foundation, 917 Southeastern Building, 
Greensboro, Horth Carolina 27401 
For: Carolina Action-Greensboro 
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Dennis P. ftyers, Associate Attorney 
and Frank Crawley, Associate Attorney 
Department of Justice, P.O. Box 629, 
North Carolina 27602 
For: The Using and Consuming Public 

Gen eral, 
General, 
Raleigh, 

Dwight M. Allen and 
staff Attorneys-Public 
Utilities Commission, 
North Carolina 27602 

Theodore C. Brown, Jr., 
Staff, North Carolina 
P.O. Box 991, Raleigh, 

For: The Using and consuming Public 

BY THE COMftTSSION: This proceeding is before the 
Commission upon the application of  Duke Power Company 
(he reinafter called the Applicant, the Company, or Duke) 
filed on January 30, 1978, to adjust and inc rease its 
electr ic rates and char ges for its retail customers in North 
Carolina. This increase in retail rates and charges vas 
designed t o  produce approximately $70,462,000 of additional 
annual revenues from the company•s North Carolina retai l 
operations when applied to a test period consisting of the 
12 months ended September 30, 1977. The company requested 
that such increased rates be allo�ed to take effect on bills 
re ndered on and after �arch 1, 1978. 

The Commission, being of the opinion that the increases in· 
rates and charges proposed by Duke were matters affecting 
the public interest, by Order issued on February 21, 1978, 
declared the applicat ion to be a general r ate case pursuant 
to G.S. 62-137, suspended the proposed rate increases for a 
period of 270 days, set the matter for hearing before the 
Co mmission beginning on June 19, 1978, required Duke to give 
notice of such hearing by newspaper publications and by 
appropriate bill inserts, established the test period to be 
used in the proceeding, ana required protests or 
interventions to be filled in accordance vith the commission 
Rules and Regulation s. 

Notice of Intervention in this docket va s given by the 
Attorney General of North Carolina on behalf of the Using 
and consuming Public on February 1, 1978. On February B, 
1978, the Public Staff, by and through its Executive 
Director, Hugh �. Wells, filed Notice of Intervention on 
behalf o f  the Usin g and consuming Public. The Intervention 
of the Attorney General was recognized by the Commission 
orally on July 5, 1978. The Intervention of the Public 
Staff is deemed recognized pursuant to Role R1-19(el of the 
Commission Rules and Regulations. 

By Petition filed March 6, 1978, Great Lakes carbon 
Corporation petitioned to intervene and protest and object 
to any increase in rates. on �arch 10, 1978, the Commission 
by Order allowed Great Lakes Carbon to intervene. On April 
21, 1978, Petition for Leave to Intervene in this docket vas 
filed by the North Carolina Textile Manufacturers 
Association, Inc.; the commission allowed the Petition on 
April 26, 1978. 
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on April 27, 1978, the llorth Carolina Oil Jobbers 
Ass ociation and Berico fuels, Inc., filed a Petition to 
Intervene, said Intervention being allow ed by Order of the 
Com mission on "ay 5, 1978. Also, at the time of filing the 
Pet ition to Intervene, the llorth Carolina Oil Jobbers 
Association and Berico ¥uels, Inc., moved by written "otion 
that the co■■ission issue an Order requiring Duke to file 
with the Co■■ission and introduce into evidence as a part of 
the case fully distributed cost of service studies for the 
test year. Duke answered the "otion on l!ay 12, 1978, and, 
subsequent ly, the Coaaission ordered Duke on ftay 16, 1978, 
to file cost-of-service studies for the year 1976 based on 
winter systea peak demand. Duke complied with the Order on 
June 1, 1978, filing 1976 fully distributed cost-of-service 
stu dies and proposed rates based on winter syste■ peak. 

The City of Durham filed a Petition for Leave to Intervene 
on ftay 9, 1978, and on ftay 12, 1978, an Oeder was issued 
allowing the Intervention. Carolina Action-Green sboro filed 
on June 13, 1978, a Petition to Intervene and on June 15, 
1978, the Commission allowed the Intervention. A joint 
Petition to Intervene by Kimberly-Clark corporation, Air 
Products and Che11icals, Inc. , Union carbide corporation, 
American cyana■id Co■pany, BASF Wyandotte Corporation, Olin 
Corp., Ovens-Illinois, Inc., and PPG Industries, Inc •• was 
filed on June 21, 1978, and by Co■■ission order of June 27, 
1978, the joint Petition was allowed. Subseguently, on 
July 5, 1978, a Petition to Intervene was filed by 
Weyerhaeuser Co■pany, and the Intervention was recogni�ed 
orally by the co■11ission on July 5, 1978. 

Out-of-town hearings were conducted by the Commission for 
the purpose of receiving testi■ony from me■bers of the Using 
and Consu■ing Public with regard to Duke's proposed rate 
increases. The first such hearing was held in Durha■, Korth 
Carolina, at 7:30 p. •·, on June 19, 1978; the se::ond in 
"arion, !forth Carolina, on June 20, 1978, at 2:00 p.1.; the 
third in Hendersonville, Worth Carolina, on June 20, 1978, 
at 7:30 p.a.; the fourth on June 21, 1978, in Charlotte, 
North Carolina, at 2:00 p.a. and 7:30 p.a.; and the fifth 
hearing in Greensboro, Horth Carolina, on June 22, 1978, at 
2:00 p.a. and 7:30 p.■• Approximately 240 witnesses 
appeared and testified at the out-of-town hearings; some of 
the witnesses testified in favor of Duke's proposed 
increases, while other witnesses testified against the 
Co■pany•s proposals. 

The matter ca■ e on for hearing in the Co■aission Rearing 
Foo■, Dobbs Building, Raleigh, Horth Carolina, on July 5, 
1978, at 10:00 a.a. Duke Power Company offered the 
testimony and exhibits of the following witnesses: Carl 
Hoen, Jr., Chair■an of the Board of Duke Power coapany and 
its Chief Executive Officer; Willia■ s. Lee, President and 
Chief Openting Officer; Willia■ Grigg, Senior Vice 
President-Legal and Finance, all three of who■ testified as 
to the co■pany•s need for the proposed rate increases, its 
construction progra■, the efficiency of its operations, and 
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its financial condition and overall general cocporate 
policy. Dr. Charles E. Olson, an economist with H. Zinder 
and Associates, Incw, Economic and Engineering Consultants, 
vho testified to the fair rate of return required by Duke
Power company; •R'.R. Stimart, Controller of Duke ,. vho 
testified to the cesul ts of the Comp any• s accounting 
operations and the historical test year data; H.T. Hatley, 
Jr., Manager of the Rate Department ., and Donald H. Denton, 
Vice President of Karketing, both of vhom testified as a 
panel vith respect to rates, ca te design, the Company• s nev 
residential conservation rate schedule, and its Loa d 
Management Program; .John B. Gillett, a partner with the 
engineering firm of Whitman, Requardt and Associates of 
Baltimore, "aryland, vho testified as to his estimate of the 
replacement cost of the capital plant of the Company derived 
by trending the oriqinal cost of said plant. 

The Public Staff offered the testimony and exhibits of the 
following witnesses: carol L. Kimball, Public Utili ties 
Compl.aint �nalyst for the consum·er Services Di vision of the 
Public staff, who testified with respect to the number and 
type s of complaints received on Duke; J. Reed Bumgarner, 
Distribution Engi�eer vith the Public Staff's Electric 
Div ision, who testified to cost-of-service and 
jurisdictional allocation studies and to probable future 
revenues and expenses applicable to electric plant i n  
service at the end of the test period; Dr. John W. Wilson, 
President of J.W. Wilson and Associates, Inc., Washington, 
D.C., economist, who testified to rate of return and cost of
capital; Dennis J. Nightingale, Utilities Engineer, Electric 
Division of the Public Staff, who testified to the 
reasonableness of Dut:e•s pro duction plant in service and 
proposed construction schedule; N. Edvard Tucker, .Jr., 
U1'.ilities Engineer, Electric Division of the Public Staff, 
who testified to the allocation of the requested rate 
increases between the various rate classes and to the design 
of the rate schedules proposed by the company; Andrew W. 
Williams, Director of the Electric Division of the Public 
Staff, vho testified to Duke's fuel procureMent activities, 
fuel inventory levels in the test year, fuel cost adjustment 
formula, and expenses related to disposal of spent nuclear 
fue-1. I!. D. Coleman, Director of the Accounting Di vision of 
the Public Staff, William E. Carter, Jr., Assistant 
Director of the !ccounting Division of the Public Staff, and 
William if. Winters, staff Accountant, Accounti:-ng Division Of 
the Public Staff, all of whom appeared together as a panel 
and gave testimony as to the Public Staff's investigation 
and analyses of the Comp any's original cost net investment, 
revenues and expenses. rates of return under present and 
proposed rates, rate-making treatment for cost-free capi tal, 
proper level of allowance for working capi tal, and the 
appropriate rate-making treatment which should be accorded 
the unamor tized J ob Development Credits (JDC). The Public 
Staff also presented the testimony and exhibits of Joel. c�_ I
New, Programs Administrator with the State Economic 
Opportunity Office, Departmen t of Natural Resources and� 
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commun ity Development, vho testified to statistical data and 
current information on the State's lov income citizens. 

The Attorney General offered the t est imony and exhibits of 
John Crosland, Jr., a builder and _developer from Charlotte, 
Horth Carolina, with respect fo Duke's proposed RC rate 
Schedule and to the costs in building nev stru ctures and in 
retrofitting old st:cuctures for conservation of energy. 
Intervenor Nort h Carolina Textile Manufacturers Associat ion , 
Inc., offered the testimony and exhibits of H .. Ran dolph 
Currin, Jr., Vice-President, Financial Services, of Booth 
and �ssociates, Inc., vith respect to a recommended rate of 
return and cost of capit al for Duke Paver Company. 
Int ervenor Carolina Action of Greensboro offered the 
testimony and exhibits of Dr. James Pl. Watts, A.ssistant 
Professor of Economics, UNC at Greensboro, and Dr. John L. 
Neufeld, Assistant Professor of Economics, UNC at 
Greensboro, sitting as a panel, in respect to rate design 
equity and efficiency. 

In rebuttal to the testi mony on rate of return by Public 
staff witness R'ilson, Duke offered the testimony and 
exhibits of the folloving vitnesses: Richard H. Jenrette, 
Chairman of the Board and Chief Executive Officer of 
Donaldson, Lufkin and Jenrette, Inc.; Norman Greenberg, Vice 
President - Research, Drexel Burnham Lambert, Inc.; William 
H. Reaves, President of W.R. Reaves and company, Inc.: aary
A. Dunlea, Vice President, Research Department, Bache Halsey
Stuart Shields, Inc.: and Dr. Edvard W. Ericks on, Professor
of Economics, North Carolina State IJniversity. Duke also 
offered in rebuttal to the Public Staff's testimony on 
unamortized JDC the testimony of Dlincan Le nnon, Tax Counsel
and Head of the Tax Department, Duke Paver Company. Lastly, 
the company offere d the testimony an'.! exhibits of Richard
Walker, CPA and partner in Arthur Anderson and Company, and
W.R. Stimart, Controller, Dulce Power Company, in rebuttal to
tlie Public staff's testimony on the proper level of
allowa nce for working capital and on opecati ng expenses.
Surrebuttal testimony and exhib its of �.D. Coleman,
Director of Acco unting, Public Staff, vere offered in
respect to comments and statem ents in the rebuttal testimony
of W.R. Stimart and Richard Walker as it related to th e
proper allowance for working capital ..

·oral arguments were scheduled by the C ommission, vith
consent of al.l par,ties, and ve:ce held in the Commission 
Rearing Room, Dobbs Building, on July 26, 1978, at 9:00 a. m. 
Arguments vere presented on behalf of the Company, the North 
Carolina Textile rtanufacturers Association, Inc., the North 
Carolina Oil Jobbers Association, Kimberly-Clark 
corporatio n, Air Products an d Chemicals, Inc., Onion Carbide 
co:c poration, o 11n C orporation, 1\merican Cya namid company, 
BAS'P Wyandott e corporation, ovens-Illinoi s, Inc., PPG 
Industries, Inc., Weyerhaeuser Company, and the Public S taff 
for the Using and consuming Public. 
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Based on the foregoing, the verified application, the 
testimony and exhibits rece ived into evidence at the 
hearings, and the Co11mission 1 s entic-e record vith regard to 
this proceeding, the Commission now makes the following 

FINDINGS OP FACT 

1. Duke Paver company is a duly licensed public utility,
subject to the jurisdiction of tbis Commission, and holds a 
ft:-anchise to provide ,electric utility service in the State 
of North Ca rolina. 

2. The test period for this proceeding 
period end�ng September 30, 1977. Duke 
in�rease in its rates and charges to North 
customers of approximately $70, Ei62, 000 based 
in the test period. 

is the 12-mont:h 
is seeking an 
Carolina retail 

on opera ti on s 

3. The reas onable original cos t of Duke's North Carolina
retail electric plant in service is $2,277,901,000. Prom 
this amount should be d educted the acctimulated provision for 
depreciation and amortization of $642,624,000 and cost-free 
capital of $16q,659,000 resulting in a reasonable original 
cost less depreciation and amortization a nd cost-free 
capital of $1,465,618,000. 

4. The reasonabl e allova nce for working capital is
$147,845,000. 

s. 

Duke• s 
to the 

The reasonable r eplacement cost less depreciation of 
plant used and useful in providing electric service 
retail customers of North Carolina is $2,231,400,000. 

6� The fair value of Dnke 1s plant used and useful in 
providing electric service to the ret ail customers in North 
Carolina is $1,814,114,000. The fair value of Duke's plant. 
is derived by giving a 7/10 weighting t o  the reasonable 
original cost less depreciation of $1,635,277,000 and by 
giving a 3/10 weighting to the reasonable replacement. cost 
less depreciation of $2,231,400,000. The fair value derived 
from this method includes a reasonable fair value increment 
of $178,837 ,000.

7. The fair value of Duke's rate base used and useful in
providing electric service to the retail customers of North 
Carolina is $1,792,300,000, which sum is composed of the 
fair value of Duke's plant of $1,814,114,000 plus a 
reasonable vorting capital allowance of $147,845,000 less 
cost-free capital of $169,659 ,o 00. 

B. Duke •s approximate gross revenues for the test year,
after accounting and pro form.a adjustments, are $765,330,000 
under the present rates and $805,657,000 under the approved 
rates. 

9. The level of Duke's operating revenue ded�ctions
after accounting .and pro foraa adjustments, including taxes 
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and interest on customer deposits , is S622,910,000 which 
includes an aaount of $73,649,000 for actual investment 
currentlr consaaed through reasonable actual depreciation. 

10. The unaaortized JDC should earn the overall rate of
return. 

11. The capital structure which is proper for use in this
proceeding is the following: 

lln 
(a) 

Long-tera debt 
Preferred stock 
Common equity 

Total 

-f!H�!!.!
(b) 

50.001
n.oo,

37.oo,

100.00, 

12. When the excess of the fair value of the companr•s
pro pertr used and useful at the end of the test rear over 
and above the original cost net investmen t (fair value 
increaent) of S178,837,000 is added to the equity coaponent 
of the original cost net investaent, the resulting fair 
value capital structure is as f ollows: 

U�.! 
( a) 

Long-tera debt 
Preferred stock 
Comaon egui ty 

Total 

���1 
(b) 

45. 01"
11 .701

_!3,291
100.001 

13. The proper eabedded cost rates for long-tera debt and
preferred stock are 7.871 and 7.79"• respectively. 

14. The fair rate of return that Dulce should have the
opportunitr to earn on the fair value of its worth Carolina 
investaent for retail operations is 8.981 vhich requires an 
increase in annual revenues fro• Horth Carolina retail 
custoaers of $40,327,000 based upon t he historical test rear 
(12 aonths ended September 30, 1q77) level of operations as 

adjusted for knovn changes subsequent ther eto. This rate of 
return on the fair value of Dulce's property yields a fair 
rate of return on the fair valu e equity of Duke of 
approxiaately 10.461. The full 1aount of ad1itional 
revenues requested br Dulce in this proceeding would produce 
rates of return in excess of those hereinabove approved and , 
hence, are unjust and unreasonable. 

15. Dulce's fuel procureaent activities and practices are
reasonable and are in accordance with siailar practices 
previously reviewed by this Coa aission. 

16. In light of the current Federal policies to disallow
nuclear fuel reprocessing, it is reasonable to include in 
the total cost of nuclear fuel soae estiaated cost of 
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permanent disposal of the radioactive materi al resulting 
from nuclear plant operations. 

17. Estimates for the cos� of disposal. of nuclear plant 
vast_es (spent fuel) should be excluded from fuel cost 
adjustment proceedings pursuant to G. S. 62-134 (e) and 
incorporated as a fixed component of the basic rate at a 
level of 0.0323¢/Kvh.. similarly, an additional amount of 
o. O 126¢/Kvh should be identified in the basic rates to 
reflect the 10-year amortization of disposal costs rel ated 
to spent nuclear fuel. 

18. The proper base fuel cost level to be incorporated
into the basic rate design and the recommended fuel cost 
adjustment formula (G.s. 62-134 (e)); including only the 
actual initial cost of nucle ar fuel based on the adjusted 
test year cost levels which is appropriate for use in t.his 
proceeding, is 0.9284¢/Kvh. 

19. The proper and appropriate approved fuel charge to be
applied to the basic rates approv ed herein durin g the 
September 1978 billing month is a cha rge of 0.1068¢ per 
l';ilovatt-hoor of sales. 

2 O. The service provided by Duke is good, and the 
company's response to cus tomer complaints reTeals that a 
tbo:cough inquiry is made into each complaint. 

21. Duke should be di rect ed to file an annual cost of 
serv ice study based on the annual winter coincident peak in 
addition to the annual study based on the summer peak. Duke 
should be directed to begin collecting d ata which vill 
enable it to produce cost-of-service studies based on 
averages of multiple coincident peaks for sub■ission and 
consideration in future rate case proceedings. 

22. The design of appropriate rate schedules to effect
the collection of revenues found to be fair and reasonable 
should include consideration of: ( 1) cost of service 
studies based on fully distributed book costs, (2) marginal 
costs of supplying additiona l  units of power, (3) historical 
rate trends, (ll) stability of cost reco•ery, and 
(S} understandability. 

23. The rate schedules adopted herein vill result in each
classification of customers, i.e., residential, commercial, 
etc., earning approximately the same rate of return based on 
the fully distributed book cost of service studies. 

24. lil'ithin the rate s chedules, the marginal costs of
prov idin g additional units of paver have been given 
consideration and, as a result, it vas found that the 
discounts in the end usage blocks in the R, RW, RA, and RC 
should be reduced to produce a general flattening .in the 
rate schedules. 
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25. The establishment of an SST rat e  scheaule limited to 
the elde rly, tha blina, or t he handicapped vho meet certain 
Federal poverty guidelines is jus tified on the basis (1) 
that their usage is i�elastic and un responsive to price 
changes, and (2) that establishment of such a rate schedµle 
will allow the Commission to collect meaningful data in its 
comprehensive study of lifeline type rate schedules as 
mandated by the 1977 North Carolina General Assembly. 

26. The RC (conservation rate) schedule adopted herein is
found to be �ost .justified on the basis that t he predictable 
savings to the company, resulting from a reduction in peak 
pow.er de11.a_nd aild occurring solely from a customer install ing 
certain insulation material or meeting -specified heat loss 
or gain per£ormance standards, should be passed back to that 
customer in the form of a r educed rate. Further, the RC 
r ate schedule is found to be in the interest of the State 
and Nation in conserving scarce energy supp1ies. 
Estab1isbing the RC rate sch edu1e an'd closing the RI\ rate 
schedule should also act to eliminate alleged promotional 
aspects of the RA rate schedule in that the qualifications 
for the RC rate schedule will not include a requirement of 
using electrical heat as the central heating source but will 
he limited only to specified thermal insulation or 
performanc e standards. Any nev structure regardless of type 
of heating system installed wil l have tb.e opportunity to 
quali-fy fOr the lover RC ra te schedule. 

27. The rate schedu les adopted herein are found to b e
just and reasonable and t o  be fair and equitable a s  between 
cl asses and v ithin each class. 

28. Yn conjunction vith establishment of the RC rate
schedule, the commission finds nuke's plan to assist its 
customers in obtaining bank loans for improving insulation 
of their h omes in order that th ey might qualify for the RC 
ra t.e, to be commend able. 

The Commission also finds that the estimated 5� of Duke's 
cust omers vho cannot .obtain bank loans for the purpose of 
installing appropriate insulation material sh ould not be 
exgluded from the possibility of obtaining the 1,over RC 
rate; accordingly� it is found that Duke should be the 
lender of last resort to its cu stomers th is cat egoEy. 

EVIDENCE AND CONCLUSIONS POR FINDINGS OP FACT HOS. 1 ARD 2 

The evidence fo r these findin'gs is contained in the 
verified application, the commission's order Setti ng 
Hearing, the testimony of the public witnesses, the 
testimony an� exhibits of the variou5 Company witnesses, and 
the testimony and eihibits of the Public Staff. These 
findings are essentially informational, procedural, and 
jurisdictiona l in nature an d were, for th e most part, 
uncontested. They require no further discussion at this 
point:. 
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EVIDENCE AND CONCLUSIONS FOR FINDING OF PACT NO. 3 

The following chart su■■ari1:es the a■ount which each of 
the parties contends is the proper original cost of Duke's 
plant in service for Korth Carolina retail operations: 

(OOO•s O■ itted) 

El ectric plant in service 

Less: Accu■ulated depreciation 

$2,277,901 

641,373 

Excess allowance for funds 
used during construction 
included in plant accounts -

Net invest■ent in electric 
plant in service $1,636,528 

fubli£_�taf! 
(c) 

$2,277,901 

642,624 

1,873 

$1,463,745 

As shown in the above chart, both parties agree that the 
gross a■ount of the original cost of the Borth Carolina 
retail electric plant in service is $2,277,901, 000. 

Both parties agree that the provision for accumulated 
depreciation should be deducted fro■ the original cost net 
inv est■ent; however, they diffe r by $1,251,000 on the a■oun t  
to be deducted. Public Staff w itness Winters testified that 
accu■ulated depreciation should be increased by the a■ount 
of the pro for■a adjustment to nor■alize depreciation 
expense. Co■pany witness Sti■art contends that the 
additional depreciation expense represented by the pro for■a 
adiust■ent has not been collected from the customers and, 
thus, the ac=u■ulation depreciation should not be increased. 

In arriving at a proper level of operating revenue 
deductions (as discussed hereafter) which is consistent with 
the test year level of inv est■ent (developed and discussed 
previously} the Co■mission has added an amount of $1,251,000 
to depreciation expense to annualize depreciation 
applicable thereto. It is, therefore, entirely consistent 
and proper to ■ake the corollary adjust■ent to accu■ulated 
depreciation. The Com■ission acknowledges that the pro 
for■a adjustment to depre ciation ex pense has not been 
collected fro■ the Co■pany•s customers during the test year. 
However, when considering the test year, the Co■pany has, in 
fact, not actually incurr ed such cost. Further, the 
co■■ission believes that the corollary adjustment to 
accu■ulated depreciation is necessary to achieve a proper 
and equitable ■atching of revenues and cost. 

The Com■ission therefore concludes that the proper level 
of accu■ulated depreciation for use herein is $642,624,000. 
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Public Staff witness Winters proposed a rate base 
reduction based on his contention that the Co•pany had 
cap italized allowance for funds used during construction 
(APUDC) at excess levels during 1975 and 1976. In Duke's 

last general rate case (Docket No. E-7, Sub 1731 , the 
coa•ission •ade the following finding and conclusi on: 

"Based on the testi•ony and exhibits presen ted in this 
docket, the C09•ission conclu des that the AFUOC rate used 
by Ou lte in 1973 and 1974 did per•i t capitalization of the 
cost of funds used during construction ; that the rate 
should not be increased without prior appro'l'al of the 
Co••issi on; and, that the Com■ission will revie w the AFUDC 
rate which results fro■ any for■ula prescribed by the FPC 
prior to the use of that for■ula by the Co■pany to 
calculate the AFUDC rate." 

The e'l'idence in this case shows that Duke capitali zed 
interest charges to construction during 1975 and 1976 
consistent with the above and did not increase the AFUOC 
rate during those years. The company continued to charge 
the AFUDC rate found by this Couission to be accep table 
until the co■•ission issued its order dated July 1, 1977, in 
Docket Wo. !-100, Sub 27. The eYidence shows that since 
that Order was issued Duke has calculated its AFUDC rate 
precisely in accordance there with. The Co■■ission•s Order 
in Docket "o• E-100, Sub 27, was intended to operate 
pro spectively. Public staff witness Wi nters, however, in 
effect seeks a retroactive application of that Order which 
this Co■■ission is unwilling to ■ake. The Co■■ission 
therefore concludes that the rates used by Duke to 
cap italize APUDC in 1975 and 1976 were consiste nt with this 
Co••ission•s order in Docket Ko. E-7, Sub 173; and that 
since July 1, 1977, Duke has calculated its APUDC rate to 
dat e in accordance with the Co•■ission•s order in Docket 
Ko. E-100, Sub 27. 

Prior period adjust■ents of t he kind proposed by the 
Public Staff seriously reflect on the credibility of public 
utility accounting, create adverse reaction in the financial 
co■■unity, and affect the credibility of financial 
sta te■ents. This could incr ease the cost of capi tal. 
Accordingly, t he co■■issi on will not ■ake the adjust■ent 
proposed by Public Staff witness Winters. 

Based upon the findings as described above, the Co■■ission 
concludes that the reasonable original cost less 
depreciation of Duke's property used and useful in pro'l'iding 
retail electric service in Worth Carolina is Sl,635,277,000. 

The final ite■ of difference between 
regard to the proper le'l'el of in'l'est■ent in 
service arises fro■ the question: What is 
■aking treat■ent to be accorded deferred
accelerated depreciation and deferred lease 
The Co■pany addressed this subject through
rebuttal testi■ony of witness S ti•art

the parties with 
utility plant in 
the proper rate
inco•e taxes 
rental pay■ents? 
the direct and 

and through the 
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rebuttal testimony of vitness ialker. Both witnesses 
recogni-z:e these items as cost-free capital. In �is direct 
testimony �r. Stim art states in effect that be has included 
this item in the capital stt"ucture at zero cost consistent 
with prior Commmission Orders. The total company cost-free 
capital vas $277,279,000 at September 30, 1977, per revised 
Stimart Exhibit 1, page 1. ff is method. results in 
$117,769,000 of this cost-free capital being assigned to the 
North Carolina retail operations. In his rebuttal 
testimony, nr. Stimart justified the continuation of the 
practice of including cost-free capital in the capital 
structure at zero cost on the basis t hat it ha s in the past, 
and vill in the future, lead to a lover cost of plant a s  a 
result of the lover rate us ed to capitalize lFUDC. This 
vill also result in a lover AFUDC component being included 
in net income. Re contends that the Public Staff's 
treatment of cost-free funds vould result in replacing such 
revenues vith noncash AFUDC and that this vould be adversely 
received by the investment community. He estimated that the 
�PUDC component of net income would have been $5.5 million 
more if the Public Staff's treatment had been used in 1977. 

'R'itness ilalker stated that under ordinary circumstances 
either method would present results which are arithmetically 
equivalent. Re, like nr. Stimart, points out that the 
Public Staff's treatment of cost-free funds vill lead to a 
slightly higher AFUDC rate. He does not consider this to be  
a desirable step because of  the investors' attitude tovard 
APODC. Further, witness Walk er contend s that increasing the 
AYUDC rate would lead to a higher recorded cost of new plant 
and a corresponding increase in rates to Duke's customers. 

The Publi:: staff addressed this issue through the direct 
testimony of witness Coleman. In his direct testimony, ftr. 
Coleman testified that both he and the company agree the 
funds generated from employing "normalization accounting" 
for the income tat effect of differences between book and 
tax depreciation and  from norma lizing the cost of combustion 
turbine leases over the life of the leases represent cost
free funds� According to ftr. Coleman, these funds have been 
provided by the customer becau se rates have been set to 
cover a higher level of income tax expense and lease rental 
payments than the Company has actually paid to the Federal 
Gov ernment and to the lessors. Re points out that t he 
Company will h ave use of the funds it is currently 
collecting through the rates fro11 its customers to cover 
these costs until the time these costs are actually incurred 
and paid by the Company. Witness Coleman discusses a t  
length Duke's argument that cost-free funds should be 
included in the capital structure at zero cost because one 
cannot specifically tra ce hov the funds are expended. He 
stated that such a practice ignores the fact that the 
cap ital vas supplied by the custome rs of the Company. His 
exhibits reveal that, o n  a total Company basis, employment 
of normalization accounting has resulted in the company's 
customers having provided $277,279.000 of cost-free capital 
to the Company, and his testimony reveals that the Co11pany•s 
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trea tment res ultea in S51.B92,000 of cost-free capital being 
assigned to the Company's n onutility operations (primarily 
construction vork in p'C'ogr ess). He t estified that 33 
Commissions reporting to NAROC follow the treatment he 
recommen ded in this c ase and that. continua tion of the 
pra ctice of including cost-free funds in the capital 
structure at zero, cost would result in toda y's customers 
having to pay an aadi tional $8,490,000 in rates currently. 

The North Caroli n a  Textile �anufacturers Association 
(NCTP!A) and other part.ies also contend that th e tax 

deferrals should be deducted from the original cost evidence 
of rate base. 

The NCTl'IA states in its "Request for Sp ecial Findings and 
conclusions" substantially as follows: 

"Duke's evidence that deducting the funds from the rate 
base rather than treating them as cost-free in the tota l 
company c apital structures reduces annual revenue 
requirements in this case by !8,633,000. The practical 
explanation for this result li es in the fact that 
construction vork in progress is not includible in rate 
hase evidence, but is included in tot al company 
capit ali-zation; charging the present ratepayer for pl ant 
not yet in service is unlawful, but an allowance is made 
for costs associ a ted vith carrying this capital. This 
allowance is charged to other income rather than to 
present rates pending the time when the plant represented 
by those funds is operational, at which time this 
accumulated sum goes in to the r at e  bas e and is serviced by 
the ratepay ers who use the plant. It is therefore 
concluded that tre ating the tax deferral account s as 
"cost-free" capital without deducting them fro11 the rate 
base would effectively require the present ratepayers to 
pay approximately $8.6 million annually in rates to 
service plant which is not used and useful. This reason 
may be sufficient justification to deduct the cost-free 
f unds from the original cost evidence of rate base in this 
pt"oceeding. However, t here are other less complicated 
reasons for deducting such fonds from the original cost 
evidence of rate base. 

Un der North Carolina supreme court holdings in Utilili� 
Commis,§iO,!! y �!Ifill, supra, it is not proper for the 
utility "to include in rate base funds it h as not provided 
but vhich it has been permitted to collect from it s 
customers for the purpose of pa ying expenses at some 
future time ••• " These cost-free funds com e directly 
v ithin such proscription. ffithoot doubt these funds were 
collected from r atepayers to pay future expenses. The tax 
deferrals represent the difference between what Duke's tax 
liability would have been under book (straight-line) plant 
depre ciation rates and vhat its liability actually was 
und er the liberalized plant depreciation rates permitted 
h y the tax la vs. Hhile Duke contends these sums are 
merely p ostponed an d not forgiven, there is no evidence 
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that there has been or is likely to be an end to the 
"postponement" so long as Duke continues to have net plan t 
additions." 

�oreover, the Commission observes that al though the 
Company contends that funds ca n not be specifically traced, 
it, in fact, does so when, instead of recording the deferred 
income taxes as sociated vith interes t capitalized as a 
deferred c redit, the company reduces construction vork in 
progress thus directly assigning this cost-free capital to 
nonutility operations. As Public Staff witness Coleman 
points out in his opening cemarks, since 1 q70 Duke has 
recorded, 1\Dd thus directly assigned to construction, 
!122,809,000 of cost-free capital generated from this 
source. 

The commission believe s that today's customer, under 
existing lav and as a matt er of eq1.1ity, should not be 
required to pa•y the cost of constructing plant for 
tomorrov•s cust omer. Therefore, for the foregoing reasons, 
the Commission con cludes that cost-free cap ital should be 
deducted in calc1.1lating the net original cost of property 
included in its determination of the fair val.ue rate base. 
The Co1111ission further concludes that the- amount of 
$169,659,000 recommended by the Public Staff and the NCTMA 
is proper and that Duke should eliminate on a prospective 
basis the cost-free component from the formul a prescribed by 
this Co�mission for u se in calculating the AFODC rate. 

Finally, the Commission concludes that the proper level of 
net electric plant in service for use herein is 
!1,465,610,000, vhich sum is calculated as fo llows:

.Il2 
(a) 

(000 • s Omitted) 

origina l cost of plant in service at 9/.30/77 
Less: Accumulated depreciation 

Cost-free capital 
Net electric plan t in service 

A!!Q.!!n.1 
(h) 

$2,277,901 
642,624 

-�L659
$1,465,�10 

EVIDENCE AND CONCLUSIONS FOR· FINDING OF FA.CT NO. 4 

co■pany witness Stimart and Pub1ic Staff witness Coleman 
presented direct testimony and exhibits shoving vhat each 
contended to be the reasonable allowance for working 
cap ital. The Noi;th Carolina retail amount claimed by each 
vttness is shown in the folloving chart: 
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(0001s Omitted) 

"aterials and supplies 
Working capital investment 
Deduct: overstate■ent of 

working capital 
per books 

Total working capital 
reqa ire me nts 

Co■pa ny lli tness 
Sti■art Revised 

(b) 

$ 97,065 
50,780 

$147,845 

157 

Public Staff 
!!H . .!!!lfilL!;;Oleaa n 

(c) 

$ 87,1126 
so, 751 

$ 70,515 

As the above chart reveals, there is a $77,330,000 
difference in the a■ount of working capital which each 
witness clai■ed should be added to the fair value rate base. 
In addition to the direct testi■ony of Company witness 
Sti■art and the rebuttal testimony of coapany witness 
Walker, witness stimart presented rebuttal testimony and 
Pub lic Staff witness Coleman presented surreb uttal testi■ony 
on the subject. 

Company wi tnesses sti■art and Walker recommend that the 
foraula method be used to measure the capital supplied by 
the debt and e quity in vestors to meet the Company's vorking 
capital requirement. They contend this method is time 
tested, w idely accepted in the regulatory sys tem, accepted 
bv the Federal Power Co■■ission in Duke's last rate case, 
and accepted by this Commission in previous rate cases. On 
retuttal, Company vitness Stimart criticizes the balance 
sheet analysis performed by Public Staff w itness Coleman and 
lists as items (a) through (j) what he considers defects in 
the balance sheet appr oach to measuring the allowance for 
working capital. He contends this approach results in a 
negative cash allowance for working capital which in his 
o pi nion is unrealisti c. He bas es th is contention on the
su b traction of the North Carolina retail overstatement of
working capital from the $50,78 0,000 that he calls working
capital investment.

Co■pany witness Walker defined the term "working capital" 
as it relates to co1111ercial enterprises and the utility 
industry. He suggests that the working capital determined 
for a co■■ercial enterprise is used for a different purpose 
tha n working capi tal used in the utility industry. llitness 
llalker also discussed the val ue of lead-lag studies in 
measuring the working capital requirements of a company. 
Finally, he discussed six items which he contends are 
defects in the balance sheet analysis perfor■ed by Public 
Sta ff vi tness Co le■an. Neither Co■pa ny vi t.ness offered 
exh ibits in support of his rebuttal testimony which would 
quantify the effect of the stated defects in working capital 
as derive d from the balan ce sheet analysis. However, "r• 
Sti■art suggested that if the alleged defects were 
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eliminated, the amount of vorking capita1 derived from the 
balance sheet analysis would approxima te the aaount derived 
under the formula method. 9r. Walker expressed the opinion 
t hat both the formula method an d the balance sheet method 
would tend to understa te the am ount requi red for working 
capital. 

Public Staff witness Coleman be gins his discussi on of 
working capital by first defining vork.ing capital.. He 
states that accounting literature defines it as current 
assets minus curren t l iabilities. He agrees with the 
definition of working capital as sta ted b y this Commi ssion 
in its Order in the Southern Bell Telephone and Telegraph 
Company rate case, Docket Ho. P-55, Sub 768, and refers to 
language in that order vhich s tates that worki ng capital 
should be added to th e rate base only to the extent the debt 
and equity investors have been required to p rovide capital 
for this purpose. He contends that the formula meth od as 
employed by t h e  co mpany overstates the pe r hooks working 
capital provided by the debt and equity .i,nv estors by 
$116,598,000 and that the North Ca rolina retail portion of 
tha t overstatement is $67,662,000. 

�r. Coleman contend s the balance sheet is the basic 
financial statement vh ic h  contain s the i nformation ceguired 
to mea sure that portion of th e compa ny •s working capital 
requirement s provided by the company's debt and equity 
investors. H e  gives tvo reasons fOr this position. First, 
he states that th e principle that total assets equal the sum 

of common equity, p referred stock, current liabilities, and 
deferred credits is fundamental to double entry accounting 
and the preparation of the balance s heet. Second, he 
c ontends the accounting process requires that records be 
ma•intained in such a manner as to permit a reliable 
measurement of the assets and the liabilities and equity 
supporting those a ssets. It vas hi:; opinion that financial 
statements prepared from an ac counting system which 
generated unrealiable data would either be adjusted by a 
Certified Public Accountant or receive a qualified or 
disclaimer opinion based on the seveI:"ity of the proble111.. He 
testified that to his knowledge Duke had never recei ved a 
qualified or disclaimer opinion due to any signifi cant 
understat ement of curI:"e nt assets, liabilities, or 
shareholder equity. Re responded in his direct testimony to 
the concerns with. the bal ance sheet analysis expressed by 
the commission in Duke's last general rate ca se, Docket 
No. E-7, Sub 173. On surr ebutt al he responded to criticisms 
and defects of the balance sheet analysis as testified to by 
company witnesses Stimart and WalkeI:" in their rebuttal 
testimony. 

The Commission believes th at for rate-making purposes 
working capital should be defined as the a mount of capital 
the Company's debt and equity investors have been required 
to provide to ena ble the Company to maintain an invent.o't'y of 
materials and supp lies anrl the cash necessary t o  pay the 
cost of providing electric service prior to the time 
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revenues f or electric service are received from its 
customers and to meet compensating hank balances. Further, 
the Commission believes that a working capital allowance 
shou ld be included as a component of the fair value rate 
base only to the extent that the debt and equity investors 
have been or will be required to provide capital to support 
the Company's investment in assets necessary for the day-to
day operat ions of the business. 

After carefully consi dering the evidence presented by each 
vi tness, the Commission will., for purposes of this 
pro ceeding, emplo y the formula method in d.etermining the 
allowance for working capital. However , t he Commissi on 
would be remiss if it did not point out that the formula 
method as a technique or to ol used in estimating the 
allowance f�r working capital of a public utility has been 
in ex istence for as many as 30 years and that, in recent 
yea rs, the propriety and reas onableness of this method have 
been challenged by reliable experts in the utility field. 
Without question, over the years, there have been many 
economic and regulatory changes which would have affected 
the working capital requirement of most uti lities b oth 
positively and negatively. These ch:1.nges may or may no t 
have been reflected in the allowance for working capital as 
determined by use of the formul a method. However, absent a 
lead-lag study, the commission is "hacl put" to determine 
the propriety or reasonabl eness of an allowance for workin g 
capital determined by use of a formula methOO or by use of a 
balance sheet analysis. 

Therefore, the Commissio n believes that in all future 
filings of general rate increase requests Duke should be 
required to file as a part of NCUC Form E-1 (Rate Case 
Informa tion Rep ort) a properly prepaced, complete, detailed 
lead-lag study. 

Public Staff witness Williams proposed an adjustment to 
reduce nuke's coal inventory level from 90 days to 75 days. 
The record evidence is that in view of a possible rail 
strike this fall and other contingencies such as advers e 
weather conditio ns and wildcat strikes, Dulte 1 s management 
was committe:1 to a 90-day co al inventory level. The only 
basis for Kr. Williams• adjustment to reduce the coal 
inventory level to 75 days is that the Public Staff nfeels" 
on the average that it is more represent ative of the level 
Duke is likely to achieve. 

Based on the evidence, the Co11mission is of the opini on 
that the level of materials and supplies as proposed by the 
Company is reasonable and it will not make the adjustment to 
red uce the coal inventory level fro11 90 days to 75 days. 

aased upon the foregoing, the commission therefore 
concludes that the working capital allowance of $147,8115,000 
as proposed by the Company is proper for use herein. such 
sum is calculated as follows: 
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Materials and supplies 
cash 
Required bank balances 

ELECTRICITY 

(0001s Omitted) 

Less: Federal income tax accruals 
Customer deposits 

Total allowance for worlcing capital 

$ 97,065 
45,672 
11,.131 

2,700 
_ _Lli;! 
$147,845 

�VIDBNCE AND CONCLUSIONS POR FINDING OP FACT NO. 5 

John G. Gillett testified for the Company that the trended 
depreciated original cost of p1ant devoted to serving North 
car olina ret ail electric customers as of September 30, 1977, 
was $2 ,. 231 ., 40 O., ODO. Plr. Gillett •s study vas not a 
"rep lacement co�tn study as such. However, G.S. 62-
133 (bl (1) provides: 

"Replacement cost may be determined by trending such 
r easonable depreciated cost to current cost levels, or by 
any other reasonable method. n 

Neither the Public Staff nor the other parties of record 
offered testimony on the fair value of the Company's 
property used and useful in providing serv ice to North 
Carolina retail electric customers. Nothing in the cross
examination of Mr. Gillet t indicates that bis method is 
unreasonable. 

In view of the foregoing, the commission concludes from 
the evidence of rec ord that the reasonable replacement cost 
less depreciation for plant used and usefu 1 in serving North 
Carolina retail electric ratepayers is $2,231,400,000. 

EVIDENCE AND CONCLUSIONS POR FINDING OF FACT NO. 6 

No evidence was offered in thi s case regarding the 
weight ing of original cost and replacement cos t for purposes 
of determining fair value. However, in Duke's last general 
rate case (Docket No. E-7, Sub 113), the Commission 
determined the fai r value of Duke's proper ty by weighting 
original cost less depreciation at 7/10 and replacement cost 
less depreci.3.tion at 3/10. 

The commission therefore finds that the 7/10 weightin g of 
original cost and the 3/10 weighting of replacement cos t in 
Docket Ho. E-7, Sub 173, is appropriate for use herein .. 

The Commis sion therefore concludes that. the fair value of 
Duke's plant used and useful in providing electric ser vice 
to the retail customers of North Carolina is $1,814,114,000. 
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EVIDENCE AND CONCLUSIONS POR FINDING OP PACT NO. 7 

The fair value of Duke's rate base used and useful in 
providing ser.vice to its North Carolina retail custo■ers is 
$1,792,3 00,000, which sum is composed of the fair value of 
Dulce's plant of $1,814,114,000 (Finding of Pact No. 5) plus 
the reasonable allowance for working capital of $147,845,000 
(Finding of fact N� 4) less cost-free capital of 
$169,659,0 00 (Finding of Pact No. 3). 

EVIDENCE AND CONCLUSIONS FOR FINDING OP PACT NO. � 

Company witness Sti11art and Public Staff witness Winters 
proposed the followinq amounts for operating revenues: 

Item 

Operating revenues 

(000 •s Omitted) 

Co■pan y 
Witness 
Sti!!!!;'.1 

$758,373 

Public Staff 
Witness 

_ _!in.tu.§ __ 

$761,917 

Company 
normalize 
September 
adjust■ents 
account for 

witness Sti■art adjusted book revenues to 

1. 

2. 
3.  

4. 

and annualize the rev enues for the test year ended 
30, 1977. The Public Staff acce pted these 
and pr oposed the following adiust■ents which 
the di fference of $3,544,000 shown above: 

(OOO•s O■itted) 

rt2 

Adjustment for customer growth 
Adjustment for temperat ure Yariances 
Adjust■ent related to Peter White Coal 

Company purchases 
Total 

!!2.!!!!1 

$ 1,541 
4 ,692 

Public S taff witness Willia■s reco■mended one adjustment 
which was not included in witness Winters• Exhibit. This 
adjustment of $7,22 3,210 was made to increase revenues in 
order to normalize throwaway fuel el(penses for p urposes of 
"zeroinq" the fuel clause . In subsequent findings of fact 
the Commission has conclu ded that this adjustment increasing 
revenues by $7,223,210 is proper. 

In the co■pany•s original filing, Duke adjusted both 
revenues and expenses to account for customer growth to the 
end of the test period. According to both Public Staff and 
Company witnesses, the Company adjusted revenue by the 
average revenue per kilowatt-hour, including fuel clause 
adjustments, while fuel expense vas adjusted by using the 
aYerage expense per Kvh of conv entional generation, that is, 
excluding nuclear generation. 
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Public Staff witness Bumgarner stated in his direct 
testimony that this method did not properly match reven ues 
and expenses. Witness Bumgarner in his Exhibit JRB-1 
computed the additional revenue that would have been 
collected if the additional fuel expense attributable t o  
conventional generation had been included in the fuel clause 
revenue adjustment. Nr. Bumgarner testified that this 
a deli tional revenue vould have a mounted to $1 ,. 54 a, 865 .. 

Eased on the above evidence and the entire record in this 
docket ,. the commission concludes that the Company's 
adjust_tllen t to North Carolina Jurisdict iona 1 reven ue for 

custot11er growth should be increased by $1 ,. 541, 000 .. 

Also, in the Company's original filing, Duke adjusted b oth 
reverines an d e%penses downward to account for temperature 
vari\lnces fr om the norm during the test period. As in the 
customer growth adjustment, Dute adjusted revenues by the 
average revenue per Kwh and e%penses by the conventional 
genera ti on fuel cost per Kwh. Public Staff witness 
Bumgarner testified in his direct testimony that the basic 
revenue decrease produced by the decreased sales should have 
heen priced at the level of the rate b1ock fr om which the 
Kvh's were dropped instead of at the average revenue per 
Kvh. Using this method, witness Bumgarner c omputed a drop 
in revenues due to temperat ure variances which was 
appro%imately $2,787,000 less than t hat shown by the 
Company. This rev enue adjustment increasing revenue by 
$2,787,000 was basically un contested and the Commission 
concludes that the adjustment is proper £or use in this 
proceeding. 

Witness Bumgarne r also attempted to match the decrease i n  
-fuel adjustment revenue to the decrease in conv entional 
generation fuel expense by using th e same approach that he 
adopted to adjust revenues for cust omer gr owth. Using this 
m�thod, witness Bumgarner developea a figure of $1,905,000 
which be then added to test-period revenues. compa ny 
witness Stim.art, in his reb uttal testimony, disputed this 
treatment of the revenue adju stmen t, stating that the amount 
sh ould be subtr acted from revenues instead of being added. 

Based on the above evidence and on the rec ord in this 
docket, the Commission c oncludes that the $1,905,000 
adjustment derived by witness Bumgarner sh ould be subtracted 
from revenues and, therefore, from the revenue increase of 
$2,787,000 to produce a net increase of $882,000 in Duke's 
North Carolina Jurisdictional revenue adjustment for 
temperature variance. 

The last difference in the gr oss revenues presented. by the 
witnesses relates t o  the adjustment made by the Public Staff 
reducing reTenue s by $2,689,022 t o  remove payments to Peter 
White Coa 1 Company in e%cess of levels approved by the 
Commissi on in its Order of ftarch 29, 1978. 
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The Commission believes that this adjustment is consistent 
vith its prior findings in the fue1 clause proceedings ana 
therefore concludes that test-period revenues and expenses 
should be reduced bJ S2,689,000 and $2,528,000, 
respectively. 

Based upon the foregoing, the Commission concludes that 
the appropriate level of operating revenues for use in this 
proceeding is S765,330,000, vhich sum is calculated as 
follows: 

(0001s Omitted) 

Operating revenues per company 
Adjustment for customer growth 
Adjustment for temperature variances 
Adjustment re1ated to Peter White Coal 

Company purchases 
11.djustment to normalize throwaway fuel expenses 

Total operating revenues 

AmO,!:!!!! 
{b) 

$758,373 
1,541 

982 

{ 2,689) 
__ L.lll 

$765,330 

EVIDENCE ANO CONCLUSIONS POR FINDING OP PACT NO. 9 

Company witness Stimart and Public Staff witness Winters 
offei;ed testimony and exhibits presenting the level of 
operating Levenue deductions which they believed should be 
used by the Com11ission for the purpose of fixing rates in 
this procee3.ing. The following tabular summary shows the 
amounts presented by each witness: 

(000' s omitted) 

Operation and maintenance expense 
Depreciation 
Other operating taxes 
Income taxes - State and Federal 
Amortization of in vestment tax 

credit 
Interest on customer deposits 

Total operating revenue deductions 

Company 
Witness 
Stim!!.I"! 

{b) 

$ 390, 935 
13,649 
65,261 
87, 871 

1,524) 
------ 173_

$ 616,365 
========= 

-Public Staff 
Witness 

_ Win!;,�£2__
(c) 

$ 385,832 
73,333 
65,474 
93, q 29 

1,524) 
173 

$ 616,717 

The difference in operating revenue deductions as 
presented by the witnesses is $352,000. 
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The first difference stated above concerns operation and 
main tenance (0&1'!) expense. Company wi t ness Stimart 
testified that the prope r level of O&H expenses vas 
$390,935,000, vhile Public Staff witness Winters testified 
that the proper level was t385,832,000 or a differen ce of 
$5,103,000. The $5,103,000 difference consists of the 
following adjustmen ts made by the Public staff witnesses: 

(000 1s Omitted) 

Item 
(a) 

1. Adjustment to fuel used in electric
generation 

2. Ad1ustment to eliminate the Company's
adjustment for inflation

3. �dju stment to eliminate the Company's
provision for nuclear liability insurance

q_ Adjustment to eliminate insurance reserves

5. Total

$ (2,528) 

(1,373) 

630) 

_!__5721 

$(5,103) 
======== 

The first adjustment listed above concerns the cost of 
fuel burned juring the test year. Public Staff witness 
Williams reduced fuel expense related to coal purchased from 
Peter White Coal company, a subsidiary of Duke Paver 
Company. This adjustment of $2,528,000 as discussed under 
Evidence and Conclusions for 'Finding of Fact No. 8 has been 
adopted by the commission for use herein. 

The second item listed above concerns annualiZltion of 

increases in the price o f  materials and supplies actually 
experienced by the Company during the test year. company 
witness Stimart increased these expenses based on an 
inflation rate of 6%. Public Staff witness Winters 
eliminated this adjustment contending that an infla tion 
annualization adjustment was inappropriate unless 
productivity gains were also annualized to an end-of-period 
level.. Campany witness St im a rt con tends that productivity 
gains would have occurred in labor rather than in materials 
and supplies. 

The Commission having an alyzed t:he evidence presented 
regarding infl ation and pro duct ivit y gains concludes tba t 
the adjustment i ncreasing the cost of materials and supplies 
expense for the effect of inflation is a reasonable and 
proper adjustment. The Commission believes th at even if 
gains in labor productivity are 1.chieved ,. there is no 
evidence th3. t these gains vould offset the increase in 
materials costs. 
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T he third adjust■ent listed above concerns the provLsion 
for a nuclear liability insu rance reserve. Co■pany witness 
Sti■art included in test year expensP.s $1,000,000 on a total 
company basis of which $630,000 is allocated to the North 
Carolina retail operations. This adiust■ent was made to 
create a $10,000,000 nuclear self insurance reserve over the 
next 10 years. �r. Sti■art contends that such a reserve is 
necessary to demonstrate to the Nu clear Regulatory 
Commission the Co■pany•s fin ancial ability to meet the 
require■ents of the Price-Anderson Act should the Company 
become liable for a nuclear incident anywhere in the Onited 
St ates. 

Public staff wit ness Winters eliminated this ite• of cost. 
Re testified that the Company is doing nothing ■ore than 
attempting to  establish a contingencv reserve which is not 
in accordance vith generally accepted accounting principles. 
He testified that Pinancial Accounting Standards Board 
(FASB) Statement No. 5 establishes the criteria to  be met in 
order to recognize an esti■ated loss contingency as a 
red uction of net inco■e. He quoted the fo llowing conditions 
from FASB S tatement No. 5: 

"(a) Information available prior to issuance of the 
financial statements indicates that it is probable 
that an asset had been impaired or a liability had 
been incurred at the date of the financial 
statements. It is implicit in this condition that it 
must be probahle that one or more f uture e vents will 
occur confirming the fact of the loss. 

(bl The amount of loss can be reasonably esti■ated." 

Co■pany witness S timart testified on rebuttal that the 
likelihood of such an incident is re■ote but that he 
believed it was prudent to establish a reserve since 
com mercial insurance is not available. He further testified 
that the Addendum to the Accounting Principles Board Opinion 
No. 2 provides that the provision for nuclear liability 
insurance be recorded as a current cost if it is allowed for 
rate-making ourposes. 

The Commission is of the opinion that it is prudent to 
est ablish and maintain such a reserve since commercial 
insurance is not available. 

The commission therefore concludes that the recording of 
an esti■ated loss contingency to establish a reserve for 
nuclear liability insurance is a reasonable and proper item 
of cost for rate-making purposes. 

The fourth adjustme�t proposed by witness Winters concerns
the eliminati on of Lnsurance reserves. Witness Winters 
proposed to eliminate a nuclear property insu rance reserve 
and a reserve to cover the exposure of the deductible 
portion of property insurance. ije proposed to  eliminate the 
reserves by amortizing them to operations over a three-year 
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per iod. He testified that if the reserTes vere not 
amorti�ed r the ratepayers would never get the benefits from 
the previous charges paid in by them through the rate 
structure. Also, Hr. Winters testified that in his opinion 
these contingent losses did not meet the previously 
discussed conditions of PASB Statement No. 5. 

Company 
bas ically 
eliminate 
discussed 

witness Sti111art opposed this adjustment for 
the same reason as he opposed the adjustment to 
the provi sion for the nuclear liability reserve as 
in the preceding paragr:aphs .. 

The Commiss ion is of the op1.n1on that it is prudent to 
maintain both re serves and that !!r. Winters• proposed 
adjustment to amortize the existing reserves finds no 
support in genera1ly accepted accounting principles. The 
Commission therefore rejects !'Ir. Winters• adjustment. 

One additional item relating to operati on and maintenanc e 
expense should be discussed. Public Staff witne ss Williams 
testified that an adjustment to normalize throwaway fuel 
disposal cost should be included in the base rates, and his 
adjustment is discussed under Findings of Fact Nos. 16 and 
17. The Commission, as discussed hereafter, has found that
operation and maintenance expens e should be increased by
$6,790,000 to include this item of cost in the test year
level of expense. 

Based upon the foregoing and the entire record in this 
docket the CO!!lmission concludes that the proper level of 
operation and maintenance expense for use in this proceeding 
is $395,197,000, which sum is calculated as follows: 

.!ill 
(a) 

(000 1 s omitted) 

Operation and maintenance expense 
proposed by witness Stiaart 

Staff adjustment t.o redcce fuel expense 
re lated to c oal purchased from Peter Whit e 

Staff adjustment to normalize throvavay 
fn el disposal cost 

Total 

A.mount 
-(b,-

$390,935 

( 2,528) 

__ ,;, 79Q 

$395,197 
======== 

The second difference shown on the summary con cerns 
deprecia tion. The $316,000 difference results from [)ublic 
Sta ff witness Winters• adjustment to remove the amortization 
of the Chapel Rill acquisition adjustment. Witness Winters 
testified that Duke purchased the electric facilities of the 
University of North Carolina at Chape l Hil l in December 1976 
at a price in excess of the original cost. In his opinion , 
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it was improper to require Ouke •s general body of ratepayers 
to pay increased rates si mplr because Duke purchased the 
Chapel Hill property in excess of its original cost. 

Company witness Stimart testified on rebuttal that the 
sale of the C hapel Hill property was approve d by thi s 
commission in Docket No. E-7, Sub 209, and the s ale was also 
approved by a special Utilities Study Commission established 
by the Governor of the State of North Carolina.. Witness 
Stimart also stated that the amortization of the acquisition 
adjustment in the manner proposed. by the company is in 
accordance with that prescribed by the commission in tvo 
recent cases-: Docket No. E-2, Suh 235, and Docket No. P-55, 
Sub 768. 

The Commission bel i eves that the sale of the Un iversity's 
el ectric properties to Dulce Power Company was in the best 
interest of the company and the. ratepayers of this State . 
In an arm's-length transaction such 3.s this, t he commission 
is of t he opini on that the Company an d the ratepayers shou.ld 
share the cos t of the acqui s ition adjustme nt. Accordingly, 
the commission believes that the comp any s hould not be 
allowed to earn a return on the unamo rt ized balance of the 
acquisition adjustment ,  but that the amoi:tization should be 
included as � proper operating expense. 

The Commission therefore concludes that the amortizat ion 
of the acquisition adju stment is a proper component of cost 
of service and that the just and reasonable level of 
depreciation and amortization expe nse for use herein is 
$73 ,61l9,000. 

'T'he third difference shown on the summary concerns other 
operating taxes. The difference of $213,000 represents the 
add itiona l gross receipts t ax calculated by witness 9inters 
on revenue adjustments made by the Public Staff. 

Since the Commission did not accept al l of the Public 
Staff's revenue adjustments, the commission has calculated 
the gross receipts taxes on the approved adjus tments. Under 
Evidence and conclusions for Finding of Fact No. 8, the 
Commissi on conclud ed that t he appropriate level of operating 
revenues is !i765,330,000, or $3,1113,000 greater than the 

a mount recommended by Public Staff witness Winters. Gros s 
receipts taxes on the additional $3,1113,000 is $204,000. 

The Commission the1:efore concludes that th e proper level 
of o ther operating taxes for purposes of this p roceeding is 
$65,678,000, which sum is $204,000 grea ter tha n the level 
proposed by vi tness Winters. 

The fin al difference s hown on the summary concerns 
operating income taxes. This difference of $5,558,000 
results from tvo adjustments made by witness Winte r s. 
Witness Winters adjusted State and Federal inc ome taxes for 
the inc ome tax effect of the Public Staff's adjustments to 
revenue and expense. Re also made an adjustment for the 
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income tax effect of the difference between his interest 

expense allocation to the North Carolina retail operations 
and ·tha t of Company witness Stima rt. 

Since tbe commission has not adopted all of the components 
of taxable income proposed by either witness, it becomes 
necessary for the Commission to make the foll owing 
calculation of income tax expense of $89,737,000, vhich sum 
it conclua.e s is prope r for use herein: 

(0001s Omitt ed) 

Operating revenues 

Operating revenue 
deduct ions: 
Operation and 

maintenance expense 
Depreciation and 

a morti za tion 
Taxes other than 

income 
In terest expense 

Total 
Income before income 

tax es 

Composite State and 
statutot:'y income 
tax rate 

Commission 
Pinaings 

(b) 

$765,330 

395,197 

73,61J9 

65,678 
63,663 

598,181: 

!167,143
====== 

Decrease in State and 
Pedet:"al income taxes 

state and Federal inc ome 
taxes contained in 
Winters' Exhibit 1 

Appr oved State and 
Federal income taxes 
under present rat es 

======== 

Pll blic Staff 
Witness Winters 
___ Exllibit 1 __ _ 

(c) 

385,832 

73,333 

65,IJ74 
_il._915 

..aH.-..'E! 

$174,363 
======= 

Increase 
1Q�ct:"ease) 

,(d) 

9,365 

316 

20Q 
___ _2!lli 
-1.Q ,633 

(7,220) 

__ Jill 

(3,692) 

_21.&.lli 

$89,737 
======= 

Both the company and Public Staff witnesses agree on the 
amounts of investment tax credit amortization and inter�st 
on customer deposits which should be included in the cost of 
service. 

The Commission therefore concludes that the proper le vel 
of investment tax credit amortization and interest o n  
customer deposits for use herein is $1,524,000 and $173,000, 
respectively. 

Finally, based upon the foregoing and all of the evidence 
of r ecord, the Commission concludes that the proper level of 
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operating revenue deductions for use herein is $622,913,000, 
which su■ is calculated as follows: 

(OOO's 011itted) 

Op eration and ■aintenance expense 
Depreciation and amortization 
Taxes other than inco■e 
State and Federal income taxes 
Inv estment tax credit a■ortization 
Interest on customer deposits 

Total revenue deductions 

$395,197 
73,649 
65,678 
89,737 
(1,524) 

___ 1n 

$622,910 

EVIDENCE AND CONCLUSIONS ¥OR FINDING OF ¥ACT NO. 10 

The evidence for this finding is found in the testi■ony 
and exhibits of company witnesses Stimart and Lennon and 
Public Staff witnesses Carter and Winters. 

The Co■pany contends that 
of the JDC should receive the 
Public staff contends that 
overall rate of return. 

funds !risin g fro■ utilization 
full equity return whereas the 

such funds should receive the 

Company witness Sti■art test ified that including JDC in 
the equity co■ponent of the capital structure is in 
accordance with section 46(f) of the Internal Revenue Code, 
a recent IRS infor■ation letter on this sub1ect to Chair■an 
"ontoya of the Kev �exico P ublic Service co■■ission, recent 
decisions of the ¥PC (nov the FERC), and the decision of 
this Co■■ission in Carolina Power & Li ght Company's ■ost 
recent general rate case (Doclcet No. E-2, Suh 297). 

Public staff witness Carter testified that JDC should 
receive the overall rate of return found fair by the 
commission, and not the full equity return as proposed b y  
Dulce. "r. carter stated t hat the basis for his 
r ecom■endation was found in Section 46 of the Internal 
Revenue Code and the Internal Revenue Service 's Proposed 
Regulation 1.46-5. 

"r· Carter testified that IRS's Proposed Regulation 1.46-
5(b) (3) contains the following lang u,1ge which indicates that 
the overall rate of return is all that is required for JDC: 

"Rate base. For purposes of this section, the term •rate 
base• means the base to which the taxpayer's rate of 
return for rate■aking purposes is applied (i.e., the 
monetary amount which is used as the devisor in 
calculating rate of return or the amount which is 
multiplied by the fair rate of return to determine the 
allowable return in the fixing of rate levels). In 
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determining whether or to what extent a credit alloved 
under section 38 (determined with out regard to Section 
46 (f)) reduces the rate base, reference shall be made to 
a ny accounting treatment o f  such credit that can affec t 
the taxpayer's permitted profit on investment. Thus, for 
example, assigning a •cost of capital• rate to the amount 
of such credit which is less than the permissible overall 
r ate of retur.n (determined without regard to the =redit) 
would be treated as, in effect, a rate base adjustment. 
What is the overall rate of return depends upon the 
practice of the regulatory body. Thus, for example, an 
overall rate of return may be a rate determined on the 
basis of an average or weighted average of allowable rates 
of return on investments by common stockholders ,. preferred 
stockholders,. ana creditors." 

Witness carter testified that the IRS Proposed Regulation 
is the official interpretation of the Internal Revenue Code 
unt il such t ime as a fina l regulation is published ana. that 
Sec tion 46(f) of the Internal Revenue code pert ains to the 
rate-making treatment to be accorded the JDC. 

Company witness Lennon testified on r ebuttal that Section 
46(f) (2) does not clear ly and unambiguously sta te what is 
meant by a "rate base reduction." Re further testified that 
it is necessary and appropriate to re fer t o  sources such as 
senate and House · Committee Reports to resolve the 
uncertainties. Company witness Lennon testified that both 
Senate and House Committee Reports stat e that a rate base 
reduction is any accounting treatment that can affect the 
Company's paraitted profit on investment by treating the 
credit in any way other than as tho ugh it has been 
contributed by the company's common shareholders. 

The commission has carefully analyzed the 
testimony ,. exhibits,. an d cross-examination of each of 
wi tnesses and other evidence of record. 

direct 
these 

The Commission acknowledges that the l anguage conta ined in 
the IRS' s Proposed Regulation is in conflict with certain 
language contained in the House and Senate committee 
Reports. However,. Proposed Regulation 1.q6-S is the only 
published guideline available to both the general body of 
taxpayers and tax practitioners concerning the rate-making 
treatment to be accorded the JDC. 

The Commission has considered the evidence presented 
concerning the cost-free na ture of these funds and the 
decision it faces with regard to the granting of the overall 
or full equity return. The Commission does not desire to 
create a situation where Duke vould lose this tax advantage; 
however ,. t he Co11.mission places greater weight on the IRS 
proposed regulation regarding the potential loss of the 
credit rather than the conflicting evidence of record and 
therefore concludes that the minimum return required on 
these funds is the overall rate of return. 
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EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT 

NOS. 11, 12, AND 13 

The capital structure as 
and as ptesented by the 
following respects: 

presented in the Company's filing 
Public Staff differed in the 

1. I n  its filing, the Company presented a pro forma 
capital structure consisting of 46.19i long-term debt, 
12.01% preferred stoct, 35.20, common equity, and 6.60% 
cost-free capital. The Public Staff updated the actual 
capital structure to December 31, 1977. During the course 
of hearings in this docket, the Company contended that the 
?CO forma capital structure in its filing was more 
representative of the Company's actual capital structur e at 
l!arch 31, 1978, th.an vas the Public Staff's. 

G.S. 62-133 (c) permits the updating of historical test
period data t o  show a ctual changes occurring up to the time 
the hearing is cl osed. Ind eed, the Public Staff recog nized 
the appropriateness of such updating vhen it updated the 
capital structure from September 30, 1977, to December 31, 
1977. 

The Commission believes that the purpose of the test yea r  
concept. in the fixing o f  ra tes is to arri ve at an annual 
level of revenues an d costs that is t�RX�§gntative of the 
level the Company can be expected to exper ience on an 
ongoing basis. 

Th e Commission has reviewed Duke• s capital structure and 
concludes that ·the capital structure used herein should 
approximate the Company• s actual capital structure at 
!'lar ch 31, 1978. This finding r eflects a known change prior 
to the close of the hearing and is a change the Commission 
d eems necessary, reasonable, and appropria te. 

2. The Company included cost-fr ee capi tal as a component 
Staff deducted 
This issue vas 

of the capi tal structure; whereas, the Public 
the cost-free capital f rom the rate base. 
discussed under Evi�ence a nd conclusions for 
No. 3 and need not be repeated her e. 

Findi ng of Fac t 

3. tn its filing the Company included the unamortized 
balance of the ,JDC as a part of common equity. As discussed 
under Evidence and Conclusi ons for Finding of Fact No. 10, 
t.he Commission has found that JDC sbo11ld not receive the 
full equit.y return and thus should not be included as a p art 
of common equity. 

The prop riety of the exclusion of Duke's equity investment 
in its subsidiaries from the equity component of the total 
Company capital structure vas not an i ssue between the 
parties in this proceeding. However, the Commission is of 
the opinion that it is proper to treat the Company's 
investment in its subsidiar ies consistent with the treatment 
of the company's investment in its utilit y operatioDSi that 
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is, such investment should be considered to be financed by 
the permanent comp o nents of capital in the same ratio as 
such components of capital exist in the total Co■pany
c apital stru cture. Further, the Com11.ission is :,f the 
opinion, with regard to transactions betveen Dulce and ·11:s 
subsidiaries, that the transfer price for goods and services 
provided to Duke by its s ubsidiaries shou_ld include a retl!rn 
on the subsidiaries• total investment no greater than the 
overall rate of return on original cost net invest■ent last 
found fair by t-his Commission in its order establishing 
rates for Duke's North Carolina retail elect ric utility 
operat ions. 

Based upon the foregoing and othe r evidence of record., the 
Commission concludes that the proper capitaliza tion rates 
for use in this proceeding are 50.001 long-term debt, 13.00% 
preferred sto ck, and 37 .. 001 co1111on equity, which ratios are 
calculated as follows: 

Long-term debt 
Preferred stock 
common egui ty 

Total 

(0001s Omitted) 

Total .company 
capitalization 

(bl 

$1,939,517 
504,275 

-1.JJ2Ll!!J 
$3,879,035 
========= 

fergent._ffi 
(c) 

so.oo 

13. 0 0
...ll&.Q 
100.00 

When the excess of the fair value of Duke's property, or 
rate base, over the original cost net investment in the 
amount of $178,837,000 is a dded to the equity c omponent of 
the capital structure, the resulting fair value c apital 
structure is as fo llows: 

� 
(a) 

Long-term debt 
Preferred stock 
common equity 

Total 

(0001s omitted) 

Fair. Value 
�ate- Base

(b) 

$ 806,732 
209,750 
775 181 B 

$1,792,300 
-=-------

t�!t!:--1!l 
(c) 

45. 01 
11.70

...!!h� 
100. 00
===== 

The cost rates presen ted by the witnesses fot: long-term 
debt and preferred st.Celt. differed only slightly. For 
purposes of this proceeding the Commission concludes that. 
the proper rates are 7.87% fot: long-term debt and 7.7.9� for 
preferred stock. 
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EVIDENCE AMD CO NCLUSIONS FOB FINDING OF PACT NO. 14 

The E vidence and Conclusions for Finding of Pact No. 14 
are contained in the testi■on y and exhibits of Co■pany 
witness O lson, �ublic Staff witness Rilson, Textile 
�anufacturer witness Currin , and in the rebuttal testi■ony 
of Co■pany witnesses Jenrette, Greenber g, Reaves, Dunlea, 
and Erickson. 

The princi pal ■ echanisa used by Co■pany witness Olson to 
derive h is rec o■aended return on book co■■on equity of 15J 
to 16J is the discounted cash flov (DC!'}. Witness Olson 
calculated the 7. 9J dividend yield portion of his DCP 
equation by dividing the 1977 annual dividend of 11.72 by 
the average price of Owce•s co■aon stoclc during 1977. 
Relying pri■arily on growth rates in earnings and dividends 
per share, witness Olson used a growth rate of 5.5l to reach 
his investor retu.rn reguire■ent of 13.4J, which he then 
adjusted to allow for issuance expenses and ■arlcet pressure. 
Witness Olson accepted the results of his OCF analysis since 
it produced a return in excess of the yie lds available on 
Duke's debt and preferred issues. He also tested his 
results by using a beta coefficient analysis which shoved 
Dulce's co■■on stoclc to have ■ore ■arket risk than that of 
the average electric utility. 

In testifying for the Textile "anufacturers, witness 
Currin also utilized the OCP approach in deriving his cost 
of equity capital reco■aendation of 13.SSJ. In deteraining 
the dividend yield portion of his DCF analysis, witness 
Currin calculated veetly dividend yields for the six ■onths 
Move■ber 1977 - April 1978. Re then averaged the weekly 
yields to obtain ■onthly yields and, finally, calculated a 
weighted average of the ■onthly average yields weighting the 
aost recent ■onth the heaviest. The resultant yield was 
8.36ll. 

In deriving his growth esti■ate, witness Corrin used 
Coapany data to calculate the growth rates in earnings and 
dividends per share for the periods 1967-1968 to 1976-1977. 
He then calculated a weighted average of the yearly average 
growth w eights weighting the ■ost recent periods the 
hea viest. The resultant growth rate of 4.39l vas obtained 
by averaging the weighted average growths for dividends and 
ea.rnings. "r• Currin•s final recoaae ndation included what 
he believed to be reasonable al low ances for issuance 
expenses and ■arket pressure. 

Public Staff w itness Wilson reached his recoaaendation of 
a 121 cost of equity capital by perfor■in g seYeral tests. 
Fir st, he used a co■parable earnings analysis and co■pared 
Duke to 100 large electric utilities. Based on this 
analysis, he deter■ined that the average earnings on coaaon

equity for these 100 utilities for the indicated period was 
in the 111 to 12l range. He cautioned against relying 
exclusively upon this test because of proble■s with 
cir cularity of reasoning inherent therein. 
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Witness Wilson also analyzed the earnings o.f other 
industrial firms and determined that during the past year 
these firms had earned approximately 1lll on equity. 
However, he pointed out that utilities provide essential 
services in a protected market, that utilities are less 
risky than these unregulated industries, and that the cost 
of equity capital fo r a utility vould be less than that 0£ 
the unregulated firm. Additionally, witness Wilson 
performed a beta coe fficient analysis for major utilities 
ana determined that utility common stocks are less risky 
than the 11arket as a vhole. He further concluded by 
analyzing Value Line's published indexes of safety, price 
stability, and earnings predictability for a wide varie ty of 
firms in all sectors of the economy that utility investments 
are less risky than investments in ·unregulated industries. 

Finally, witness Wilson employed a DCF analysis for Doke 
and the 100 electric utilities in his comparable earnings 
sample. By applying his OCF methodology to the larger group 
of companies, he arriTed at an unadjusted cost of coa11on 
equity of 11.78%. After dete rmining an unadjusted cost of 
common equity capital of 11.60'1 for Duke, he added an 
allowance for market pressure in deriving his final 
reco'mmenda tion of 12. 01. 

·On rebuttil, Duke presented its four witnesses from the
investment community: Jenrette, nunlea, Reaves, and 
Greenberg. These witnesses generally criticized the methods 
and conclusions of Dr. lfilson and testified that the rate 
of return on equity recommended by Dr. Wilson (12i) vas 
unrealistically lov and that a rate· of return on eguity of 
betveen 14i and 151 is required in order for the Company's 
stock to ha Te a reasonable chance of trading at or  slightly 
above its book 'Yalue. nr. Edvard Erickson of Horth Carolina 
State Uni'Yersity also testified on rebuttal for Duke. Dr. 
Erickson critici2:ed Dr. Wilson's 100-co■pany averaging 
approach and testified that Dr. Vilson•s regression analysis 
raised more questions than it answered. He concluded that 
Dr. Wilson's methods provide a less satisfactory estimate of 
the cost of equity than can be arrived at bf a simp1er and 
more direct application of informed judgment. 

The determination of the fair. rate of return is of great 
importance and must be made vith great care. WhateTer 
return is allowed vill be an iamediate iapact on the 
co�pany, its stockholders. and its customers. The 
commission has the statutory responsibility to insure that 
all parties are fairly and eguitably treated. In the final 
analysis the determination of a fa_ir rate of return is to be 
made by this Commission in its ovn iapartial judgment, 
int:oraed by the testimony of expert witnesses and other 
evidence of record. The commission has considered carefully 
all of the relevant evidence presented in this case. The 
commission takes note of the uncontroverted fact that, 
despite its acknowledged efficiency, Duke has been unable to 
earn in either 1976 or 1977 the rate of return on equity 
which the Coa■ission allowed in its last rate order in 1975. 
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of the substantial 
financing requirements 

i1111ediately succeed ing 

The co■mission takes notice of t he opinion of the Supreme 
Court 0£ the state of North Carolina in Utilities 
�Qm!ission, et al. v. Duke Poyer Co■!@JlY, 285 H.C. 377
(197Q), wherein the following statements c oncernin g the 
level of the fair rate of return appear on page 396: 

"The capital structure of the Company is a major factor in 
the determination of vhat is a fair rate of return for the 
company upon its properties. There are at least tvo 
reasons vhy the addition of the fair value increment to 
the actual capital structure of the Company tends to 
redu ce the fair rate of return as computed on the actual 
capital structure. First, treating this increment. as if 
it vere a n  actual additio n to the equity capita l of the 
Company, as ve have he ld G.S. 62-133(b) requires, enla rges 
the equity c om.ponen t in relation to th e debt coaponent so 
that the risk of the investor in common stock is reduced. 
Second, the as surance that, year by year, in times of 
inflation, the fair value of the existing properties vill 
ris e, and the resulti ng increment will be added to the 
rate base so as to increase earnings allowable in the 
future, gives to the investor in the company's c o■mon 
st.act an assurance of growth of dollar earnings per share, 
over and above the gr owth incident to the rei n v estment in 
the business of the Company• s actual retaine d earnings. 
As indicated by the testi■ony of all of the exp ert 
v itnesses, vho testified in this case on the guest.ion of 
fair rate of return, this expe ctation of growth in 
earnings is an important part of their computations of th e 
present cost of capital to the Comp any. Vhen these 
matters are properl y taken into a ccount, the commission 
may, in its ovn expert judgment, find that a fa ir rat e of 
return o n  equi ty capital in a fair value state, such as 
North Carolina, i s  presently less than the amount which 
t he Commission would find to be a fair return on the same 
equity capital vi thout considering the fair value equity 
increment." 

The Com.mission therefore concludes that it is fair and 
reasonable to consider in its findings on rate of return th e 
reduction in risk to Duke 1s equity holders a nd the
protection agai nst inflation which is afforded by the 
addit ion of the fair value increment to the equity component 
of the Company's capital structure. 

As set forth above, the fair value capital structure of 
Duke is as follows: 



176 

Item 
(a) 

t.ong-term debt 
Preferred stock 
common egui ty 

Total 

ELECTRICITY 

£g�£!HJL1!l 
( b) 

QS .01 
11. 70

_il.29
100.00 

The co11111ission finds and concludes that the fair rate of 
return that Duke should have the opportunity to earn on the 
fair value of its North Carolina rat e base for retail 
operations is 8.98J, which requires an increase in annual 
revenues from Duke's North Carolina retail customers of 
$Q0,327,000 based upon the adjusted historical test year. 
This rate of return on the fair value of Duke 1 s rate base 
vill allow the Company to meet its fixed obligations and 
will yiel d a fair i;ate of return on Duke's fair value c ommon 
equity of approximately 10.Q6,;, or approximately 13.591 on 
book common equity. The Commission concludes that this is a 
fair a nd reasonable rat e of return. 

In setting the return at th is level, the commission has 
considered all relevant testimony, including the Company's 
construction program. The Commission bas also consi dered 

the tests set forth i n  G.S. 62-133 (h) (4). The Commission 
concludes that the rates herein allowed should enable the 
Com pany, given efficient manageme nt, to attrac t suffic ient 
debt and equity ca pital from the market, to discharge its 
obligations, including its dividen d obligation, and to 
achiev e and maintain a high level of ser vic e to, the public. 

The Commiss ion has not made a spec ific addi tion to th e 
fair rate of return to offset attr ition since it believes 
other factors are present which tend to offset the eff ects 
of attrition, if, in fact, attrition. might ot he rwise occur. 
For exa mple, the Legislature has pr ovided for an updated 
test year which helps t.o insulate the Company from increases 
in expenses occurring after the test year. Likewise, Duke 
enjoys the benefit of a fuel adjustment proc edure which 
enables it to recover increas es in its operating co sts 
resulting from inc reases in the cost of fuel. Additionally, 
recent ex:perience indica tes that Duke's ele ctr ic revenues 
hav1:: continued to g row, thereby helping to of fset the 
effects of inflation. In short, the Commission concludes 
that Duke vill have every reasonable opportunity to earn the 
rate of return approved h erein. 

The foll owing scheau les summarize the gross revenues and 
rates of return which the Company should have a reasonable 
opportunity to achieve, based on the rates approved herein. 
Such schedule s, illustrating the Company's gross revenue 
requireme nts, incorporate the findings, adjus tments, and 
conclusions approved by the Commission in thi s Order. 
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SCHEDULE I 
DD!tF POWER COl!PANY 

DOCKET NO. E-7, SOB 237 
NORTH CAROLINA RETAIL OPERATIONS 

S'J'AT!l1P.NT OF RP.TORN 
TWELVE 110N'l'ffS ENDED SEPTE11BEP 30, 1977 

(000 1 S Ol!TTTP.D) 

Present 
-��

QE�£a ti!l.!l Re•�!Hi 
Gross operating reTenues 1--1�130 

QE�i!Ul ��!!.Y� Deductions
o per at ion and ■a intenance

expenses
Depreciation 
Taxes - other than inco■e 
Taxes - current inco■e 
Taxes - d�ferrad inco■e 
A■ortization of inTest-

11ent tax credit 
Total 

395,197 
73, 649 
65,678 
5'5,4Jl2 
34,255 

{ __ _L.524) 
_622. 737 

Net o perating inco■e 142,593 
Less: Interest on custo■er 

deposits ____ 111 
Operating inco■e for 

return S 142,420 

1�!�St■ent in ll�ctric Plant 
Plant in ser•ice ---$2,277,901 
Less: Accu■ulated 

deoreciation 
Cost-free funds 
!let in Tes t111ent

6 42, 624 
_j6q._!i12 
1,4 6'>,.§1!! 

Allowance for Worki.!l,g Capital 
11aterials and supplies 97,065 

45,672 
11,131 

Cash 
Pequired bank balances 
Less: Federal inco■e 

tax accruals 
Custo■er deposits 

Total 

Net in•est■ent in electric 
plant in SP.rTice plus 
allowance for working 

2,700 
_...1J23 

1 47,845 

capital 1,613,463 

Fair Talue rate bas e 

Pate of return on fair 
Talue rate base 

, , 792,300 

7.95J 

Increase 
A.P..P£Qyed 

2,42 0 
19,378 

18,'529 

$18,529 

177 

After 
Appro•ed 
Inc1;���� 

LftQ.2.&1 

395 ,197 
73,649 
68,098 
74 ,860 
H,255 

161,122 

___ _ill 

S 160,9 49 

$ 2,277,901 

642,624 
_l§�..§22 
hl�1Lill 

97,065 
45,672 
11,131 

2,700 
__ l,323 
__ 1 !!LJl.!.2. 

1,613,463 

1,792 ,300 
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Long-term 
Preferred 
Fair value 

equity• 

Total 

Long-term 
Preferred 
Fair value 

equity* 

Total 

ELECTRICITY 

SCHEDULE II 
DUKE POWER COHPANY 

DOCKET NO. E-7, SUB 237 
NOUTH ciRoLINA RETAIL OPERATIOWS 

STATP.l'l'ENT OF RETURN ON FAIR VALUE EQUITY 
TWELVE ttoNTRS P.NDED SEPTE!'IBER 20,1977 

debt $ 

stock 

(000 1 S on ITTED) 

Fair Value Ratio 
Rate Base --�--

Embedded Cost 
or Return on 

Fair Value 
__ Eguity � __ 

Net Operating 
Income for 

_--1rn.t!n::_n __ _ 

Present Rates -_Fair_Value_Rat�se ___ _ 

806,732 45. 01 7. 87 $ 63,490 
209,750 11. 70 1.79 16,340 

___ ]75,818 _!Ll�l] -��!!1 _J2£290 

debt 
stock 

$1,792,300 100.00 $142,U20 
========:== ====== =-======= 

Approved Rates - Pair_Value_Ra!,g_Dase 

$ 806,732 ijS.01 7.87 $ 63,490 
209,750 11. 7 0 7.79 16,340 

775,818 ...'!..hll 1.Q.,_il �Lill 

$1,792,300 100. 0 0 $160,949 
========== ====== ----- ======== 

*Book common equity 
Fair value increme nt 

Total 

$596,981 
178,83] 

llliL.!!J.!! 

EVIDENCE AND CONCLUSIONS FOR FINDING OP FACT NO. 15 

The evidence for this finding of fact is contained in the 
Company• s prefiled data and m1.n1mum fi ling requii:ei!ents 
exhibits r vbich accompanied the origi nal application for 
general rate reliefr and the testimony of Public St aff 
witnes s Williams. The Public Sta ff' s evidence consisted of 
an analysis of its investigation of Duke's fuel procurement 
activitiesr including its review of the company's long-term 
coal contracts and "spot" coal procurement ac tivities. 

Public Staff witness Willi ams testified that the Company•s 
fuP.l procurement ·activities appeared reaso nable and within 
the guidelines adopted by the commission. 

Prom the evidence presented r the Com[lission concludes that 
Duke 1s fuel procurement activit ies and pur chase policies ar e 
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reasonable and are in accordance with pra ctices heret ofore 
reviewed and approved by this Commission. 

EVIDENCE AND COBCLUSIORS FOB FINDINGS OF FACT NOS. 16 AND 17 

The evidience for these finding s of fact is 
the testimony and exhibits of company witness 
the testimony of Public Staff witness Willialis. 

contained in 
Stimar t and 

Company vi. tness Stima rt testified that the Company began 
accounting for nuclear fuel under a once through (throwaway) 
concept in July 1977 by providing for estimated disposal 
expense at the rate of 10. 22 cents per million BTU' s of 
nticlear fuel. This ac tion va s taken to reflect the cnrren t 
Federal Administration's posture opposing the reprocessing 
of spent nuclear fuel. !'Ir. S timart further testified that 
an annual amortization adjustment of .$5.730.000 for 10 years 
was nec essary to provide for snch costs related to nuclear 
fuel consumed prior to July 1977. 

Public Staff witne ss Wi lliams accepted the estimated cost 
levels for disposal prol)o sed by Duke but r ecommended 
diff erent treatment with re gard to the fuel cost adjustment 
proceedings. t!r. ffilliams testified that the estimated 
disposal expense should be included as a separately 
identifiable c omponent of the basic rate and not subje ct to 
month-to-month adjustment in fuel c harge proceedings. He 
further stated that Duke's test year figures contained only 
thre e months of estimated disposal expense and appropriate 
adiustmen ts; t o  annualize this expense item would increase 
overall North Carolina retail fuel expense by $6 ., 789,916 and 
revenues by $7.223 ., 210. He stated that the proper leve l for 
inclusion in the ba sic rat.es vould be 0.0323t'/Kvh. 

Based on the foregoing evidence. the commission conclude s 
that in light of the current Federal Administration's stated 
policie s to disallow nuclear fuel reprocessing, it is 
reasonable to include in the t otal cost of nuclear fuel an 
estimate of the cost of permanent disp osal of the 
raaioactive material s resulting fr om nuclear plant 
operations (throwaway fuel cycle). The Commission further 
concludes that the adjustments to test year fuel expense and 
revenues to annualize the estimated disposal expense, as 
testified to by witness Williams. are correct and proper. 
Based on the evidence a nd conclusions discussed aOOve, the 
commissi on concludes that nuclear fuel di sposal expense 
should be treated as a separately identifiable c omponent of 
the basic rates, not to be included in fuel adjustment 
charges. and that the proper level of disposal expenses to 
include as a separately identifiable compo nent in the bas e 
rate is 0.0323¢/Kwh. Similarly, an additio nal amount of 
o. O 126t/Kvh should be identified in the basic rates to
reflect t he 10-year amortization of disposal costs related
to Sl)ent nuclear fuels.
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BVIDERCE AND· CONCLUSIONS POR FINDING OF FACT NO. 18 

The evidence on the proper base fuel 
incorporated into the basic rate design and 
G.S. 62-134 (e) fuel cost adjustment formula 
the testi mony and exhibits offered by 
Stimart and Public Staff witness Williams. 

cost level to be 
into the proper 
vas contained in 
Company witn ess 

Company witness Stimart testified that Duke had not 
proposed in its application to change the base fuel cost 
level from the existing level of a. 7923¢/Kvh. 

Public Staff witness Williams testified that an adjustment 
should be made to the base fuel cost level incorporated into 
the basic rates and fuel cost adjustment formula to reflect 
test year fuel cost experience. Re further stated that two 
adjustments were necessary to normalize act ual test year 
experience. First, North Carolina retail fuel expense 
should be r educed by S2,527,680 to remove p�yments to Peter 
White Coal Company in excess of levels approved by the 
Commission in its Order of �arch 29, 1978. This would also 
require a revenue adjustment of $2,689,022. Further, as 
discussed elsevhere in this Order, the estimated cost of the 
permanent disposal of spent nuclear fuel should be 
eliminated from fuel charge adjustments. Witness Williams 
recommended a bas e ·fuel cost level of O. 9284 it/Kvh. This 
recommended level in base fuel cost anticipates a change in 
the definition of nuclear fuel expenses included in the 
recommended fuel cost adjustment formula to "exclude 
estimated cost and salvage value associated with 
reprocessing and disposal of the nuclear fU.eJ. and by
products." 

Based upon the foregoing testimony and exhibits, the 
Commission concludes that the base fuel cost level of 
O.  928q¢/Kwh is the proper base fuel cost level including .the
actual initial cost of nuclear fuel based upon the adjusted
test year cost levels which is appropriate for use in this
proceeding and that the basic rates and fuel cost adjustment
formula proposed by Duke should be adjusted accordingly.
The commission further conclucles that the change in
definition of allowable nuclear fuel erpenses in the fuel
cost adjustment formula recommended by witness Williams is
appropriate.

EVIDENCE AND CONCLUSIONS FOR FINDING OF PACT NO. 19 

The Commission takes judicial notice of Duke's application 
in Docket No. E-7, sub 2sq, for an adjustment to its basic 
rates based solely on the cost of fuel, pursuant to G.S. 62-
134 (e). such adjustmen t was requested to become effective 
on all bills rendered on and after September 1, 1978. 

The rates herein approved contain a different base fuel 
cost level (0.'328lJit/Kvh) than the base fuel cost level. 
(0. 7923¢/Kvh) approved in the basic rates in Docket No. E-7, 
Suh 173, which are currently in P.ffect. The rates herein 
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approved also embody the estimated fisposal cost of nuclear 
fuel vithin the basic rate structure, contemplating 
consideration of only the a ctual initial cost of nuclear 
fuel as the nuclear fuel cost component of the fuel cost and 
generation statistics to be utili�ed in G.S. 62-134(e) 
pro ceedings. 

!djusting the nuclear fuel cost statistics, accordingly, 
for the three-month test period in Docket Ro. E-7, sub 2511, 
and making appropriate changes in the computation of the 
adjustment factor to reflect the change in the base fuel 
cost level result in a charge of 0.1068¢/Kvh. This is the 
pr:oper and appropriat e Approved Fuel Charge that should be 
applied to the basic rates approved herein during the 
Sep tember bil ling month. 

EVIDENCE AND CONCLUSIONS FO� FINDING OF FACT RO. 20 

The evidence for this finding is cont ained in the 
testimony of the public wi tness es vho testified throughout: 
the State a nd Public Staff witness Kimba ll. Based on that 
evidence and the record as a whole, the co1111ission concludes 
that the level of services being provided by Duke to its 
retail cust omers i s  good and that: the company's procedures 
for hand ling customer complaints ar e adequate. 

EVIDENCE �ND CONCLUSIONS FOR FINDIUG OF FACT NO. 21 

Duke Powe r Company in this docket either filed or proYide d 
at the request of t he Public Staff and Intervenor s cost of 
service studies based on both summer and winter coincident: 
peak demand fact ors for both 1976 and 1977. There also 
appeared in evidence studie s for both yeat"S based on the 
average of the summer and vinter peaks. 

Under cross-examination, company witness Hatley testified 
tha t Duke's forecasting department presently projected the 
Company as a s ummer peaking co■pany and that it vas 
t.herefore approprio1.te to us e the single coincident peak 
allocation method based on the su■mer peak. 

nr. Hatley also testified that if the company vas t o  
become winter-peaking, it would be necessary to use som e  
method of allocation othe r than the single coincident peak 
�uring the transition period in order to avoid sudden 
increases and necreases in rates to customer classes which 
hav e characteristic seasonai peaks. Ritness Hatley 
testified that a method using the average of a su■■er and a 
winter peak vould he appropriate to use doring such a 
transition period. 

Public staff witness Bumgarner testified under cross
examination that Duke experienced significant se asonal peaks 
in both the summer and winter. Witness Tuckec-., also 
testifying for th e Public staff, s t at ed under cross
examination that the summer peak was, at this time., the 
svstem•s na tural peak. Both witn esses Bumgarne r and Tucker 
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st:1 ted that. they _felt. that it would be appropriate for the 
Commission to begin looking at cost of service studies based 
on the average of two or more p eaks .. 

Based on the above evidence, this Commission concludes 
that Duke is e%periencing multiple, significant seasonal 
peaks but that at the present t ime the summer coincid e nt 
peak is the appropriate one on which to base a cost 
allocation study for use as a guideline in determ ining 
rates. This Commission also concludes that the company 
should be directed to file annual cost of service studies, 
in addition to those now being filed, vhich are based on the 
winter annual peak. · It is further concluded that D uke 
should be dire cted to 1'egin collecting and compiling monthly 
coincident peak d emand data which vill enable i t  to pro duce 
cost of service studies based on averages of multiple 
coincident pea):s in conjunction vith future rate cases. 

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT 
NOS. 22, 23, 24. 25. 26, 27, AND 28 

Rate design testimony vas presented 
Hatley, Jr., for Duke Power company, N.'E. 
the Public Staff, and Ors. J. R. Neufeld 
Carolina Action. 

primarily by S.T. 
Tucker, Jr.• f or 
and J. PJ. Watts for 

The Company proposed several changes in the design of the 
ces ident ial rate schedules. First, Duke prooo sed to l imit 
the availability of the existing Schedules RR (electric 
water beating) and RA (all-e lectric) to current structures. 
Nev homes vould be served on Schedule R (residential, or RC 
(ener gy conservation). Schedule RC is a proposed nev 

offering designed to p romote the cons ervation of energy and 
demand. The only requirement to qualify £or Schedule RC is 
installation of thermal contro l products (insulation. 
primarily) sufficient to meet the specifications of Duke's 
Energy Efficient Structtlre (EES) Program. Under Duke's 
proposal, Schedul e RC would be priced approx:ima tely 21 belov 
the Schedule RA.'s new rate and significantly less than 
Schedule R as proposed by Doke. The pricing of RC would 
reflect the anticipated savings t o  Du ke in d emand related 
costs attributable to the additional insulation req11ire11ents 
of Schedule RC. Duke test ified that its engineering studies 
showe d that insulation to its EES st andard s vould reduce its 
overal l peak demand significantly and that the savings 
resulting from these homes converting or building to these 
high insulation s tandards shou ld be p as s e d directly b ack to 
those responsible for the savings. Under Duke's proposal, 
any nev residential structur e completed more th an six: mon ths 
from the effective date of rates vould not have th e choice 
of the c l osed RA or RW schedules bot would be placed on 
either the R or RC rate sch edules. The company• s testimony 
indicated that eventually t here would be only tvo 
residential rate schedules, R and RC. Adjustment s  made to 
the exis ting rate schedules reflect this goal. In the 
Company's proposal, the Basic Facilities Char ge vas set at 
$4.30 for each residential rate schedule. In addit ion to 
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egu aliza tion o f  t_he Basic Facilities Charges. the rate for 
t.he first 350 Kvh 1s vas proposed to be the sam e for
Schedules R, Rlf, and RA. These changes reflect the first 
step toward consolidation of the residential schedules. The 
company's proposal applied the average increase of 9_qa1 to
the residential class as a vhole; however, the individual 
residential schedules receive increases of differing 
amounts. This arose from the company's efforts to move 
toward only two resident ial schedules, the general 
residential Schedule (R) and the energy. conservation 
schedule (RQ. The proposed schedule R produced an increas e 
in r evenues of 1·. 2,:. The proposed increase in RW revenues 
vas 9.1,:i Schedule RA would have received a 101 increase. 

The Company stated that each of the proposed General 
Se rvice and Industrial Service Schedules (vith the exception 
of outdoor lighti ng) was adjusted across the board by an 
increase of 9.48% in total revenues. In the design of all 
of the proposed rate schedules, the fuel adjustment factor 
was assumed to remain as currently in effect. The 
exp erimental voluntary time-of-day r:1.tes w ere also increased 
to pro duce the aver age perce ntage in c rease in revenues. 1' 
st?ecial analysis vas performed on the outdoor lighting 
schedules.. The result vas a proposed change in the pricing 
of each luminaire offered vith no net change in total 
revenues. Tn most cases the proposed prices "ere reduced 
with small increases occ urri ng only in the small merc ury 
vapor offerings. 

The Public Staff's testimony sugge sted several changes in 
the proposed residential schedules. The Public Staff 
tes timony agr eed vi th the concept of th e consolidation o_f 
the three existing residential schedules. Several changes 
were proposed wh ich would move the rates more in tha t 
direction. First, Basic Facilities Char ge and energy price 
fo r the first 350 'Kvh 1s were increased to reflect more 
closely the cost of suppl ying electr icity to the small 
customer s. The Public staff also proposed a slight change 
in the blocking of Schedule R and RA to eliminat e the block 
from 1300 to 1500 Kvh. This c hange not o nly simplifies the 
rate st ructure, but results in the same. blocking for al l 
three rate schedules which would enhance fature 
consolid ation of these schedules. It vas proposed to make 
the price of the 350-1300 Kvh block of Schedules RW and R• 
thP. same.. The price wou.ld be less than the same block of 
schedule R to r eflect the lesser per-,unit costs which the 
operation of an approved electric water heater causes the 
sj,stem to incur. Finally, the Publ.ic Staff proposed a 
summer-winter differential in the tai 1 block of Schedule RA. 
The Public staff stated that, d uring the cooling season, 
there is less justifica tion for charging love r rates to all
electric customers than to the water-he ating customers. For 
this reason, it vould appear that it is less appropriate for 
the Schedule R1' customer to be chat:'ged the winter rates year 
round through the summer seasons. .ll.lso, increasing the 
summer tai1 block rate o f  Sched1.1le RA would again move 
closer to future rate con solidation. 
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The Public Staff agreed vith the concept of the energy 
conservation rate schedule, schedule RC, and developed. a 
schedule vhich would produce approiimat ely 21 less annual 
revenues than Schedule R! to reflect -anticipated saTings in 
demand related costs. Under the Public Staff's proposal, 
Schedule RC would also include a su11.11er-vi nter differential 
because a seasonal differential would add a great deal of 
flexibility for future a djustments to the• schedule to 
reflect ac tual impact of t he schedule on seasonal system 
cost s. 

In ad di tion to the changes suggested for t he residential 
rate schedules, the Public Staff proposed modifications to 
the major gene ral service an d industrial sch edules. The 
Public Staff proposed to bring those schedu1es closer 
�ogether in the front- end in order to achieve a more uniform 
bill for s■all customers takin g service u nder those three 
schedules. Prior to the order issued in Docket No. E-7, 
Sub 159, a small customer would receive the same bill 
whether that customer vas Serv ed on Schedule G, G�, or I. 
Since the order in that docket, Schedules G and GA have been 
lower in the front-en d blocks than Schedule I. The proposal 
of the Public Staff would tend to restore that relationship. 

The Public Staff agreed with the Company's proposed design 
of the re maining schedules. 

Drs. Nuefel d and Watts, the witnesses foe Carolina Action, 
testified on the design of the residential rat e  schedules 
only. They stated that ma rginal. costs must b e  the star ting 
point from which rates ar e develop ed. They testified that 
Duke's propos ed rates do not reflect the principles of 
macginal cost pricing. The wit nesses offered detailed 
criticism of Duke Is rates v it h t' espect to the following 
issues: (1) the declining block natur e of Duke's proposed 
resi dential rates; (2) the rete ntio n by Duke of the RA an d 
RW subclasses; and (3) the propos ed residential conser vation 
Schedule RC. With respec.t to the RC Sched ule, the witn esses 
questioned vhether lover rates for homeowners meeting Duke •s 
inSulation standards will h ave a beneficial effect on Duke• s 
costs. The witnesses stated further that the effect of the 
RC rate might vel l be to increas e  a homeowner• s consumption 
O'f electricity. In summary, they testified that the RC rate 

.appears to be another promotional rate. Several resi dential 
rate s chedules were i:roposed by the witnesses; in general, 
these proposed rates were flat or inverted schedules. 

John Crosland, Jr., a builder and developer in Charlot te, 
tes tified that many of his fellow builders are concerned 
with Duke• s specifications for the proposed RC rate. He 
stated that in many cases new homes are being built today 
which cannot meet Duke's BES specifications without major 
structural changes. Also, he testified that these 
S?ecificat ions a re inflationary to housing costs and would 
exceed any reasonab1e rate of return on dollars invested by 
the hom eowne r. In support of his testimon y, the witness 
presented st udies based on heat loss and heat gain 
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calculations on two of the aost popular ho■es built in the 
Cha rlotte area. 

In considering these aatters the Coaaission recognizes the 
interrelated probleas of siaultaneously providing adequate, 
efficient, and economical elect ric utility services. If t he 
only criteria to be met were those required to produce 
adequacy in teras of reliability and ability to meet loads 
demanded by custoaers, the task would be less coaplicated. 
l,ikewise, if "econo■ical" was the onl y requireaent, the task 
would be simplified. To be assured of adequate serYice 
capability, there ■ ust be a reserve of plant and 
transmission ties to allow for normal plant maintenance and 
unexpected outages of equipment or unexpected load growth. 
But these plant reserves are expensive. Iaproveaent in the 
adequacy of service is a detriaent to the economy of the 
ser vice. Furthermore , in all that we do, we aust recognize 
that much of our probleas are weather rel ated; we must plan 
on normal weather, but we cannot lose sight of the changes 
in power requireaents which result from abnor■ally a ild or 
severe weather. A balance is necessa r:r in providing 
efficient, economical, and adequate electric utility 
ser vice. 

The most efficient ■ethod of recovering costs fro• the 
ratepayers who cause the■ to be incurred is throu gh a three
part rate, utilizing a custo■er charge, deaand charge, and 
an energ:r charge with each charge reflecting current costs 
of its provision. Ideally, demand and energy measureaents 
should be aade at peak and off-peak times in order to 
properly charge for service received. But the cost of tiae 
and usage recording demand ■eters and the expense of 
interpreting the recordings is thought to be too great at 
the present time to be generally used. Experiments 
utilizing aeters to measure on-peak and off-peak usages are 
now underway. For this reason, the deaand of the large 
custoaers is generally measured simply with an indicating 
de■and meter which registers only the ■aximum peak between 
rea dings. Even these meters have been considered too 
expensive for use for s■all loads. 

l'or the residential schedules, then, ve a re presently 
faced with the proble■ of recovering the three co■ponents of 
cost; customer, demand, and energ:r, without the use of a 
customer-by-customer measure ment of peak de■and let alone 
any differentations between off-peak and on-peak usage. The 
■ost appropriate means of recovering demand costs, 
therefore, is to include the• on the rate blocks. However, 
we aust use care in placing the demand costs into the rate 
blocks or one or both of tvo situations can occur. Pirst, 
some customers may be discriminated against (or for) by 
paying ■ore (or less) than the cost of their service. 
Second, the recovery of costs by the Company aay become 
unduly sensitive to changes in the weather. However, using 
summer-winter differentials in rates can be an aid in proper 
charging of demand costs. 
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In this case, as in all others in recent years, there have 
been r eco.m11endation s  by some that residential rates should 
be inver tea.. The essential foun dations of these 
recommendations a re that higher tail-end charges approach 
marginal costs and that th e price elasticity of higher 
charges discourages electricity use and encourages 
conservation. In recognition of these contentions, ve have 
flattened the rate schedules moderately by raising the high 
end us age blocks. Ro.vever, inverted rates have very serious 
implications with respect to the stability of cost recovery 
and the ability of the Company to continue to borrow funds 
at reasonable rates and provide reasonable service., Peak 
load pricinq vith specialized meters offer more promise in 
recovering appropriate system costs without i ntroducing as 
major a problem of instability into the rate structure.. As 
stated earlier, ezperiments to see if b enefits outweigh the 
additiona l costs 0£ metering are underway in North Carolina. 

The problem of instability of revenue under inverted rates 
can be seen more clearly if one assumes £or illustration 
purposes that Duke's electric custo■ers' demand for 
electricity is completely unrelated to its price (i.e., zero 
elasticity) and tha t  adequate facilities to serve loads 
during severe weather a re in place. once facilities are in 
place to provide adequate and reliable service, the extra 
costs incurred during severe weather, and the costs saved 
during extremely mild weather a re essentially only fuel 
costs. If inverted rates are u sed, the extension of usage 
or contraction of usage will be charged at too high a cost. 
The result vould be that, in periods of extreDJe weather 
conditions, when customers• usages and resulting bills are 
extended without their control and to the extent the 
assumptions are true, the Company woul d reap windfall 
profits--at a time when it is most difficult for consume rs 
to pay. Conversely, during ertremely l1i1d veather and to 
the eztent the assumptions are true, the company would not 
recover its costs and its continued ability to finance 
required growth vou.ld bA i11paired--at a ti11.e when it is 
least difficult for customers to pay. 

For these reas ons, ve must strike a balance between 
recovery of lippropriate demand costs early in the basic 
usage portion of the schedule .and recoYery of approp riate 
demand costs for the increased usage w hich occurs from both 
veather-relatea and nonvea ther-rela ted ca uses. The 
Commission concludes that it is appropriate to reflect 
marginal costing where feasible. The r ate designs adopted 
he.rein reflect this move in several areas. Tail-end rate s 
have been increased more than front-end rates. one c l ass 
(SSI) of custo11.ers identifiable as ,being relatively price 

inelastic; the blind, disabled, or aged receiving 
Supplemental Security Income from the Social Security 
Administratio n, has been gr anted reduced rates (either no 
increase or a decrease depending upon the schedule) for the_ 
basic usage of 350 Kwh per month. 
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Resident ial rates have been shifted toward enabling future 
consolidation. In addition, the commission is closing the 
present RW and RA schedules £or service to nev residential 
structures which do not have building per mits before 
January 1, 1979. Existing customers may continue to be 
served under those schedules. Service to nev homes vill 
then be allowed only on Schedule R or the n ev Schedul e RC •. 
Schedule RC vas originally proposed to carry a 21 discount 
below the RA rate to reflect the impact of the greater 
insulation of the str ucture on the costs of providing 
service to it. Duke presented summaries of engineering
calculations which indicated expected reductions in costs 
below those reguired to serve RA customers. However, there 
is no e:1:perience vi th actual installations to verify the 
expected results and, therefor e, evidence on this matt er of 
extra benefit: to the electric system operations and load 
factor is inconclusive at this time. The extra insu lation 
vill, of course, save energy an d thus lover consumers• total 
bills. The commis sion also recognizes that the energy 
prices used t o  develop the requirements of the present 
AStfRAE standard upon which our Building code is based are 
1969-70 era prices and do not reflect the impact of future 
energy pri ces .  The struc tures nov being constructe d vill be 
in use long after our presen t electricity supply system has 
been replaced. For that re a son, ve must pla n ahead. The 
Commission concludes .that the RC rate s honld be instituted 
but that the ini tial rates should not be s et below the cost
proven RA rate level. After sufficie nt experience is 
qai ned, final levels vill be set in future hearings. 

Although the requirement that the s tructure meet the 
provisions of Duke •s Energy Efficient structure of the RC 
rate requirement was criticized as being unduly restrictive. 
the Commission considers the fact that both the Farmers Rome 
.l\dministra tion requirements a nd the standard package ho■e 
offered by Love's, a builder's supply firm, exceed the 
specifications of Duke's EES to be pe rsuasive that such 
standards are not out of th'e ordinary. Duke's Energy 
Efficient Structure program includes specific standards but 
allows the flexibility to use alternate heat transfer 
reduction methods as long as equivalent heat. transfer 
reductions ace achieved. 

The com mission concludes that it is appropriate to update 
insulation requirements and to support the installation of 
the levels of heat transfer reductions included in the 
Energy Efficient structure program prom ulgated by nuke as a 
part of its load management program. Residential structures 
meeting t hese heat transfer reductions will contribute 
substantially to lovering future plant requirements and to 
the reduction in use of our natural resources. The rate is 
cost-based, nondiscriminatory. and. given th� rate 
modifications listed above, shoulii produce the s ystem 
average rate of return. The Commission further concludes 
that the standards should offer some flexibility in the form 
of options that sould be m ade and still meet the he:1. t loss 
and heat gain standards. 
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A�thoagh the evidence in this proceeding vas to the effect 
that 951 of Duke• s home owner customers desiring loans would 
be able to obtain conventional financing for insulation 
.improvements required under the EES program in order to 
qualify for the RC rate, the Commission is co ncern ed about 
those lover income homeowner customers who may be unable to 
obtain conventional £inancing to mee t the EES 
specifications. With respect to these _customers, the 
Commiss i on con cludes t hat Duke should develop and implement 
a program to assure the financing of improvements under the 
EES program, 0ither through direct loans by Duke or through 
arrangements by Duke to guarantee the financing from an 
outside financial institution. 

The Publi:: Staff rate design philosophy of moving lov use 
charges on the general and ind ustrial sc hedules closer 
together has been adopted. The G and GA schEdules vere 

modified to reduce t he crossing effect which occurred at 
larger usages. 

The Comm ission concludes that t hese changes in rate design 
are cost responsive and will, on balance, pr omote a more 
efficient and economical electric utility sys tem to serv e 
our future needs. 

IT IS, THEREFORE, ,ORDERED AS FOLLOWS: 

1. That
into effect 
rates are 

Duke Paver Comp any is hereby allowed to plac e 
the rates described in Paragraph 3 below, which 

designed to produce an nual revenues of 
$805,657,000. 

2. That the proposed rates filed by Duke, whi c h  were
designed to produce additional revenues of $70,462,000, are 
in e1:cess of those which are just and reas onable and the 
s ame are hereby disapproved and denied. 

3. That effective for service rendered on and after the 
date of this Order, Duke is hereby allowed to place into 
effect t he increased rates as set forth in Appendi1: l\, which 
rat es are designed t o  produce additional annual revenue s  in 
the amount of $40,327,000. The Co�mission sball file 
amended tariffs reflecting the rates contained in Appendix A 
on or before Sept.ember 4, 1�78, including its proposed 
specifications for the "E:F.S program. 

4. That an approved fu el charge formula set forth in
A.pp endix B to this order is hereby approved to be added to 
the basic rates approved herein .. 

5. That Dult e shall elimin ate on a prospective basis the 
cost-free component from the formula pr escribed by t his 
commission in DoCket No. E-100, Sub 27, for use in 
ca.lculating the rate to be used in the capitalization of 
A.1lovance for Funds Used During construction (APUDC). 
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6. That in future filings of gen eral rate increase 
requests, Duke shall file as a part of NCUC Form E-1 (Rate 
Case Informati on Report) in support of its total working 
capital requirement a properly prepared, complete, detailed 
lead-lag stuay. 

7. That in future transactions between Duke and its 
subsidiaries, the transfer pricP. for go ods and services 
prov ided t o  Duke by its sub sidia['ies shall not include a 
return on the subsidiary's n et investment any greater t han 
the ov erall rate of return on original cost net investment 
last found fair h'f this Commission in its Order estab1ishing 
rates for Duke's North Carolina retail electric utility 
opP.ration s .. 

8. That Duke shall file vith the commission an annual
cost-of-serTice study b ased on the annual winter coincident 
peak and shall begin collectin g data which will enable it to 
prol1uce cost-of-service studies based on the averages of 
multiple coincident peaks in conjunction with future rate 
cases. 

9. That Duke shall develop and impleme nt a program
designea to assure financing for those homeowner customers 
of Duke who are unable to ob tain conventional financing of 
the required EES improvements in order to gualifv for the RC 
rate; further, Duke s hal1 f il e  such financin g program with 
this commission for approval. 

1 O. That Duke shall give public no lice of 
increaSe appro ved herein by mailing a copy of said 
hereto a ttached as Appenaix c by first-class mail to 
its Horth Carolina retail cu stomers during the next 
billing cycle. 

ISSUED BY ORDER OF THE COJll!iISSION. 

This the 31st day of August, 1\178. 

the rate 
notice 

e ach of 
normal 

NORTH CAROLINA UTILITIES COftftISSIOH 
Katherin e �. Peele, Chief Clerk 

{SEAL) 

APPENDIX C 

DOCKET NO. E-7, SUB 237 

BEFORE THE NORTH CAROLINA UTILITIES COSSISSION 

In the �atter of 
Application of Duke Power Compa ny 
for Auth ority to Adju st and Increase 
Its Electric Rates and Charges 

NOTICE TO CUSTOftERS 

The North Carolina 
commission order issued 
rate increase applied 

Utilities Commis sion, in a full 
today, denie3 a major portion of the 

-for by Duke Power Company on its 
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retail electric service in Rorth Carolina, and authorized an 
increase amounting to 57" of the increase applied for. 

Duke had applied for an increase of $70,462,000 in 
·additional an nual revenue which would have been a n  overall 
increase of 9.4�. The Public Staff intervened in the case
ancl offered testimony that Duke could decrease its rates and
still have an adequate return. The City of Durham, Carolina 
Actio n, and the Attorney General also in tervened for the 
using and consuming public. The Commission conducted public 
heari ngs during June and July in Durham, Marion, 
Henderso nville, Ch arlotte, Greensboro ., and Raleigh. 

The commission order allowed an increase of $1'0,327,000 
for an overall increase of 5.271. The Commission held that 
the approved ra t·es wo uld provide an OYer all rate of return 
of B.98,: on the fair value of Duke's property serving the 
"?Ublic, which vas found to be $1,71}2,000,000. The 
Commissi on found tha,t this i ncrease was necessary for Duke 
to maintain good ·service and to continue a reasonable 
construction program for fo['ecast groVth and generation 
reserv es sufficient to prevent paver shortages. The 
increase vas based on general inflation in Duke 1s costs 
since the la_st gen·eral rate incr ease effective in December 
1975. 

In the design of Duke• s rates, the commission held the 
increase to 4.51i on the first 350 kilowatt-hours for 
residential R customers, and established a su mmer-winter 
differe ntial with a lov e r  winter rate for all kilowatt-h ours 
over 1300 kilowatt-hours per month, where electric heat use 
would fall. 

The Commission a lso provided a special rate classificati o n  
for customers over 65 or blind or disabled vho qualify for 
suppleme ntal security income (SSI) administered by the 
Fed eral Soc ial Security Program. 

'I'lie commission authorized a special conservation rate 
(r esidential RC) which offers an ince ntive to those 

customers vho install special insulation, either in existing 
r�sidences or newly constructed residences mee ting the 
energy effic ient structure (EES) pro·gram. The commissio n 
found that the EP.S insulation program would ultimately save 
constructi on of generating capacity through its energy 
s aving features, and. passed t his saving on to cu stomers 
installing such insulation. The insulation program includes 
a plan for customers to instali insulation in existing hom es 
by l:ank loans arranged by Duke with inspection of the 
insulati on by Duke. The Commission ordered that Duke 
establish a program :to arrange direct lo ans to any customers 
vho could not secu re loans under the bank phn. 

The rates approved by the Commission for typical 
residential customers would go from the present $20.72 for 
the average of 500 kilowatt-hours in the R schedu le to 
$21.66, an increase of 4.54%. In the RW schedule (electric 
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water he ater), the average consumption of 1 ,ODO 
kilowatt-hours would go from $36.03 to $38.00, an increase 
of 5.47�. The increase for the RA customer (all electric) 
at the average consumption of 1,500 kilowatt-ho urs per month 
'llould increase from $52.11 to $55.01 in the summe r, an 
increase of 5.S7i, and to $54.19 in the vinter, an increase 
of 3.991. 

Tbe Commission order provided that the present RV (water 
heaterl and �A {all-electric) rates would be closed after 
January 1, 1979, except to a customer with a building permit 
for construction not completed at that time, and the present 
Fi' and R.Pt customers would continue to receive service under 
those rate schedules, but no nev structures would be added 
to these scheclules. In place of the Rlii' and RA schedu les, 
the Commission appro ved the new RC (insu lation schedule) at 
the same rates as the clo sed RA schedule, vi.th the 
reguirement of a greater amount of insulation than 
previously requir ed for the old RA nte. The nev insulation 
plan requires insulati on rat ed as R-30 or better in the 
ceiling, being eight to ten inches of insu lation depend ing 
upon whether batts or blovn type, and corre sponding heavy 
insulation in the walls, flo ors, dual pane or storm vindovs 
and insub.tecl door s and other limitations on the heat loss 
an d vindov size. Insulation for existing struc tures would 
take into account some of the problems of retrofitting older 
homes vith insulation. The RC rate vould be a vailable for 
all customers, regardless of the type of heat or vater 
heater used. 

The special SSI rate established by the commission would, 
in effect, provide f or no increase for this class of 
customer for the first 350 kilowatt-hours of consumption per 
month, vhich, in effect, is a 4.511 discount from the 
increased rates for the first 350 kilowatt-hours for this 
qroup. The testimony at the hearing on this group estimated 
that approximately 20,000 of Duke's 800,000 retail customers 
would be eligible for this rate. The com.mission estimated 
that the revenue effect of this action vo1Jld be to iapact 
Duke's overall Horth Carolina revenue of $805,000,000 per 
year by less than $175,000. This special rate 
classification vas au thorized, both on the basis of the 
relative inelasticity of demand of this group and the desire 
of the Commission to collect realistic data on the effect· of 
a lover than average rate on electric use by this rate 
gro up, in accordance vith the Legislature's directive that 
th e commission study the app licability of lifeline rate s. 

The new Duke rates vill incorporate an up-dated 
in the base electric rates and the fuel surcharge 
substantia lly -reduced in the future. 

fuel cost 
would be 

The customer charge for all residen tial customers vas 
fixed at 1ill.30 per month, the s ame as tb.e present R customer 
charge. This charge covers part of the fixed customer c osts 
incurred regardless of the amount of electricity consumed, 
including reading ■eters, hilling, collecting, and the 
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maintenance and depreciation on the meter and other company 
property on the customer's premises. 

The Commiss ion Order being issued on August 31, within the 
six months period from which the rates vould have gone into 
effect under Duke's original rate filing, ntillifies the 
announcement ■ ade by Duke on August 17 that it would put its
full rates into effect under bond for refu nd on September 1, 
1978. The commission approved rates vill beCome ,effective 
on service rendered on and after September 1, 1978. 

Co11111issioner Tate filed a separate opinion concurring in 
large pa rt vi th the Commission• s decision, but dissenting 
from the Commission• s denial of an equity return to Duke on 
the job development tax credit, and the denial of Duke's 
request for a larger discount for the RC (insul ation) rate 
schedule than for the �A rate schedule; ana from the 
Commission's requirement that Duke assure insulation loans 
to customers who could not obtain the bank loans. 

C088ISSI0NEB 
with the order 
do, however, 
decision: 

TATP., DISSENTING: I concar in large part 
today issued in the Dulce Paver rate case. I 
dissent t o  the following portions of the 

1. Finding of Fact 10. I disagree with the majority 
conclusion that the job development investment tax credit 
should receive only an overall rate of re turn. I have read 
ad  nauseum, the applicable. section of the Internal Revenue 
Code, informational letter, proposed regulati on, and reports 
from both tlie Senate and House committees regar:rding this 
matter. Rone of the above are clear or u neguivocal, 
hovever, on balance, it is my i nterpretation that the Code 
states that the full eguity return should be allowed on the 
JDIC and the Co11.mi ttee Reports confirm this intention by 

· Congress. Additionally, it is my understanding that the 
regulation, having been proposed for seven years, but never 
adopted, is again under study by the IRS and hopefully, 
t here vill be a definitive rule in the near future. Having 
concluded that the Code requires a full equity return and 
that this vas the intention of congress, I feel it is 
inequitable to allow less, pending a final determination of 
this matter. 

2. Finding of Pact 22. (a) I am a.:iso opposed to the
decision of the Commission that sets the same rates for R� 
and RC customers. The new RC rate is, in my op1n1.on, an 
innovative attem�t- on the part of Duke Paver Company to 
encourage customers to conserve electricity by installing 
insulation in their homes. Since homes constructed or 
renovated according to BES standards will h ave less heat 
loss in the winter and less heat gain in the summer, those 
customers would use less energ'y in -t;otal and would create 
less demand on the electricity supply system during both the 
summer and the winter peaks. In the long run, Duke Paver 
will be able to cut back on future construction since RC 
customers will create less demand both at summer and winter 
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peaks and during off-peak hours .. on the othet hand, 
customers in the RA rate schedule were in pa.st years

. 
given a 

"promotional" rat e because of their decision to increase 
their electric consumption by having all electric appli ances 
for space h�ting, cooking and water heating.. It is true 
that the r equirements for RA also did require some increased 
insulation, but the amount of insula tion required for RA 
homes is approximately the same insula tion nov required in 
all nev homes in North Carolina under the Building Code .. 
While I bel ieve that RA should have lower rates than R, as 
vas proposed by both the company and the Public Staff, I do 
not believe that RA customers should receiv e the same 
discount as RC customers.. It is patently inequitable to me 
to allow RA cust.omers, with lesser insu lation, 321 gr eater 
heat loss, and vho are large users of electric paver to 
receive the s ame benefit as RC customers who elect to build 
·or cenovate their homes in order to conserve energy and 
thereby cut dovn the necessity fo r future electric paver 
construction .. 

(b) I disagree with the Commission's decision to order 
Duke Power Company to enter the banking business by becoming 
the lencler of last resort for persons who ar e unable to 
obtain bank loans in order to insulate their homes. I 
believe that Duke Paver has done an e,:ce llent job of 
convincing all of the banks in th eir territory to make loans 
for insulation in retro fitting homes. Both the EF.S program 
and the program for older homes are in very early s tages. I 
believe i t  would be far viser for the Commis sion to allow 
this program to continue for one year and at the end of tha t  
time to request data from Duke Power Company as to whether 
or no t there is a proven need for Duke to become the lender 
of last resort. There was no evidence presented in this 
case as to a workable plan under which Duke would lend to 
customers for the purpose of insulating t heir homes. There 
are questions of wh ether or not a lien should be obtained, 
as to vbat interest should be charged, as to how these loans 
would be repaid and over wha t  period of time. What should 
Duke do if a customer pays his electri c bill but not his 
insulation bill; will that: customer be subject. to having hi s 
electricity cut off? Can or should Duke foreclose in the 
event of non-payment? There are many unexamined and 
unresolved problems. I believe it is premature for the 
commission to make this decision and it is improper to do so 
without having fully examined the issue during the course of 
the hearing. 

Sarah Lindsay Tate, Commissioner 
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DOCKET RO. E-7, SUB 237 

BP.FORE THE NORTH CAROLINA UTILITIES COMMISSION 

In the Matter of 
Applicati on of Duke Paver Company for an 
Adjustment of Its Rates and Charges in Its 
Service Area Within North Carolina 

ORDER APPROVING 
FINAL RATE 
SCHEDULES 

BT THE C08MISSION: on August 31, 1978, the Commission 
entered its order Granting Partial Increase in Rates. 
Tncluded in that Ot"C1er vas an initial set of rates designe d 
to recover the allowed revenues. During the subsequent 
verification process, it vas determined that the ordered 
updating of the fuel cost included in the basic rates and 
excluded from the fuel charge adjustment vas not fully 
accomplished in the initial rate schedules. The initial 
rates are deficient by .02Q3t/Kvh and should be increas ed by 

that amount in otder to correctly yield the revenues 
originally allowed by the Commission. The final r ate 
schedules approved in t his Ord er will produce the correct 
revenues approved in the order of �ugust 31, 1978. The 
Commission concludes that the i:ate schedules attached i n  
Appendix A should be approved as fi nal rat es. 

IT IS, THEREFORE, ORDERED: 

1. That effective for service rendered on and after 
Septe"mber 1, 1978, Duke is hereby allowed to place into 
effect the final rate schedules as set forth in �ppendix A, 
which rates are designed t o  produce additional annual 
revenues i n  th e amount Of $40,327,000. 

2. 
rates 
1q1e. 
April 

Tha t Duke shall file amended 
c ontain ed in Appendix A on or 

The filing sh all include an 
1978 reTised EES standards. 

tariffs reflecting 
before Septemher 
official filing of 

the 
12, 
the 

3. That Duke shall give public notice of the rate 
approved herein by mailing a copy of said notice 
a ttached as Appendix B by fi rst-class mail to each 
North Carolina retail customers during the next 
billing cycle. 

change 
hereto 
of its 
normal 

4. That, except as herein modified. th e com11issi on•·s 
Order Grant ing Partial Increase in R3tes of August 31, 1978, 
is affirmed. 

ISSUED BY OBDER OP THE CO!!ISSION. 
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,'l'his the 6th day of September, 1978. 

NORTH CAROLIN! UTILITIES COMPIISSION 
Katherine M. Peele, chief Clerk 

(SE AL) 

NOTE: For Appendices A and B, see the official. order in the 
Office of t he Chief Clerk. 

DOCKET NO. E-7, SUB 237 

BEFORE THE NORTH CAROLINA UTILITIES COHffISSION 

In the Platter of 
Application of Duke Pover Company ) SUPPLESEHT TO 
for an Adjustment of Its Rates and) ORDER �PPROVIHG 
Charges in Its Service Area Within } FINAL RATE 
North Carolina ) SCHEDULES 

BY THE COMl'HSSION: On August 31,, 1978,. t he Commission 
entered its Order Granting Partial Increase in Rates. 
Included in that order was an initial set of rates designed 
to recover the alloved revenu es. Do.ring the subsequent 
vec ification process, it va s determined tha. t the ordered 
updating of the fuel cost inclu ded in the ba se rates a nd 
excluded from the fuel charge adjustment va s not fully 
accomplished in the i nitial rate schedules. An Order vas 
issued on September 6, 1978, which was intended to change 
the schedule of rates t o  complete the updat ing. It has come 
to the Commissi on•s attention that the September 6 rate s are 
deficient by .0169¢/Kvh and should be increased by tha t 
amount in order to correctly yield the revenues originally 
alloved by the Commission. The final rat e  schedules 
approved in that Order, if modified as in Appendix A
attached heret o, will produce the correct revenues appro ved 
in the Order of Angust 31, 1978. The Commission concludes 
that the R�te Schedules and No tice attached to the 
September 6 Order should be changed a s  shown in Appendix A 
attached hereto. 

IT IS, THEREFORE, ORDERED: 

1. That effective for service ren dered on and after 
September 1, 1978, Duke is hereby allowed t:o place into 
effect the changes to final rate Jchedules as set forth in 
Appendix A, vhich rates are designed. to produce additional 
annual revenues in the amount of $40,327,000 .. 

2. 
rates 
197 a.
April 

That Dulce shall file amended 
contained in Appendix A on or 

The filing shall include an 
1978 revised EES standards. 

tariffs reflecting 
before September 
official filing of 

the 
12, 

the 

3. Tha t Duke shall give public notice of the rate c hange 
approved herein by mailing a copy of the notice attached as 
A?pendix B to the September 6 Order, as amended herein, by 
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first-class mail to each of its North Carolina retail 
customers during the next nocmal billing cycle. 

ISSUED BY ORDER OF THE CO�ftISSION. 

This the 8th day of September, 1978. 

NORTH CAROLINA UTILITIES COftftISSION 
Katherine ft. Peele Chief Clerk 

(SEAI.) 

NOTE: For Appendix_ A, see official order in the Office of 
the Chief Clerk. 

DOCKET NO. E-7, SUB 237 

BEFORE THE NORTH CAROLINA UTILITIES CO!!!l!'IISSION 

In the !'latter of 

Application of Duke Power Company for and 
iajustment of Its Rates and Charges in 
Its Service �rea �ithin North Carolina 

ORDER CORRECTING 
SSI RATES A.RD 
LIGHTING RATES 

BY THE COft!'IISSION: The Commission's Order of Septe■ber 8, 
1978, omitted. the revised rates for the first 350 Kvh for 
recipients of Supplemental Security Income payments and 
incorrect1y stated the rates for lighting service. 

IT IS. THEREFORE. ORDERED AS FOLLOWS: 

(1) That the charges for the first 350 kilowatt-hour s use
per month under the reduced rate for SSI recipients 
effective for service re n dered on and after September 1. 
1978., shal1 be reduced to 2. 76¢/Kvh for Schedule B • 
2 .. 68¢/Kvh for Schedules RR and RWX, and 2. 79¢/Kvh for 
Schedules RA• R�X and RC. 

{ 2) That th e reduced lighting service rates attached as 
Appendix A shall be effective for service rendered on and 
after January 1. 1979. 

(3) That this order shall 
Novemb er 15• 1978. unless protests 
are received on or before November 

become effectiYe on 
and requests for hearing 
13, 1978. 

ISSUED BY ORDER OF THE COl'f�ISSIOH. 

This the 2nd day of November. 1978. 

(SE AL) 

NORTH CAROLINA UTILITIES co��ISSIOR 
Katherine A. Peele. Chief Clerk 
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APPENDIX A 

l.a!,2._Si ze nontA!,y�§ 

li£h�g_! 

4000 MVS $ 2.55 
7500 ft VS 3.60 
7500 nu 4.20 

20000 avu 5. 85 
55000 MVU 11. 10

9500 RPS VU 6.55 
13000 RPS VS 6.60 
16000 HPSVU 6.80 
27500 RPSVU 7.85 
38000 BPS VU 7.65 
5000 0 RPSVU 8.30 

1QOOOO HPSVU 18.70 

Sched!!J.!_!£ 

7500 us $ 4.00 
20000 nu or MVS 6.25 

Schedule Til 

4000 MVPTE $ 4.15 

DOCKET NO. E-7. SUB 243 

BEFORE THE NORTH CAROLINA UTILITIES CO"l!ISSION 

In the "atter of 

$ N/A 

4.00 
4.60 
6.25 

11.so

6 .95 
7 .oo 
7.20 

8.25 
a.OS

8.70 
19.10 

Application by Duke Pover ) ODDER DENYING !\.LLO'rJANCE OP 
Company for Authority to ) INCLUSION OP $55 PER TON 

197 

Adjust Its Electric Rates ) COAL PROff PETER WHITE PROJECT 
and Charges Based Solely ) IN CALCtJLATIOff OF CURRENT FUEL 
upon Change in Cost of Fuel ) ADJUSTffEHT CHARGE 

BY THE COff!USSIOM,: On February 27, 1978, Duke Pover 
Company (Duke) made Application to this commission for 
authority to charge a fuel cost adjustment of 0.3501¢/Kvh on 
all bills rendered on and after April 1, 1978. The Public 
Sta ff a nil Duke presented testimony concerning the poor 
operation of the Peter White nine and the resultant high 
costs per ton of coal received by Dulce from the project. 

The Commission has found and concluded the following: 

( 1) That it vas necessary and desirable for nuke to place
under long-term contract approximately one ■illion tons of 
coal per year to assure a coal supply to its nev base load 
Belews creek generating station, 
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(2) That Duke properly investigated many alternative 
sources of coal supplies, 

(3) That the Peter White Project 
venture available with sufficient 
location from which unit trains 
dispatched, 

appeared to be the only 
coal reserves at a 

could be economically 

(4) That Duke entered into its bin:ling agreement_s 
concernin'.J the Peter White Project (in good faith), 

(5) That 1976 production from the project vas in excess 
of 400

.,
000 tons and 1977 production vas expected to be in 

excess of BOO, 000 tons, 

(6) That Duke accrued the development costs of Peter 
�hite during the period prior to declaring the project 
operational on January 1, 1977, and that Duke began 
amortizing the development costs in January 1977, 

(7) That floods, rockslides, frozen equipment, and other
weather related disasters in the Spring of 1977, wildcat 
striJces during the summer and fall, and the fn11 Ulfr!V strike 
in December severely limited production from the project 
such that only 368,000 tons were received at Belevs Creek 
from Peter 1lhite , and that the inclusion of amortized 
development costs results in a price per ton of 
approximate1y $55, 

(8) That Peter White has n ot achieved full operational
status for significant periods of tim e and should not be 
consider ed in full commercial operation, and a $55 per ton 
price for such coal is found to be unreasonable. 

(9) That
Pet er Rhite 
operational 
continuance 

Duke should revert to development status at 
until such time as the project becomes fully 

and the commission specifically approves 
of the amortization of development costs. 

(10) That the highest prices paid for coal by DuJce during
1977 not including DuJce's affiliated operations ranged from 
$28 to S35 per ton, that the cost of replacing Peter White 
coals could be expected to have been in this range, and that 
the prices al loved to be included at this time in the 
calculation of the fuel adjustment should not exceed the 
highest p rice paid for coal from other sources than Duke's 
affiliated operations. This vill resolt in a reduction of 
appLorimately $300,.000 in the coal cost used to calcolate 
the fuel adjustment. 

IT IS, THERRFOBR, ORDERED: 

( 1) That, prospectively for rate-makin g  purposes, the 
Peter White Project is hereby declared to be still under 
development and that develop■ent costs in excess of those 
alloved hereinafter shall be accrued until the project is 
declared operational by this Com•ission. 
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(2) That, to the extent that the fuel adjustment charge 
calculated by Duke to apply to all bills on and after 
April 1, 1978, includes costs for Peter White coals added in 
November, Decelll:ber, or January at a cost in excess of the 
highest costs pai-d for coals fro11 nona ffil.iated mines of 
$32.50, $31.SO, and $31.50, respectively, the Applic�tion is 
hereby denied. 

(3) That nothing in this Order shall be deemed to have
ret.roactive effect. 

(4) That, on or before 10:00 a.m., Friday, Karch 31, 
1978, Duke Power company shall file vith the commission a 
recalculation of the fuel adjustment charge based upon 
November 1977, December 1977, and January 1978 fuel costs 
not including excess costs paid for Peter White coals. 

ISSUED BY ORDEP OP THE COftMISSION. 

This the 2qth day of March, 1978. 

(SEU) 

WORTH CAROLINA UTILITIES CO!ftISSIOR 
Anne L. Olive, Deputy Clerk 

DOCKET NO. E-22, SUB 2H 

BEFORE THE NORTH CAROLINA UTILITIES CO�MISSION 

In the Ratter of 
Application of Virginia Electric and Power) ORDER GRANTING 
Company for an Adjustment of Its Rates and ) PARTIAL 
Chil rges in Its Service Area Within Horth ) INCREASE IN 
Carolina ) RATES 

HEARD IN: 

BEFORE: 

APPEARANCES: 

Assembly ROODI, Williamston 
Willi ams ton, North Carolina, on 
May 16, 1978, at 9:30 a. m. 

City Hall ,. 

Wednesday, 

The Commission Hearing Room, Second Floor, 
Dobbs Building, 430 Wort� Salisbury Street, 
Raleigh, North Carolina, on f'!ay 17-19, 23-25, 
29-31, June 1, and June -19, 1978

Commissioners Leigh H. Hammond, Presiding: and 
John B. Rioters and Edvard B. Hipp 

For the Applicant: 

Robert c. Howison, Jr., and Edvard s. Finley, 
Jr., Joyner and Howison, Attorneys at Lav, 906 
Wachovia Bank Building, Raleigh, �orth Carolina 
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Guy T. Tripp III, and Edvard 
Rilliams, Attorneys at Lav, 
Richmond, Virginia 

Roach, Hunton and 
P.O. Box 1535, 

Thomas R. Eller ., Jr., Attorney at Lav, RCNB 
Regional Operations Center, suite 105, 1305 
Navaho Drive, P.O. Drawer 27866, Raleigh, North 
Carolina 27611 
For: North Carolina Texti le Manufacturers 

Association 

Balph �cDonald, Bailey, Dixon, Wooten, �cDona1d 
& Fountain, Attorneys at t.av, P.O. Box 2246, 
Raleigh, North Carolina 27602 
For: W.R. Grace and Company, Abbott 

Laboratories, Inc., schlage Lock Company, 
Veyerhaeaser 

For the Usinq and Consuming Public: 

Jerry B. Pruitt, Chief counsel, and Paul L. 
Las siter, Staff Attorney, Public Staff - North 
Carolina Utilitie s  Commission, P.O. Box 991, 
Dobbs Building, 430 North Salisbury Street, 
Raleigh, North Carolina 27602 

.Jesse 
General, 
General, 
27602 

c. Brake, Speci al Deputy 
Dennis P. Myers, Assistan t  
P.O. Box 629, Raleigh, North 

Attorney 
At torney 
Carolina 

BY THE COPUUSSION: On January 16, 1978, Virginia 
Electric and Power Company (hereinafter Vepco, the Co11pany, 
or the Applicant)' filed an application vith t he Commission 
for authority to i ncrease i ts rates and charges in its 
service area to its re tail customers.. Vepco proposed to 
make the rates effectiv e on or· after l'larch 1, 1978. In its 
application, Vepco proposed an annu al increase in gross 
revenues of $13,22q,ooo o r  22,C based upon the 12-montb 
�eriod e nded Jone 30, 1977 .. 

By Order issued Pebruary 7, 1978, the Commission declared 
the application to be a general rate case ander G.S. 62-137, 
suspen ded the effective date of the pr oposed rates for a 
period of 270 days, and set the matter for investigation and 
hearing. The Order of the Commission further established 
the test period to be used by all part ie s  in thi s  proceeding 
as the 12-month period en ded June 30, 1977. In its Order, 
the Commis sion required Vepco to t)Ublish R otice of the 
Hearing scheduled to begin on Ray 16, 1978. 

on January 26, 1978, the Attorney General filed Notice of 
Intervention on behalf of the using and consuning public. 
on February 15, 1978, the Public Staff, by and t hroug h its 
Exe cutive Director Rugh A. Wells, also filed Notice of 
Intervention on behal f of .the using and consuming public. 
The Intervention of the A.ttorney General is herein 
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recognized by this oraer. The Intervention of the Public 
Staff is deemed recognized pursuant to Rule R1-19 (e) of the 
Commission Rtlles an d Regulations. 

"otion for Leave to InterTene vas filed on April 21, 1978, 
on behalf of the North Carolina Textile !'lanufact.urers, vhic h 
fll!ot:ion vas allowed by commission Order issued on Ray 1, 
1978.. Weyerhaeuser company, Inc., fil.ed !lotion for 
Intervention on April 25, 1978,· which !lot ion vas allowed on 
"ay 1, 1978. Thereafter, on ftay e, 1978, notions for Leave 
to Intervene vere filed on behalf of W.R. Grace and company, 
Abbott laboratories, and Schlage tock company, which 
Inte rventions vere allowed by commission order issued on 
�ay 10, 1978. 

Between the time of the co m11ission•s setting this matter 
for hearin g and th e actual beginni-ng of public hearin gs, 
several Plot.ions were filed by various parties concern ing 
discovery, production of documents, extens ions of time to 
file testimony and othe r procedural ma tters. S uch �ot.ions 
and the Commission 1 s Orders in response thereto are 
reflected in the Clerk •s official files of t.his proceeding. 

The matt.er came on fo r hearing as scheduled in the 
Commission• s order setting 'Rearing. Three public vi tnesses 
appeared at the Hearing in Williamston to object to Vepco•s 
proposed rat.es as being unduly and unjustifiably high. 
These witnesses, customers of Vepco, testified that Vepco•s 
rates are already much higher than neighbo ring utilities and 
that it would be extremely hard for customers to pay the 
proposed increased rates. 

�t the hearing Vepco p resen ted the testimony oft.he 
follovtng witnesses: Stanley Ragone, President of Vepco, 
t.estified as to the reasons for the proposed rate increase, 
Vepco•s construction program, rate of return, and addition 
of the North Anna Unit Ho . 1 nuclear gen erating sta tion to 
the rate base; w. t. Proffitt., Senior Vice President. of 
Vepco, testified as to Vepco• s construct.ion program, paver 
reliability, forecast, reserve margins, and disposal of 
spent nuclear fuel; o. James Peterson III, Vice Pres ident 
and Treasurer and Chief Financial Officer of Vep co, 
testified as to financing capital structure, coverage of 
fixed charges, and cost of capital, B. D. Johnson, Vice 
PrF.sident and Controller of Vepco, testified as to 
accounting, revenue, and exp ense adjustments: James c. 
Wheat, Jr., Chairman of the Board of Wheat First Securi ties, 
Inc., testified c oncerning the general att itude of the 
investment co11.munity; John D. 'Russell, Executive V.ice 
President of Associ ated Utility Services, Inc., testified as 
to replacement cost and fair value_; Henry e. Dunston, Jr., 
Manager - Cost Analysis for Vep co, testified as to co st of 
service studies and jurisdictional allocation; Hovard M. 
Wilson, Jr., !anager - Rates of Vepco, testified as to rate 
design; and Dr. Willard T. Ca rleton, Professor of Busin ess 
Administration at the University of North Carolina at Chapel 
Hill, testified as to rate of return and cost of capital. 
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Vepco also presented the rebuttal testimony of Hovard �. 
Wilson, Jr., B.D. Johnson, W.L. Proffitt, and Dr. Willard T. 
Carleton. In addition, at a furt her hearing held on June 
19, 1978, Vepco presented additional witnesses as follows: 
V.L. Proffitt, Senior Vice President, testi.fed as to the 
date North Anna Unit No. 1 vent into co■mercial operatiooi 
B.D. Johnson testi fied concerning com11ercial and 
precommercial operation of North Anna Unit Ro. 1 and an 
adjustment to rate base based on displacement fue l cost for 
the energy produced at Horth Anna Unit Ho. 1 during the 
precommercial operationsi and T.W. Puckett, Director - Rates 
and Applications for Vepco, testified concerning the rates 
and i�plementation of fue l adjustment clauses and the effect 
of the co11mission• s order in Docket No. P!-22, Sub 216. 

Weyerhaeuser company offered the testimony of Frank R. 
Lanou, Jr • ., Manager, Economics Department of CH2ft Hill, Inc. 
Hr. Lan ou pre sented testimony on the proposed rates for the 
large general service cust omers, Schedule 6 ., a s  well as 
those Vepco had submitted in compliance with the or�er in 
Do cket Mo. P!-100 ., Sub 21. 

The Public Staff presented the testimony of the following: 
J. Reed Bt111garner, utilities Engineer for the Public Staff, 
testified a s  to jurisdictional allocation ana. growth factors
including expense s, revenues and kilowatt-hours; William E. 
Cart er, Jr., Assistant Director of the Public Staff
Accounting Division, testi fied as to proper treatment to be 
given to th e Job Development Credit (JDC); J. Craig St evens,
Director of the consumer Servic es Divi si on of the Public
Staff, testified as to the volume and overview of the
complaints which the Consumer Services Division rec eived
fro DI vepco• s customers; N. Edvard Tucker,. Utilities Engineer 
for the Pablic Sta ff, testified as to rat e designi De nnis 
�ightingale, utilities Engineer for t he Public Staff, 
testified as to the adequac y of gene ration facilities 
(effect of recent forecast), the cost and impropriety of the 
cancellation of Surry Units No. 3 and No. 4, an d the 
excessive cost of North Anna Unit No. 1i Andrew w. Williaas, 
Director of the Public Staff's Electric Section, testified 
as to fuel cost, fuel cost in base rates, and t he throwaway 
fuel cycle; Bobby c. Branch, Public Staff Accountant, 
testified as to test-period original cost net investment, 
revenues, expenses, and returns on the origi nal cost net 
investment, and common equity under Vepco• s present and 
proposed rates: and Dr. John w. Wilson, President of J,. w.

ffilson and Associates, a consult ing firm, t estified as to 
rate of return and cost of capital. 

Based upon the foregoing,. the verified application, the 
testimony and exhibits received in evidenc e at the hearing, 
and t he entire record in this proceeding, th e Commission 
makes the following 
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FINDINGS OF FACT 

1. That Virginia Electric and Power Company is duly 
orqani�ed as a public utility company under the lavs of 
North C arolina, subje ct to the jurisdiction of this 
Commission, and is ho lding a franchis e  to furnish electric 
power in the northeastern portion of the State Of North 
Carolina un der rates an d service s regulated by the Utilitie s 
Commission as pro vided in Chapter 62 of the Ge neral 
statutes. 

2. That the test pe riod for the purpo ses of this 
proceeding is the 12-month period ended June 30, 1977. 
Vepco is seeking an increase in its rates and charges to 
North Carolina retail customers of approximately $13.2 
million based upon operations in the test year. 

3. That the allocation factors d erived from Vepco• s 
actual operations for the 12-month perio d ende d June 30, 
1977, are the proper .factors for det ermining the portion of 
revenues, expenses, arid rate bas e  items attribut able to the 
Company• s_ Nort1!, Carolina re.tai1 business. 

4. That the re asonabl e original ·cost of Vepco•s property 
used and useful in providing electric service to its retail 
customers in Horth Carolina i s  S190, 768,000. The reasonable 
accumulated provisi on for depreciation and amortization of 
$40,124,000, cost-free capita1 in the amount of $2,698,000 
and customer advance s in the amount of $212,000 should be 
deducted in determining the re asonable original cost net 
investment of $147,734,000. 

5. Tha t the reasonable allowance for working capital is 
$10,578,000. 

6. That the rea sonable replacement cost les s 
depreciation of Vepco•s plant used and useful in providing 
retail electric se rvice in North Ca"r"oli na is $282,ll61,000. 

7. That the fair value of Vepco•s plant used and useful
in providing retail el ectric service in North Carolina 
should be derived by g1.v1.ng a 75% weigh ting to the 
reasonable original cost less depreciation of Vepco•s plant 
in ser..-ice and a 25% weighting to the depreciated 
replacement cost of Vepco•s utility plant. Ry this method. 
using the depreciated original cost of $150.64ll,OOO and th e 
depreciated replacement cost of $282.461.000 an d deducting 

co st-free capital and customer advances in the amount of 
$2,910,000, the commission finds that the fair value of 
Vepco•s utility plant devoted to retail ele c tric service i n  
North Carolina is $180.688,000. This fair value includes a 
reasonable fair value increment of $32,954,000. 

8. That the fair value of Vepco•s plant in service to 
its customers within the State of North Carolina of 
$180,688,000 plu s a rea sonable allowance for working capital 
of $10,578,000 yields a reasonabl e fair value of Vepco•s 
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property in 
$191,266,000. 

service 

ELECTRICITY 

to North Carolina customers of 

9. That Vepco' s approxi111.at e gross rev enues for the test
year, after accounting and pro forna adjustments, are
$6 o, 584, 000 under the present rates and, after giving effect 
to the Company's proposed rates, are $73,820,000.

10. That the level of test year operating revenue 
deduction s after accounting and pro form.a a djustments ,. 

including taxes and interest on customer deposits, is 
$50,697,000 vhich includes an amount of $6,215,000 for 
actual investment currently consumed th rough reasonable 
actual depreciatfon aft.er annualizat ion to year-end levels. 

11. That the fair rate of return that Vepco should have 
the opportunity to earn on the fair value of its North 
Carolina investment for retail operations with its present 
constructio n  program is 7.781 which requires addit ional 
annual revenues from North Carolina retail customers of 
$10,805,000 based upon the histori cal test year (12 'month s 
ended June 30, 1977) level of operations as a djusted fo r 
knovn changes subsequ ent thereto. This rate of return on 
the fair value of Vepco•s property yields a fair rate of 
return on the fair value equity of Vepco of approximately 
7.67%. That the fair rate of return that Vepco should have 
the opportunity to earn on the fair value of its North 
Car olina inv estment for r�tail operations after providing 
the Commission vith plans f or a firm construction program 
wh ich w ill provide sufficient operati ng reserves in the 
future to assure the customers of North Carolina good 
service is 7.92�. Thi s rate of return would requir e an 
additional increase of $583,000 in the approved gros s 
revenue i ncrease of $10,805,000 based upon the histori cal 
t est year level of operations. That in th e ev ent Vepco does 
not present this commi ssion vith an acceptable construction 
program within one year, the .amorti-zation of the abandoned 
project cost vill be disallowed and rates will be reduced by 
the amount of $303,000 in annual. gross r evenues. 

12. The unamorti-zed JDC should earn the overall r ate of
return. 

13. That Vepco•s fuel procurement ac tivities and 
practices are reasonable an d are in accordance vith si■ilar 
µractices previously reviewed by thi s  commission. 

1Q. That the proper base fuel cost level to be 
in corporated into the basic r ate design an d the recommended 
fuel cost a djust ment formula (G.S. 62-134(e)), including 
only th� actual initial cost of nuclear fuel based on the 
adjusted test year cost 1eYels vhii::h is appropriate for use 
in this proceeding, is 1. 284¢/Kvh 

15. That
plant wastes 
adjustment 

estimates for the cost of disposal of nuclear 
(spent fuel) should be e:1cluded from fuel cost 

proceedings pursuant to G.S. 62-134(e) and 
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incorporated a� a fixed component of the basic rate a t  a 
level of 0.107¢/Kvh plus associated gross receipts taxes. 

16. That the rate schedu les approYed herein are designed
to produce total reYenues of S71,3B9,000 vhich is the leYel 
of annual revenues required to produce the approved overal1 
rate of return on the adjusted test year operations; for the 
purposes 0£ rat e  design, this total reve nue l evel does not 
and should not include an adjustment to reflect t he mismatch 
of fuel'expenses and fuel clause revenues occurring froa the 
operation of the fuel adjustment pr oceedings under G.S. 
62-134(e) during the test period.

17. That the proper and appropriate a pproYed
to be applied to the basic rates approved herein 
September billing month is a charge of 
kilowatt-hour sales. 

fuel charge 
during the 
0.129¢ per 

18. That the changes in serTice rule s and regulations,
ter ms and conditions of serYice, and other provisions of 
service proposed by the Company should be implemented as 
filed except that the facilities charge should be recomputed 
to reflect the level of ove rall return approved herein •. 

19. That the rate structures approved herein for each
r ate classi fication will produce relative levels of re turn 
based on an. allocation of embedded costs vhich generally 
reduce the existing variations in rates of return between 
rate classes, with one exception, and, thus, are not 
unreasonably discriminato ry. 

20. That the rate of return produced by the proposed
outdoor lighting schedule based upon the e■bedded cost study 
varies greatly from the average r ate of return; however, 
this variation can be explained by the evidence and, thus, 
is not found to be unreasonable. 

21. That the design of the rate schedules proposed b y  the.
company shall be slightly modified as set forth in the 
evidence and the commissi on's conclusions for this finding 
of fact, and the modified schedules are fou nd to be just and 
r easonable. 

22. That the overall quality of electric ser�ice provi4ed
by vepco to its North Carolina retail customers is adequate. 

23. The commission finds that Vepco should commit its
resources today towards constructing nev generating capacity 
for the mid- to late-1980's and that this new capacity 
s hould be a coal-fired unit due to the physical 
impossibility of installing the most economical base load 
generating facility. 
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EVIDERCE AND COHCLOSIOHS FOR FINDING OP PACT NO. 

The evidence for Finding of Fact No. 1 i s  contained in th e 
verified application and the record as a vhole. Thi s 
finding is e ssentially procedural and jurisdictiona l in 
nature. 

EVIDENCE AND CONCLUSIONS FOR FINDING OP FACT RO. 2 

The test period to be used by the parties t o  this case was 
established by the commission's Order of February 7, 1978, 
as the 12-month period ended Jone 30,, 1977. Vepco filed its 
application data in accordance vith this test year period. 

EVIDENCE AND CONCLUSIONS FOR FINDING OP FACT NO. 3 

In his filing of direct testimony and exhibits, Vepco 
witness Dunston intro duced into evidence a jurisdictional 
allocation study based on t he company's operations during 
the test year period determined by this commission. This 
allocation study vas for the most part 11ncontroverted. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF l'ACT NO. 4 

The commission vill now analyze the testimony and exhibits 
presented by Company witness Johnson and Staff witness 
Branch concerning the original cost investment. The 
following chart summari�es the amount vhich each of t hese 
witnesses contend s is proper for North Carolina retail 
ope rations: 

(0001 s Omitted) 

Company 
Witness 
Johnson 

Electric plant in service $190,768 
Less� Accumulated 

depreciation 37, 1lt7 
Amortization of 
nuclear fuel 
assemblies 3,029 

Cost-free c apital 
Ret electric pla nt in 

service $150,592 
Unamortized abandoned 
project cost less Federal 
income taI deferral 1 515 

original cost of 
investment in rate-base 
components $152,107 

Pub lie Sta ff lli tness 
Branch 

As Pil�! As Adjusted 

$188,400 

3,939 
__ -1.,!Jl 

$143,972 

$143,972 
======= 

$188,400 

37,058 

3,005 
__ J&lli 

$144,906 

$144,906 
======= 

As indicated 
agree as to the 
service nor as 

in the above chart, the witnesses do not 
amount which is net elect ric plant in 

to the components vhich should be used to 
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determine the original cost of investment in "rate-base" 
components. 

The firs t difference in arriYing at net plan t in service 
is the amount properly inclodable as gross e1ectric plant in 
service. Company vi.tness Johnson testi'fied that the. gross 
elec tric plant in service is $190,768,000 while Public Staff 
vitnesses Branch. and Hightinga1e testified that the amount 
is $188,QOO,OOO,- or a difference of $2,368,000. The 
$2,368,000 is shown as follows: 

ll!t! 

Total cost of Borth. Anna Dnit 
Ro. 1 

Less: Public Staff 
adjustments: 
( 1). Cost of Spray 

pu11p modifications 
(2) APUDC capitalized

froEI January 1978
to April 1978 

(3) common costs
including lF!IDC

Net cost of Horth Annc1. Unit 
No. 1 

N.C. _retail allocation factor
N.c. retail amount

Nuclear 'fuel 
N.C. retail allocation factor
N.c. reta�l amount

Total B.c. retail cost of 
North Anna Unit No,. 1 

Company Witness 
__ .!!.Qh!!§9D __ _ 

(a) 

$780,543,000 

$780,543,000 
---4._ 39 6 5'11
.L��L]11L.!!.!!Q 

42,296,000 

��----,--'4:..!!1.il.!!'11
L_.ilL.!!i.1&.!!.!!.!! 

including nuclear fuel $ 36,378 ,ooo 

Elimina tion of common costs of 
Surry Units Ros. 1 and 2 

Total after elimination of 
common costs S 36,378,000 

Pub1ic Staff 
Wit ness 
Brang_h __ 

(bl 

$766,937,000 

(1,347,.000) 

I 11,256, 0001 

..1�14,00QJ 

$728,620,000 
· 4.3965'11

LJb..!!19 , O 00 

$ 34,092,000 

_ __!

$ 34,010,000 

Difference $2,368,000 

The first difference the com■ission will discuss is the 
proper amount includable for the addition of Horth Anna Unit 
No. 1 to the rate base. 

The Commission heard testimony from Company witnesse s 
Ragone, Proffitt, and Johnson and Pub1ic Staff witness 
Nightingale concerning �he cost of North Anna Unit No. 1. 
on Hay 16, 1978, Mr. Ragone testified that the estimated 
cost of Horth Anna Unit Ho. 1 had increased from abou-t $764 
million to arou?,d $780 million. l'lr. Johnson in his 
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testimony of June 19, 1978, indicated that the current 
estimated cost of completion for Roeth Anna Unit Ro. 1 vas 
$780,543,000. He further stated that he did not expect 
changes in this cost estimate to be significant. ftr. 
Nightingale of the Public Staff questioned the Company's 
estimated cost .of North Ann a Unit No. 1. His area of 
concern dealt with (1) the delay in the commercia.l operation 
date of North Anna and (2) the inclusion of North Anna plant 
sit e common faci lity cost (i.e., facilit ies that vill also 
benefit futu't'e North Anna Units Nos. 2-11, with North Anna 
Unit No. 1. 

l'!'r- ff ightingale reported to the commis sion that the first 
'North Anna unit was sch eduled for commercia1 operation in 
August 1977, but due to several p roblems this unit was 
rescheduled for January 1978 and then April 1978. Accord ing 
to �r. Johnson this unit vas eventually declared commerc ial 
on June 6, 1978. The record is undisputed that VepcO 
experienced several equ ipment problems: integrated 
circuits, pipe aesign, and improp�r flow rate for spray 
pumps during the summe_r of 1977. Due to a llegation s against 
Vepco•s operations at the North Anna pl ant, the Nuclear 
Regulatory Commission (NRC) staff and Vepco r epresentatives 
met in November 1977 and recommended that the Atomic Safety 
an d Licensing Board (ASLB} hold a hearing in December 1977 
on Ve pco•s reporting procedures. In January the ASLB issued 
an order reaffirming its opinion that Vepco was qualified to 
construct and operate the North Anna faci lity.. Vepco vas 
also allowed a limited operat ions permit primarily for the 
testing o f  North Anna Unit No. 1. The Public Staff 
contends, through nr. Nightin gale• s testimo ny, that it would 
be unfair for Vepco's customers to be responsible for costs 
associated with vendor related problems. These cost s as 
outlined in Mr. Nightingale's testimony included the cost of 
modifications to correct design errors an d accumulated 
allowance for f unds used during construction for the months 
of delay in commercial o p eration. According to ftr .. 
Nightin gale's testimony initial talks vith Vepco indicated 
th:at each month Unit No. 1 vas delayed the allowance for 
funds used during construction increased the original cost 
approximately $3 • .5 million. ftr. Nightingale specifically 
indicated the $1,341,000 cost of modifying spray pumps 
should not be allowed in the cost of Horth Anna Unit N-o •. 1. 
He further stated that it may not have been the only pr oblem 
resulting in del ays in commercia l operation for North Anna 
Unit No. 1 but it vas the one the Public Staff could 
pinpoint. In th e summary co nt ained in his testimony, l!!r. 
Nightingale estimated that the spray pump modifications and 
increased allowance for funds used during construction 
between January 1978 and April 1978 vould total 
approximately $12.6 million. 

!'Ir. Proffitt of Virginia Electric and Paver Company 
testified on rebuttal that there were many causes for the 
delay from August 1977 to May 1978 and that it vas 
impossible to identify any portion of the delay that could 
be attributable to a single cause. He did not. deny ,. 



RATES 209 

however, that the company had experienced a p roblem vi th the 
spray pump and other eguip■ent.. He further st.ated that even 
though the spray pump modification vas the taain item that 
Vepco's staff and consultants vere working on, there vere 
other items stil l underway during the l ast phases of 
construction. The Co11pany 1s evidence also shoved that NBC 
requirements might have been satisfied without improve■ents 
to the pumps, but that extensive tests vould ·have been 
required whic h could have delayed issuance of the HBC 
operating permit even longer than the improvement vork. that 
was performed. 

Fro� the evidence presented in this proceeding, North Anna 
Unit Ro. 1, previou sly scheduled for commercial operation in 
August 1977, vas pl aced in commercial operation on June 6, 
1978, at a cost of appr oximately $780,543,000. The 
commission concludes tha t this original cost sh ould not be 
reduced by the cost of the spray pump modifications or the 
AFUDC capitalize d fro11 January 1978 to Ap ril 1978. The 
commission is of the opinion that it would be improper to 
l)enalize the. Company fo r unavoidable delays and costs 
associated with the Marth Anna Unit. 

The second area of concern over the cost of Horth Anna 
Unit No. 1 involved the inclusion of costs for facilities 
common to all units at the North Anna plant site with the 
·cost of North !nna Unit Ho. 1. This issue also related to 
Surry Units Ho. 1 and No. 2. The Public Staff proposed to 
eliminate from rate base SO� of the cost of facilities they 
regarded as common to both operating and future units at the 
North Anna and Surry sites. The North Anna reduction would 
l:e about !i25.69 mill ion (about $1.13 million alloc:1ted to 
North Ca rolina) and $1,864,517 (about $02, 000 allocated to 
North Carolina) at Surry. 

The commission is of the opinion that the Public Staff's 
concerns over including costs of common facilities for a 
multiunit pl ant vith the first unit are valid and deserve 
serious consideration. However, from the evidence presented 
in this docket there does not appear sufficient det ail to 
properly allocate these costs among the units at the •North 
Anna plant. As Vepc o ha s indicated i-n fllr. Proffitt•s 
re-lmttal testimony and its cross-examination of fir. 
Nightingale, most if not all of the major items listed in 
Exhibit D.JR-2 were required for Unit No. 1. It would then 
appear th at changes made in the cost of Horth Anna Oni t 
No. 1 due to allo cation of common facility costs would be 
minimal. Based on the evidence presented, the Commission 
concludes that no adjustment should be made for e xclusion of 
common facility costs in the cost of Nor th An na Onit No. 1 
or Surry Units Ho. 1 and uo; 2 •. 

The Commission concludes that the approp riate level of 
gross North Carolina retail elect ric plant in service is 
$190,768,000 which is the amount as determined by company 
vi tness Johnson. 
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'l'h e next difference th e Commission vil1 discuss is 
accumulated depreciation. Company witness Johnson testified 
that the proper level of accumulated depreciation is 
$37,147,000, while Public Staff w itness Branch testified 
tll.a t the appropriate amount is $37,058,000, or a difference 
of $89,000. The $89,000 results from the difference in 
depreciati on expense claimed by each witness as discussed 
under Evidence and Conclusions for Finding of Fact No. 10. 

The Commission concludes t hat the appropriate level of 
accumulated depreciation is $37,095,000 consisting of the 
$37,147,000 as testified to by witness Johnson less the 
$52,000 adjustment to annual depreciation on Surry steam 
generators which was d isallowed by the Commi ssion under 
Evidence and conclusions for Finding of Fact No.. 1 O as 
proposed by Publi c staff vit ness Bumgarner .. 

The commission vill nov discuss the difference shovn for 
amortization of nuclear fuel assemblies.. Company witness 
Johnson testified that t he appropriate amount is $3,029,000 
while Public Staff vitness Branch in bis prefiled testimony 
testified that the appropriate amount is $3,939,000 .. Public 
Staff witness Williams made a n  adjustment decre asing nuclear 
fuel expense for the throvavay fuel cycle from $1,974,000 to 
$1,040,000, or a decr ease of $934,000 . That accounts for 
the change from $3,939,000 as originally filed to .SJ.005,000 
as adjusted in column (d) above. When nuclear fuel expense 
was decreased by $934,000 by ftr. ffilliams, Hr .. Branch's 
amount. of amortization of nuclear fuel assemblies would 
likewise decrease by S93ti,OOO. Onder Evidence and 
Conclusio ns for Fi nding of Fact No. 10, the Commission 
concluded that the nuclear fuel expense as testified to by 
Compan y vitness Johnson vas appropriate; therefore, the 
Commission concludes that the appropriate amount for the 
amortization of nuclear fuel assemblies is $3,029,000 as 
shown in column (b) above .. 

The commission vill nov discuss t h e  items of cost-fre e 
capital as deducted by witn ess Branch. The cost-fre e 
capital of $"3,431, 000 whi ch Plr .. Branch deducted consisted of 
deferred income taxes of $2,698,00 0, the provision for 
levelizing the payment of leased turbine s of .$686,000, and 
an insurance reserv e  of $47,000. These b�lances were as o f  
December 31, 1977 .. Mr. Branch t estified that 11r. Johnson 
included most of these items of cost-free capital in the 
capital structure at. zero cost as of June 30, 1977 .. 

Mr. Branch te stified that if" be had included this 
cost-£ree capital in the capital structure at zero cost, as 
did Mr .. Johnson, inst ead of deducting it in aetermining 
original cost net invest m ent, it ·would have had the effect 
of assigning a porti on of this cost-free capital t.o 
construction work in progress and other nonrate-base 
assets - those assets related to nonutility property and 
subsidiary companies and that. under Company witness 
Johnson's method, the ratepayers do not re ceive cnrrently 
the full benefit of capital which they have supplied the 
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Company. By deducting these items from the rate base, the 
ratepayers will receive the full benefit nov of the capital 
which they have supplied the company. Witness Branch 
testified that. t he nnamorti-zed investment tax credit 
included in his cost-free c apital was realized under the 
Revenue !ct of 1962, vhich proTided for a reduction in the 
income tax liability of utilities to the extent of 3� of the 
cost of qualifying property acquired during a ta:iable year 
and that this Commission issued a general rule-m aking order 
which permitted utili ties to follow vhat is commonly 
referred to as a "Normalization Accounting" procedure �or 
investment tax credits. Under thiS accounting procedure, 
the Company records a Federal income t a:1 expense greater 
than the amou nt of tax actually paid. Thi s  difference 
between book income taxes and actu al income taxes i s  
recorded as a corresponding credit i n  a balance sheet 
account - ana11ortized investment tax credits. This 
investment tax c redit related to the Revenue Act o.f 1962 is 
deferred and amortized as a re duction of Federal income tax 
expense over an appropriate period of tira.e. Witness Branch 
stated that the balance of this u namortized investment tax 
credit is a source of cost-free capital vhich has been 
provided by the ratepayers ,and as such shou1d be deducted in 
arriving at the net in•estment in pl�nt in service. 

Public staff witness Branch further te stified that 
accumulat ed deferred in come taxes result from normalizing 
the tax effect of accelerated depreciation and other timing 
l'lifferences and, again. by use o� the Normalization 
Accounting '!)rocedure, the company reflects, for financial 
and rate-making purposes, a greater Federal income ta-x 
expense than it act ually incurs. For eiampl e, the Company 
uses an accelerated method of depreciation to calculate the 
depreciat ion deduction in determining its actual income tax 
liability but calculates the depreciation deduction on the 
straight-line method for rate-making pu rposes. Tb.us, the 
income ta11: expense for rate-malting purposes is calculated 
without giving effect to the accelerated depreciation. The 
excess of the norma lized tax expense based on straight-line 
depreciation over the actual tax liability based on 
accelerated l\epreciation is· recorded in the account enti tled 
"accumulated deferred income taxes accelerated 
rlepreciation." Until such time as the actual tax liability 
based on accelerated depreciation exceeds the boot income 
t.ax: expense based on straight-line depreciation, the company
has use of this cost-free capital. Wit ness Branch stated 
that, in substance, the ratepayer has paid in through the 
rate structure a cost which the Company has not i ncurred and 
will not incur until such time as straight-line book 
depreciation exceeds tax depreci ation. He stated that 
accumulated deferrer! income taxes repres ent a source of 
cost-free capital a nd, as such, should be deducted in 
calculating the original cost net investment. 

The Commission 
deferr ed income 
credits should be 

is of t he opinion that the accumulated 
taxes and the pre-1971 investment tax 
excluded from the Company's investment for 
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the purpose of determining the reasonable original cost net 
investment in electric plant in service. The ratepayers 
have providerl these funds to th e Company in the fora of 
electric rates� therefore, the amount of $2,698,000 should 
be deducted in determining the reasonable original cost net 
investment. 

Public Staff witness Branch testified that he also 
included in cost-free capit al the levelizing payment of 
leased turbines and the insurance reserve because they 
represent customer supplied funds. The levelizing payment 
of the leased turbines ai;ises from the Company• s accounting 
procedure of levelizing payments of the "lease" amounts over 
the 20-year period of the sal.e and leaseback contract on gas 
turbine generat ors.. During· the first 10-year period o nly 
i nterest is remitted semi annually with interest and 
principal to be paid semiannually during the last 10 years. 
Thus. under the terms of the lease. during the first 10 
ye ars of the lease the Co■pany charges to expe nse an amount 
greater than its actual payment. and durin g the last 10 
years of t he lease, the company char ges to expense an amount 
less than its act ual payments under the terms of the lease. 
Thi s levelizing pro cedure of expensing the sa�e amount eac h 
period results in accumulation of a deferred credit or 
cost-free capital during the first 10 years of the conti;act 
for that amount expensed in excess of 'the le ase payment 
reguirement. Accordin gly. witness Br anch stated that the 
ratepayers, having provided this cost-free capital, sho uld 
receive full benefit currently by ded acting cost-free 
capital in arriring at the original cost net i nvestment. 

The Commission concludes that. since 
payment of the leased turbi nes arises from a 
manageme nt negotiated an d the amount of 
capital will be reduced during the last 
co ntract. this cost-free capita 1 sh onld be 
capital structure at zero cost. 

the' levelizing 
con tract vhich 

the cost-free 
years of the 

included in the 

The insurance reserve is an item of cost-free capital 
which Public staff witness Branch included and which vas not 
recognized as being cost-free capital by witness Johnson. 
company witness Johnson testified in this case and all 
previous rate cases that insurance expense had been adjusted 
to the ac tual amount; t herefore, the insur ance reserve has 
not heen provided by the ratepa yers. 

The Comaision finas that the co■pany has reduced insurance 
expense in this and prior rate cases to the actual amount so 
that the ratepay ers have not paid rates to coTer insurance 
expense greater than the actual insur an ce expense. The 
Commission concludes that the insurance reserve of $47,000 
is not an item of cost-free capital in this case. 

The Public St aff includea customer advances for 
construction in the amount of S212,00 0 as a reduction of the 
working capital allowance. The Commission finds that these 
:fun ds vere provided by ve pco • s customers and should be 
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vill not �ave to pay 
treat■ent will have the 
capital allowance by the 
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serYice in order that the ratepayers 
a return on these funds. This 
saae effect as reducing the working 
amount of th e customer advances. 

The final item. that the co11r11ission vill discuss is the 
unamortized abandoned project cost less Federal inco■e tax 
deferral of $1,515,000. This aaount vas included as a rate 
base ite ■ by company witness Johnson but not by Public staff 
witness Branch. 

Both �r. Ragone and "r• Proffitt testified that, in their 
opinion, the decision to construct Surry Units Ho. J and 
No. lf and the decision to cancel Surry Units Ho. 3 and Ro. 4 
were both p rudent business decisions. The najor fa ctors 
utilized in determining the appropriateness of 1:he Surry 
cancellation vere: lov e r  estimated growth rates than 
previously forecasted. cost of continuing construction, and 
financial difficulties. As originally estimated these tvo 
units vere to be placed into commercial operation in 1980 
and 1981 at a total cost of $608 million. At the time of 
Vepco•s cancellation, these units vere estimated to cost 
$1.8 billion vith in-serTice da tes of 1986 and 1987. 
Vepco•s current estimate for these units, based on current 
HRC requirements and other cost increases, is $2,.8 billion 
for the 1986 and 1987 in-service dates. 1s of February 
vepC:o had about $65. 7 ■illion invested in Surry Units No. 3 
and No. 4. plus the possibility of an additional $83 
million. In addition, vepco has expended about $7 million 
in advance payaents for nuclear fuel. According to �r. 
Proffitt these units had gone through initial licensing 
proc edures vi.th NRC before t heir cancellation. 

Hr. Peterson testified that because of Vepco•s current 
financial condition it would be virtually impossible to 
obtain the required su■s to f inance the four nuclear units 
at North Anna, tvo nuclear units vith associated fuel at 
Surry, and the Bath County project. Vepco decided to 
decrease its investment vhere t he capital outlay vas the 
smallest and the need most remote. In narch 1977 Vepco 
cancelled Surry Units No. 3 and No. 4. 

�r. Proffitt in bis February 1, 1978. prefiled testimon y 
stated that Vepco has made comparative economic evaluations 
of coal versus nuclear under several sets of assumptions. 
Further, the assumption vhich Vepco rega rds as the most 
reasonable indicated that nuclear would be the economic 
choice over the life of a large generating unit. 

Based upon the commission's 1977 Repo rt of Analysis and 
Plan: Future Requirements for Electricity SerTice to North 
Carolina and the Public Staff's �nalysis of Long Range Needs 
for Electric Generating Facilities in North Carolina - 1978, 
�r- Rightingale testified that over its lifetime a nuclear 
facility is the most economical type of base load generating 
facility that an electric utility could con struct. He 
furthe r testified that both reports incl.uded Surry Units 
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No. 3 and Ho. q in their proposed construction schedules fo� 
Vepco. !'!:r .. Nightingale incorporated in his testimony the 
results of recent studies performed by Vepco comparing coal 
and nuclear units, impact of new regulations on capital 
costs, and cost comparisons between coal and nuclear vith 
ext ended nuclear construction. The re sults of these 
analyse s g enerally indicated that nuclear uni ts were the 
lowest cost energy producers. Vepco•s study on impacts of 
new regulations on ca pital cost indicated Vepco assumed a 91 
annual increa se, which vas basically the ave rage between 
1973-1976, while assuming 7J increase for future coal, which 
was approximately the average betvee n 1973-1976 for coal 
uni ts not reguiring sulfur removal equipment. Hr .. 
Nig�tingale questioned th is a ssumption since it currently 
appears t.hat future coa l units will be required to have soJ1e 
type of sulfur removal system. The 1973-1976 average 
increase in cost due to re gulation changes for a coal unit. 
with su lfur removal• equipment vas 12. 1,: .. Vepco•s study 
comparing the energy cost of a coal unit to a nuclear unit 
indica ted that if these units· vere placed into commercial 
operation tb.e energy c ost from a coal unit would be 35,C 
greater than tha t from t he nuclear unit. Even with a 
thre e-year delay in commercial operation in the nuclear 
unit, the energy cost from a coal unit vould be 41 greater 
t han tha t from nuclear unit .. 

�r. Nightingale also referred to Ve p co•s studies comparing 
revenue requireme nts from commercial operation in 1987 and 
1988 d iscounted to 1978 dollars cOilparing nuc le ar and coal 
uni ts. The grand t otal present vorth of revenue 
requirements for a coal unit vas over 341: grea ter .than a 
nuclear unit• s revenue requirement in 1978 dollars.. ftr. 
Nightingale further testified that the addition of nuclear 
capacity would improve the economic utilization of Ve pco•s 
proposed Bath County Pumped Storage Project. This vas not 
con tested by Vepco. 

The Co mmission is avare that If hen a company looks at 
installing new fac ilities sometime in the future economic 
analyses must be performed in order to determine which nev 
fac ility would re sult in the minimum cost. In the testimony 
before this Commission it vas indicated tha t over the 
lifetime of a generating unit a nuclear unit w ould provide 
the lowest cost energy over a coal. unit. The commission 
feels that this is a correct analysis. Also, Vepco• s ovn 
uncon tested study indicates that nuclear units coming into 
service in 1987 and 1qaa have a lover grand total present 
vorth of r evenue requirements than coal units by a 
significa nt amount. 

The Commission reco gnizes that nuclear uni ts are more 
capital intensive, requiring greater financing at an earlier 
date thus placing a heavier financial burden on the utility 
than would a s imilar sized coal facility. However, it is 
also a fact that as of July 1, 1979, utilitie s ope rating in 
North Carolina will be permitted to include construction 
work in progress in their rate base. The ·CommiSsion is also 



R�TBS 215 

avare that vepco is allowed construction work in progress i n  
its rate b:!.se in Virginia. It is the Co■■ission's opi nion 
that this should lessen the impact of any financia1 burden 
associated vith nev plant additions. 

The Commission has considered all the eYidence presented 
on this issue in this proceeding and finds that the 
ratepayers should not bear the full burden of the cost of 
the abandonment of the Surry nuclear units. The co■■ission 
finds that the unamortized abandoned project cost less 
Federal income tax deferral of $1,515,000 should not be 
included in the rate base and the Co■pany should not be 
allowed to earn• a return on this cost. However, the 
commission vill include in operating expenses the 
amortization of the project cost in the amount of $303,000 
for at least one year, and rates vill be set to recover this 
cost frot11. the ratepayer over the 10-year amortization 
period. If at the end of on e year, hoveYer, the company has 
not come back before this Commission to present a fir11 
construction schedule to which the company is com■itted and 
which wi ll provide the ratepayers of this State assura nce of 
adeguate operati ng plant reserTes for the future or 
otherwise shown cause why the amortization should be 
continued for another year, then rates vill be reduced by 
the gross a111ount ($303,000) to reflect exclusion of the 
amortization of the abandoned ph nt site which has been 
included in the cost of ser't'ice in this proceeding. 

From all the evidence presented the co ■miss ion concludes 
that the reasonable original cost net �-i nvestment less 
cost-free capital should be cale11lated as follovs: 

(000 •s Omitted} 

Electric plant in service 
t.ess: Accumulated depreciation 

Amortizati on of nuclear fuel 

Net electric plant in service 
tess: Accumulated deferred income taxes 

Customer advances 

original cost net in vestment 

$190,768 
37,095 

_ _1&42. 

150,644 
2,698 

___ in 

$147,734 
======= 

EVIDElfCE AND CONCLUSIONS FOR FINDING OP FACT 110 .. 5 

company witness Johnson and Public Staff witness Branch 
each presented a different amount foe t he working capital 
allowance as shown by the chart below: 
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(000 1s Omitted)

�aterials and supplies 
Investment in leased nuclear fuel 
Prepayt1ents 
rtinimum bank balances 
�verage tax accruals 
customer deposits 
Customer advances for construction 
cash 

Total 

company 
Witness 
�.9!!!!§.9!! 

$ 6, 295 
2 

163 
658 

(811) 

__L,5!J0 

$1 o, 8Q7 

Public staff 

Witness 
-----1!£:!!!l£L_ 

$ 6,295 
2 

163 
658 

(690) 
(338) 
(212) 

__ 4 .c.ill* 

$10,212 

*1/8 of total O&rt expenses of $35,063, 000 less purchased
power expense of $387,000.

Each witness used the formula method in 
allowance for working capital as shown in the 
however, the witnesses did not use the exact 
calculating the working capital a1lovance. 

developing the 
above chart; 
same items in 

The difference betveen the total amounts shovn results 
from the witnesses• using different test year leYels of 
operation and ■aintenance expenses less purchased pover -
t h e  basis of the !JS-day cash allowance; from witness 
Branch's deducting customer deposits and costo■er adT ances 
in h is calc ulation o� working capital and Company witness 
Johnson• s omitting these itea.s in his calcula tion; and from 
witness Branch's usi ng th e unadjusted average tax accruals 
per the application, instead of accrued taxes being adjusted 
for the effect of accounting and p�o forma adjustments as 
v as done by I'! r. Johnson. 

The commission finds that the customer d eposits in the 
amount of $338,000 proposed by Public Staf f witness Branc h 
are prop e rly deductible in determining the allowance for 
working capital in this case. These funds were provide d by 
Ve pco•s customers and should be deducte d  in order that the 
ratepayers vill not have to pay a return on these fllnds. 
The interest expense on the customer deposits will be 
included as an operatin g expense. The commission has 
previously discussed the treatment of c ustomer adTances for 
construct.ion in Evidence and conclusions for Finding of Fact 
No. q. and will not repeat those conclusion s here . 

The Co1111ission finds that the book amo unt of average tax 
accruals i n  the a■ount of $690,000 shou1d be deducted. The 
determinat ion of the working capital allowance is only an 
approximation, and adjusting tax accruals for the effect of 
accounting and pro forma adjust■ent.s is an undue refine■ent. 
The Commission finds the allowance for cash to be $4,1188,000 
bas ed upon 1/8 of the appro•ed ■aintenance and operating 
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�zpenses excluding purchased po■er arriTed at and discussed 
in Evidence. �nd Conclusions for Pinding of Pact Ro. 10. 

Based on all the testi■ony and evidence in this case, the 
Commission concludes that a working capital allowance of 
$10,578,000 is the appropriate amount to be used in this 
proceeding, consisting of ■aterials and supplies of 
S6,295,000, inTestment in leased nuclear fuel of S2,ooo,
prepayaent.s of $163,000, mini■u ■ bank balances of $658,000,
cash of S4,488 ,,000. less aver age t ax accruals of $690., 000, 
and customer deposits of $338,000. 

HVIDE!ICE ABD COBCLUSIORS FOR FINDIBGS OF FACT 
ROS. 6, 7, AND 8 

The only witness vho testified as to the reasonable 
replace■ent cost less depreciation 0£ the Co�pany�s plant 
use d and useful in providing' retail service in North 
Carolina vas John D. Russell, vho testified on behalf 0£ the 
Company. He fou nd this cost to b e  $2�6,916,115 based on 
plant in service at the end of the test year. In addition, 
to include North Anna Unit Ro. 1 and other minor plan t 
additions and adjustments in t he fair valu e rat e base, the 
net original c ost of that unit and those p lant additions 
should be added to the $246,916,000 net replacement cost. 
Based on •ftr. Johnson's Exhibit. Ro. BD.:J-2, Schedule 1, page 5 
and Exhibit Ho. BDJ-6 vhich nse the most recent cost 
figures, $3S,q93,000 should be added •. Also, $52,000 sho u ld 
be restored to the r ate b ase because of the Commission's 

· approTal of the Publi c  St aff's depreci ation expense 
reduction discussed vith respect to Finding of Fact No. 10. 

The comaission therefore concludes that the reason able 
repl acement cost less depreciation of the Company's plant 
used and useful in providing retail electric service in 
North Ca rolina is $282,461,000. 

Having determined the appropriate original cost less 
dep reciation t o  be $150,644,000 before considerati on o f  
cost-free capital �nd customer advances, and the reas onable 
estimate of net replacement cost of that plant to be 
$282,461.000, the commission must determine the fair Talae 
of Vepco• s ne t plant in service. 

The Commission recogni-zes that witness Johnson used a 2/3 
weighting t o  net ori�inal cost and a 1/3 weighting to net
replacement cost .1.n his testimony and exhibits. He, 
however, contended that a 50/50 ratio vas more appropriate. 
The Commission in,arriving at its fair value recognizes that 
Vepco•s Rorth Anna Unit No. 1 is a new unit a nd has just 
recently been declared co■11erciaI and is being placed in the
rate base for the first time. 

The Coamission concludes that a 75� weighting for net 
original cost and a 251: weighting for net replacellient cost 
is appropriate for determination of fair value under all the 
circumstances in this case. By weighting the net origin al 
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cost of $150,6QQ,OOO by a 751 factor and the net replacement 
cost of $282,461,000 by a 25% factor, the fair value of 
Vepca•s utility plant in North Car olina is $183,598,000. 

The fair value of Vepco 1 s plant in service to its 
customers in North Carolina of $183,598,000 plus the 
reasonable allowance for working capita•l of $10,578,000 less 
cost-free capital of $2,698,000 and customer advanc es for 
constructi on of $212,000 yields a reasonable fair value of 
Vepco•s property ·in service to Horth Carolina customers of 
$191,266,000. 

EVIDENCE AND CONCLUSIONS POR FINDING OP PACT NO. 9 

company witnesses Johnson and ililson and Public Staff 
witnesses Williams, Tucker, B ranch, and Bumgarner presented 
testimony and exhibits concerning operating revenues. 
Witnesses Johnson and Branch prese nted th e appropriate level 
of operating revenues after accounting and pro forma 
adjustments. This revenue before proposed rate increase as 
claimed by each witness is shown in the following su11J1ary: 

(0001 s omitted) 

Sales of electricity 
other operating revenue 
Total operating revenue 

comp an 
(a) 

$60,043 
259 

$60,302 

Originally, there vas a $225,000 
revenues as testified to by witnesses 
shown on Branch's Exhibit 1, Schedule 

Public Staff Witness 
Branch 

As Piled As Adjusted 
(b) (c) 

$60,427 
259 

$6D,686 

$59,353 
__ i59 
$59,612 

difference between the 
Johnson and Branch as 
3-1.

Witness Johnson filed supplemental testi11onJ and exhibits 
decreasing reTenues by $159,000, consisting of a decrease of
$320-000 to reflect a revision to his previous adjustment 
for the throwaway fuel cycle and a $161,000 increase to 
reflect a reTision to his previous adjustaent to pro forna 
North Anna Unit Ho. 1 in test perioil operations. Also_ 
Public Staff witnesses Willia11s and eungarner aade 
adjust�ents to revenues as originally filed by the Public 
Staff,.. After these adjustments, the revenues, as presented 
by ftr. Johnson, are $690,000 greater than the amount 
presented by the Public Staff as shown belov: 
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Item 
-1!.Q� rte■ Co■panI 

(a) 

,. ldj ustaen t (s) to inc1ude 
North Anna and Sur�y 
Huc1ear Stat ion at 
annualized capacity 
factors S (Q,0Q7) 

2. Ad just ■ent (s) to inc1ude 
throwaway fuel cycle 1,,069 

3. Adjustment (s) to increase

re•enue due to customer
growth and increased 
usage 1,695 

4. Adjustment(s) to increase
revenue to include tnovn
changes through 12-31- 77 _h§.25

5. Total S Q 12 
====== 

Pnblic 
§!afL

(b) 

S ( q, 686) 

736 

1;836 

S (278) 
===== 
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Public Staff 
Increase 

(Decreas..,!tl._ 
(c) 

$(639) 

(333) 

1 q 1 

_!il 

S (69 OJ 
===== 

The first di ff ere.nee s hovn in the. table above is in the 
amount of the adjustments_ made by the witnesses for the 
operation of the North Anna and Surry nuclea r units. The 
Public staff and .the Company agreed as to the adjustments 
needed to include North_Anna in operations for the test year 
but disagr eed vith respect to the Sorry uni ts. Vi tness 
Willia11s 11.ade an adjnstaent reducing revenues by $639,000 to 
proform the Surry units, vhich operated at a 54.11 capacity 
level during the test year, to a 65,t annu al capa city level. 

The p roposed 651 level is greater tha n the Commission's 
60% capacity guii;leline adopted in Docket Ro. E-22, Sub 216 
(Part 2), and greater than the national average for 
operation of nuclear units. Plr. &illia11s• propos�d 651 
level is also greater than tJie capacity level e xperienced by 
the Surry nuclear uni ts over their life. (Tr. VoL VIII, 
pp. 77, 146-150.) Nothing in th e rec or d indicates that 
Vepco• s operation of the Surry uni ts vas other than 
reasonable and prudent or that a higher capacity fac tor 
should have been achieved. The Commission fin d s  that there 
is no justification for p roforaing the Surry units into the 
test year at a capacity level greater than that actual ly 
experienced. 

ThE second adjustment concerns the level of. expenses and, 
therefore, re venues vhich are included for the permanent 
storage of spent nuclear fuel. The level of expense 
inc luded by both the Company an d the Public Staff is greater 
than the level of expense previously approved for 
reprocessing of spent nuclea r fuel. l'tr. Williams stated 
that the Public Staff does not oppose the approval of fue+ 
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expenses based 011: permanen.t storage of spent nuc lear fuel. 
However, Sr. Wil1i�ms recommended that only S150/kgBft be
used as the expense of permanent storage, thus sharl�g the 
risks of overcharging or u nderch arging, betveen present and 
future customers. 

Vepco•s proposed cost of $178/kgH! vas based On two 
recent, thorough studies by the Nuclear Auditing and' Testing
Company (tUTCO) which were not challenged by the Public
Staff on either an e ngineering or techn ica1 basis.. The 
commission is of the opin_ion that becaus e curren t Federal 
government policy prohibits reprocessing, charges should be 
ass essed accordin gly. The co■mission ther efore c.onclades 
that the Vepco estimate of $178/kgHPI' is a reasonable le•e1 
to b e  used as the post of peraanent storage of nuclear fuel. 
Based on these findings, the Co1111ission concludes that the 
revenue ad justmen,t iD:cluded by the ·coapany iD:creasing gross 
revenues by $1,069,000 is proper. 

In its original filed application, the Coapany increased 
it s test period revenues by $1,69�,787 to acc ount for grovth 
to year-end in number of cust omers a nd in increased Kvh 
usage per customer. Public Staff witness Bumgarner, in his 
direct testimony and exhibits ,. stated that the C'oapany had 
improperly priced the growth Kwh s and 11ade an upward 
adjustment to the Co11.pan y•s test period reTenues o f  
$294,_853. company vitness H.n.. Wilson,· in hi s rebuttal 
testimony and exhibits, further r efined t he adjustoont. ■ade 
by Public Staff vi�ness Bumgarner by reallocating the. gru,wth 
kilowatt-hours priced at the summer and w inter rates. This 
rebuttal testimony also corrected the omission of the 
res ident.ial water heating discount b y  witne ss B·umgarner. 
The t otal effect 0£ ·these adjust■ents w as a de crease of 
$1Sq.ooo in the adjustment proposed by witness Bu■gar ner for 
a net adjustment of $1q.1, 000. 'The above changes propose_d by 
vi tness Wilson were uncontested by the Public Staff. The 
com.mission therefore concludes that the. correct and 
appropriate adjus tment to Vepco•s growth revenues is an 
increase of s:1rn·.'.000. This sane .aajustaent ■ust be 1111.de to 
correct the adjustaent to increase reTeuues to inclwle known 
changes through December 31, 1977. 

Based on a].1 . the eTidence presented the Commission 
concludes tbat the annualized level of opera ting re•�nues 
under present rates is $60,SBQ, 000 ($60,302,000 + $1Q1 ,000 +
$,1Q 1,0,00).

EVIDBKCE AWD COBCLOSIOWS FOR FINDING OP PACT HO. 10 

Co■pany vitn�ss Joh nson and Public Staff witness ,Branch 
presented testimony- and ellibits shoving th e leYel of 
operating reYenue d eduction s  which ·they belieTed sho.uld be 
used by the_ coa■ission,for the purpose of fixing rates in 
this proceeding fo� Virgini� Electric and Pover Company. 
The f ollowing summary char� shovs the a■ounts clai�ed by 
each vitness: 
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(0001 s O■itted) 

coapany 
Witness 
.i!ml!!§2!! 

(a) 

Operat ion and aaintenance 
expenses S36, 717 

&.11.ort.iza tio:n, ,of property loss 303 
Depreciation 6,267 
Opera ting :ta"Ees other than 

income .S,6Q2 
Inco■e taxes - st_ate ,and 

Federal l, 10s 
Tot al opera tl�g re•enoe 

deductions SS0,6n 
====== 

221 

Public Staff Witness 
Brancli•.s Bxhib"i.t 1, 
__ .;,S:;,,clledule 3 
!!Lfi;!.ed ls U1qsted 

(bl ( c) 

SlS,832 $35,063 

6,178 6,ne 

5,Q68 S,.QOS 

i,e�g _L.7]8

$50,317 $U,36Q 
===== ====== 

C olu■n (a) of the aboTe chart discloses �he enu•erat�d 
operating re•enue deductionS Of all t estimOny and ex�ibi�s 
of witness Johnson. Colu■n - (b) of t he abo1'e chart, stat�� 
the operating reTenue deductions per the:p:r;efiiea testi■ony 
of witness Drane� ,and Calnan (c) reflects the effects. on 
witness Branch's prefiled te sti■ony a�d exhibit s 0£ 
ad justaents to reflect the PUblic Staff's recoaaen!Jed 
nuclur fuel di�po_sal expense al�ovance and to refl�t: 
corrections made by Public Staff Engineering ,witness 
Villiaas t o  bis prefiled testi■ony and e%hibits receiYed by 
the .coaaission during the .. pub1ic hearing •. 

The first item of difference i� the operati�g .re�nue 
deductions stated ahoTe concerns the ·operation and 
■aint eDance e2:penses. co■pany vitnes s Johnson testified 
that "the appropriate lev.el of operation and ■aintenB.nce 
expenses is $36, 71.7.,000; whereas Public staff wit ness Branch 
t estified that the appropriate len,l is SJS,832, 000. 
Vi tness ltranch •s leY'el of operation, and maintena nce expenses 
Vas decreased by $769-,000 consisting of adjostae�ts of 
S769,000 ■ade by Public Staff witness Willia■s. The 
adjusted level of. operation and maint ena nce expe_nSes f or 
witness Branch is S35,063,000 (S35, 832,000 - S769,000J .as 
disClosed in Column (c) in the aboTe chart. The difference 
of S1,654,000 in �he leTel of operation and maintenance 
expenses a_s proposed by co■pany witness Johnson and the 
Pub lie Staff vi tnesses is CO!!!P-Fised of t he foJ,lovjng 
adjust■ent:s made .. by Public Sta_££ vitnes�es: 



222 ELECTRICITY 

(0001s Oa ittea) 

1. Adjustaen't to. decre ase. O&I! .expenses
per growth a�just■ent

2. Adjustlient to . de�ease 0&11 expenses
for knovn �hanges. through
Dece■ber �1 ... 1977

3. Adjustment fqr addition al decrease
in fuel costs and other O&I!
expense s related to effec�ing
co11■ercial. operation of Horth Anna 
Unit ll'o. 1 .. vi th s urry - Ho clear 
Station at .651 annual.capa�ity 
factor 

4. ldjnstaent to d�crease O&B expenses
for throva. va·.y fue.l cycle

5. 'l"d:fustsent to decrea se litigat ion
expense

- . 6. , Adjustaent to include interest ori
cast.o■er deposjts i� 0&1 �xpenses 

7. Total

$ (223 I 

(223) 

(834) 

(357) 

(33) 

16 

$(1,654) 

The Co11.11ission· .•1�1 now discuss each 
adjllstments co■pr_is in_g the '$1 ,, 654, O Do 

of the prece�ing 
di fference i'1 

ope·ra-tion •and ■aintenance expen ses., 

The first two ite11s vere ad dressed by -Public Staff.  vitn.ess 
Bumgarner in his d irect testimony. Vi�ness Bo■garner 
tes"tified that the co■pany had aade .an error in co�pu ting 
�he increased fuel expense attributable to growth to 
year-en d in Kvh usage. Re stated that this err or had been 
maae by including.fuel expense s which were recoYerea. through 
the .fuel adjus tment factor i� the coaputation of test-period 
energy relate d _operating and u.intenance ezpenses., T-'1i's 
would ha Te resulted in ·a $222,900 (approdntely $223,000) 
decrease in the co,pa_ny's adjust•ent of $1,016,238 for a 
total adjustment -of, $793,248. On cross-examination, co■panJ. 
witness B.D • .  Johnson testified that this vas a proper 
�djust■ent. The co�aisslon therefore concludes that a 
decrease·to O&R expenses ·of $223,000 as testified to by 
witness Bumg-arD.er is a p roper adjustment. T�e Com■i�sion 
also concludes that ,O&I! e1:penses shou-ld be decreased by 
S223,ooo -to adjust for l:novn changes th rough Dece■ber .. 31, 
1977. 

Public Staff vi tness Villia11s ttiade an adjoSt■ent 
decreasing O&!l e-.:pe�s.es by $834,000 i_n order to inc:11ide the 
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Surry Unclear Station at a �s, capacity ·1evel• The 
co,m:11.ission bas preYiously found in· BYldence an d Conclusio!ls, 
for Pindings of P�ct Bo. 9 that Surry should be included at 
its act:ua1 capacity leYel for the test year.. Therefore. the 
co11ndssion concl.udes that the aa just■ent aad e by !Ir. 
Villia■s to fuel ezp9nse is inappropriate. 

The eyidence an�. conclusiQDS supporting the adjust■ent to_ 
operat·ion 8.nd ■11111:t:enance ezpensa for the throwava:y nuclear 
fue l. cycle i_s di scussed un der RYidence and ·conclusions for 
Pinding of Fact lo. ?• The Co■■ission has accepted the 
$178/kgB!I estill!at·e reguested b.y Vepco and, therefore, doe� 
not �ccept the adjustaent proposed.�y the .Public Staff. 

The Public staff proposed to reduce t�st year litigation 
ez:pense by S33;000 because a sabstantial portion of th,_t 
e-z:pense was incurred in conllec.tion with. Ye pea's suit against 
Westinghouse Electric co�oration for breach of uraniu■ 
supply contracts. V�pco is seeting .daaages in ez:cess of 
$500 ■illion. The Co■pany•s_ e't"idence shoved that litigation 
expenses in gener·ai ·a nd eJCpenses· for the Westinghou_se snit 
in particular vere· higher for the 12-aonth periods ended 
Dece■ber T30 ,. 1,:J1� ana· .ai,ril .30 ,. 1978·• than for t he_ 12�aonth 
t.est period ended: Jone 30• 1977. Test year litigation 
expenses. then ,. are less than coapara.ble expenses for 
subseque�t 12-Jlo�t� periods. The �0■11.ission co ncludes �bat 
the 'litigation. expenses inclu4ed in the.test year are not 
unr easonable and that the adju.st■ent proposed by the Public. 
staff need not be. ■ad�. 

The. sixth. �te11 of operation -- and ■aintenance expense 
deductiqns upon llhi_ch the .vi�ne�ses disagree is interest On 
cnstoaer deposits. co■pany. vi tness Johnson did not includ e 
the interest on customer deposits in opera ting revenue 
deductions. Public Staff witness Bran.ch includ ed interest 
_on· custo■er deposi"tS in the" a■o nnt of $16,. 000 in opeirating 
revenue deduction� in arriYing at net operating·"inco•e 
'bec ause he deducted the end-of-period customer deposits 
�alance in arrivi�g at the. working capi ta l allowance. 
Witness Branch calculated'. interest on the balance of 
custo■er deposits as of Dece■ber 31-;' 1971. To determin e the 
effectiYe interes� rate to apply to this balance, he d.i,•id ed 
the actual ·in terest paid 4uring the. test year of $14_,315 by
the a•erage balance of custo■er deposits o·f $303 ,. 124. This 
calculated eff�ctiYe ra te of 4�7231 vas applied- to the 
balance of custo■er depos its of S338 ,. 000 to obtain the 
interest deduction of $16 ,. 000.·

·The Commission. concludes that Pu blic Staff witness 
Branch's adjustaent to i_ncl ude interest on customer deposits 
in the .a ■ount o� $16,000 is appropriate. The Commission has 
pre't'iously concl�ded that end-of-period cu.sto■ei; deposit:s 
shou ld be 1ncloded as a redl?C'tion of the working capital 
allowance ana nov concludes that: it, is proper to include 
interest at the �effect ive. rate on these end-of-period 
deposits aS an -operating. expense deduction ri.th the resul·t 
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that vepco vill be al lowed to recoYer only its cost of these 
customer supplied funds. 

Based on all the evidence presented in the bearing and the 
commission•s findings on each of the above discussed Publ ic 
Staff adjustments, the coamission concludes that the 
appropriate level of operating erpenses is $36,287,000. 

The second operating revenue deduction u pon which the 
witnesses disa gree is a.l!iortization of the property loss of 
$303,000. The commission has previously discussed this 
issue in Evidenca and Conclusions for Finding of Fact No. 4 •. 
The Commission concluded that for a period. of one year the 
amortization of the property 1oss would be allowed •. 
Hov ever, the amortization will be a 11toma tically disallowed 
and rates vill be reduced by $303,000 if Vepco has no t 
presented this Commission vith an acceptable construction 
schedule to vhich it is firmly co■■itted within one year, or 
otherwise shovn caus e vhy the amortization should be 
continued for another year. 

The third oper�ting revenu e deduction upon wh ich the 
witnesses disagree is annual depre�iation e�pense. Company 
witness Johnson testified that the proper level of annual 
depreciation for the test period after supplem�nta1 
adjustments of $1ij,000 is $6,267,000 or $89,000 more than 
witness Branch presented. Ther e is only one adjustment to 
the Co■pa ny level of depreciation expense which the 
Commission has to consider. All other adjustments made by 
the Public Staff haye been decided by pri or findings of 
fact. 

In this proceeding the co■pany proposes to change the 
deprecia'tion rate for Surry Units llo. 1 and Ho . 2 due to the 
scheduled replacement of their st eam generators. The Public 
Staff did not see the validity of this proposed adjus tment 
at this time. The proble■ as outlined in ftr. Nightingale's 
testimony, unconte sted by the company, results from steam 
generator tubes being crushed by corrosion by-products. 

The Commission feels that a high standard of safety and 
reliability should be maintained for all electric generating 
stations and thus agre es vith Vepco that t hese stea• 
generators should be replaced to further assure th e 
integrity of these uD.it s,. According to the evidence 
presented before the co1111ission, the in-place steau 
gen erators are nov being utilized to provide Ve pco•s 
customers vith low cost energy.. Furthermore, the first 
scheduled replacement cannot occur until October 1978. 
Rovever, Vepco proposes to chang e the depreciation rate on 
these st eam genera tors in thi s case. The commission 
conCludes that the accounting adjustment for the ear1y 
retirement of the Surry Units No. 1 and No. 2 stea• 
generators is not applicable in this rate case since the 
changes vill not occur until after t his case has been 
decided. 
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The comaission t:heref�re rejects the $52,000 adjust■ent 
made by t:he Co■pany increasing depreciation ezpense and 
finds that the proper leTel of depreciation·expense for use 
in this proceeding is $6,215,000 (S6,267,00(r$52,000,. 

The fourth operating revenue deduction upon which the 
witnesses disagree is operating taxes other than inco■e. 
company witness Johnson testified that operating taxes other 
than in come before the proposed rate i ncrease were 
$5 ;642,. 000. Publ ic -staff witness Branch "testified that the 
proper level of operating taxes other than income should be 
$5,468,000. This a ■ ount would decrease by $63,000 following 
P�blic Staff adjustments decreasing re Tenue fro ■ the amounts 
containe d in prefile� exhibits. Public staff witness 
Williams decreased revenue by $766, 000 and Pub1ic Staff 
witness Bumgarner decreiiSed revenues by $280,000. The gross 
receipts tax effect of these adjustments is $63,-000. 

Item 
_J!Q.=. 

,. 

2. 

3. 

Q. 

5. 

(000 •s Omitted) 

It�!! 
( a) 

Gross receipts & sales 
Prope rtJ taxes 
Payroll taxes 
other taxes 

Total 

Company 
Witness 
Johnson 

(b) 

$3,101 
1,417 

2qq 
274 

$5,6Q2 

Public 
Shff 

lf itness 
]!ranch· 

(c) 

$3,667 
1 .Q20 

244 
_ ____n_ 
$5,405 
===== 

The adjustments proposed to re.enues by Public witnesses 
Williams and Bn11qarner are discussed under Evidence and 
conclusions for Finding of Pact No. 9. The co11■ission has 
accepted adjustments totaling $123,000 to the gross reYenues 
as originally filed by the company. Using a tax rate of 6J, 
an adjust.11ent of $7,000 must be made to the company's 
original gross receipts tax level of $3,716,000 for a total 
of $3,723, 000 .. The commission concl1J des from the evidence 
presented that the proper level of gross receipts ,tax is 
$3,723,000. 

Property taxes presented by company vit ness Johnson of 
s1,q17,0 00 are SJ,000 less than that stated by Public Staff 
witness Branch of S1,Q20,000. This net difference results 
from the adjas t■ent of SIJ,000 aade by vitness Branch to 
decrease vitness Johnson's prefiled testimony. !tr. Branch's 
adjustment resulted fro■ the Public Staff •s adjustment ·to 
the Company's original estimated cost of Rorth .. Anna Unit 
No. 1. �itness Johnson. decreased property tax by $7,000 in 
his supplemental Exhibit No. 4 (BDJ-6) to reflect the 
increased investment in North Anna Unit No. 1 to the level 
of $780,543,000 and to reflect the lover assess■ent ratio 
approYed by t ax authorities •. 
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The Commission concludes that the proper level o� property 
tax for this rate case is $1,417,000. This amount reflects 
both the latest estimated cost of North Anna Unit Ro. ,.1 and 
the lover assessment ratios approved by ·taxing" authorities. 

Payroll taxes of _$244,000, as stated in the testimonies of 
�ompany witness Johnson and Public Staff witness Branch, is 
the proper .level found by this commission in this rate case. 

Other taxes of $274,000, as adjusted by Company vitness 
Johnson in supplemental testimony, incl uae $200,000 for 
additional business and occupation tax resulting fro■ 
legislation in West Virginia vhich increased the tclx rate to 
$4.00 per !100 valuation fr om 88¢ per $100 Taluation for 
generation exported •. T his nev tax rate of $4.00 per $100 
valnation is effecti-v:e April 1, 1978. as testified to by
company vitness Johnson. 

The Commission concludes that the proper level of other 
taxes is $27/i ,. OOO. This 1evel of other taxes reflects the 
increased business and occupation tax levied in West 
Virginia for the export of generation in tha1: state and 
allows this increased cost of s ervice vhich became effective 
April 1 ,. 1978, to be covered by rates found fair by this 
commission in this rate case. 

The Commission concludes that the appropriate level of 
taxes other than i ncome taxes is $5,658, O 00 consisting of 
gross receipt s and sales taxes of $3,. 723,. 000, property taxes 
of i1.417,000, payroll taxes of !244,000, and other taxes of 
$274 ,ooo. 

'l'he fifth i te11 of difference in operating r evenue 
deductions stated above relates to State and Federal income 
taxes. Comp any witness Johnson testified that the 
appropriate level of State and Federal income taxes is 
$1 ,. 705,. 000 vhile Public staff witness Branch testified that 
the appropriate level of State income taxes is $267,000 and 
the appropriate level of Federal tncoae taxes is $2,572 ,. 000. 
The amounts shown above for Public Staff witne ss Branch do 
not r�flect the income ta-x: effects of adjust•ents made by 
Public Staff witnesses Williams and Bumgarn er to �heir 
prefiled testimony. Although the witnesses used the exact 
same statutory ta� rates, their resulting tax amounts were 
not equal due to the different levels of operating revenue s 
and operating revenue deductions claimed by each witness in 
computing taxable income and different amounts of "Schedule 
M" adjustment items used. by each witness. The difference_in 
operating revenues and operating revenue deductiO?s have 
beeri discussed aDd so the commission does not deem it 
necessary to repeat a disc�ssion of these differences. The 
level of State and Federal income taEes found proper by this 
Commission is diff�rent from the amoants presented by either 
vi tness in his testi■ony; therefore, the co1111ission vi],l 
calculate the appropriate level of St ate and Federal inco■e 
taxes fo'r u se in t�is proceeding .. 
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The Comaission concludes that the proper a■ount of State 
incoae tax iS S196,000 and Federal income tax is S2, 038, 000 
for total incoSe taxes of $2,234,000. The following 
schedule sets forth the co■■ission•s State and Pederal 
income tax calculations: 

Schedule of Xncrease or Decrease in Taxable I:nco■e 
Resul-ting fro■ Co11■ission•s ReTenues., ·operating Revf!nue 

Deductions, and Interest Expense co■pared to Aaounts 
Contained in Co■p�nf Witness Johnson's Prefiled Exhibits 

(0001s O■ itt ed) 

Company Increase 
Witness (Decrease) 
Johnson• s in 

C011aission Prefiled Ta11:able 
l:te■ -f:in�:ing§_ Ul!i..!!U!L IDCO!!,!L-

(a) (b) (c) 

1. Op�rating"revenues s6o,ssq 1.!!D,461 .1..!il 
2. Operating and

maintenance ei:pense 36,287 37,003 716. 
3. Depreciation 6,215 6,281 56 

4. Property loss 303 303 
5. Oper�ting taxes ot;her

than income 5,658 5,q5s (200) 
6. Interest expense 6,379 _.:.§.a.21� 194 
7. Total (Yt.ea.s 2-5) sq, sq2 _55

1
618 71� 

s. Balance $ 5,71'2 $ 4,843 S 899 
==:::=== =-=:==== 

9. I,ncrea se in S1;.ate 
income tn (6� of
Line 6, colu■n (cl) $ 5q 

======= ===== ==== 

10. Increase in Federal 
income ta• (Li,tie 6,
column (cl) $ qo5 

===:.::= ===== ==== 

When the S54,000 is added to the $142,000 for State income 
tax, as contained in vit'2,ess Johnson •s prefiled exhibits, 
the resulting level of State income tax is !196,000. Rhen 
the $405,000 is added to the $1,633,0 00 for Federal income 
tax, as contained in witness Johnson's prefiled· exhibits, 
the resulting level. of Federa+ income tax is $2,038,000. 

There is one other item, charitable and educational 
aonations, vhich the Coamission will discuss. Although 
�here vas no direct testimony or cross-examination on this 
subject, Company witness Johnson deducted S10,000 (net of 
income taxes) of charitable and educational donations from 
his net opera ting revenues. 

The Commission c;:oncludes that a charitable .. or education al 
donation is not a proper expense to include in cost of 
servic e for rat�making purposes. It is the commi-ssion• s 
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opinion that if Vepco chooses to make these expenditures, 
they should be charged to its stockholders, not its 
ratepayers. The ratepayers s hould not be required to make 
charitable donations through the payment of electric rates . 

The commission concludes that the annualized level of 
North Carolina Operating revenue deductions is $50,697,000; 
consisting of operating expenses of !36,287.,000,
depreciation of $6,215,000, property loss of $303,000, 
other operating taies of $5,658,000, and State and Federal 
income taxes of $2,234,000. 

EVIDENCE AND COBCLUSIONS FOR FIBDING OF FACT NO. 11 

The Coapany offered Ja■es Peterson III., Vice President, 
Treasurer, and Chief Financial Officer of Vepco, and 
Williard T. Carle ton, Professor of Business Administration, 
University of North Carolina, and the Publi c Sta££ offered 
John w. Rilson of J.W. Wilson and Associa tes, Inc., 
tes tifying on the capital structure and cost of capital for 
Vepco. Hr. ,lames Pete rson III testified that the company's 
overall cost of capital as of December 31, 1977, vas 9.821 
based on the original cost net investment. This oTerall 
cost of capital figure allowed far a return of 14i to 
o riginal cost co■mon equity which rate of return vas 
testified to by Company witness Dr. Carleton. The Company• s 
request vas based on a capital structure consisting of 
50.55% debt at a cost rate of 7.77S; 13.601 preferred a nd 
preference stock at a cost rate of 6.431; 34.26% common 
equity; and 1.591 cost-free capital.. The capital structure 
and embedded cost rates vere based on t he 12 months ended 
December 31, 1977. 

Dr. Wilson testified for the Public Staff that a 
reasonable esti■ate of the cost of capi tal to Vepco on an 
original cost basis vas 9.37%. This estimate vas based on a 
capital structure consisting of 51.111 long-term debt at a 
cost rate of 7.81'%; 14 .. 141 preferred and preference stock at 
a cost rate of B.42�; 33.541 common equity at a cost rate of 
12.25'%i and 1.21J short-term debt at a cost ra te of 6.76'.C. 

While t here are some differences in the capital structures 
used by Company witness Peterson and Public Staff witness 
Wilson. the ■ajor difference in the company's testimony and 
the Public Staff's ·testimony vas in the area of their 
determination of the proper cost rate to be applied to the 
equity component. Dr. Carleton included seven tests in 
arriving at his estimate of t he cost of capital for Vepco. 
His first test vas an analysis of interest rates, in which 
he conc1udea that to the extent Vepco•s equity holders viev 
their investments as about as risky as the average A utility 
bond, their cost of equity is 8.47'.C to 8.561 with an average 
of 8.2%. second, he performed an earnings price yield 
analysis, in vhich he concluded th at base d on this test 
Vepco•s earnings price yield on the average was 12.2,c. 
Third, Dr. Carleton used an •infinite horizon DCP formul a 
using the �istorical average di�idend per share growth rate. 



BlTES 229 

Dr. Carleton. based on this test of the qost of equity to 
Vepco. arrivP.d at an average cost of equity of 11 .. 06"; 
hoveYer, he stated that this vas a downward biased esti�ate. 
Fourth ., Dr. Carleton utilized an infin ite horizon DC!' 
formula using the historic average earnings per share grovth 
rate. �his 11ethod resulted in an average cost of equity to 
V epco of 9.92,C. once again, he stated that ·this was a 
dovnvard biased estimate. Fifth, he employed an infinite 
horizon DCP formula using an historic average growth .rate of 
book value of equity per share. This test resulted in an 
implie d cost of equity to Vepco on the average of 13.191. 
Again, Dr. Carleto n  stated that this test vas dovnvard 
bi ased as far as reflecting the c:ost of equity to Vepco . 
Sixth,. Dr. Carleton utilized a finite ho rizon DCP approach 
in arriving at an average cost of equity to Vepco. By 
utilizing this approach D r. Carleton arriYed at a 16 .. 25,
average cost of equity to Vepco. Seventh

,. Dr. Carleto n 
utilized a compa ri son vith 10 other e1ectric utilities. 
Through utilizing this test Dr. Carleton arrived at a 13.15,
average cost of equity for Vepco. 

Dr .. Carleton concluded from utilizing all of these tests 
tha t in his best judgment the 16. 251 vas too high and the 
13.151 vas too lov and that 141 was bo th a reasonable and 
conservative estimate of vepco• s cost of equity capital. 

Dr. Wilson based his finding that a reasonable estimate of 
cost of equity to Vepco vas 12. 2si on several analyses. 
First, Dr. Wilson perfor■ed a comparable earnings analysis. 
�e compared vepco to 100 large electric utilities. Based on 
this ana lysis he determined that the average earnings on 
common equity for these 100 utilit ies for the period 1970 to 
1q16 vas in the 111 to 12,: range; however ,. Dr. Wilson 
ca utioned again�t relying upon this test because of the 
circular ity problems that we re inherent therein. 

He then uroceeded to analyze the earnings of firms and 
industries throughout the o.s. econ omy as shovn in his 
Exhibit JR-Q. He determined that these industries were 
earn�ng appro11:imately 1Q:I during the past year, while 
earni.ngs in the electric utility in dustry have been in the 
12% range. He again cautioned that utilities vhi ch pro vide 
essential services in monopoly markets ar e less risky 
businesses than competitive anregula ted businesses and, 
therefore, their cost of capital vas less than the 
unregulated mar k et. Dr. Rilson then p erformed a beta 
coefficient analysis fo r major utilities in determining that 
utilH:ies common stocks are less r isky than the market as a 
whole. As another check, he analyzed Value Lines• published 
indexes of safety, price stability ,. and earnings 
predictability for a wide variety of firms in all sectors of 
the economy. Prom this analysis he again concluded that 
utility investments are less risky t han investments in 
unregul ated industries. Finally,. Dr. tfilson employed a DCF 
analysis of Vepco and the 100 large electric utilities 
mentioned earlier. By applying his DCP methodology to the 
larger group o.f 100 utility companies he arrive.a at an 
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unadjusted cost of common equity of 11.781. Applying the 
same computational principles to Vepco alone, be produced an 
eguity cost estimate of 9.92',;. However, he stated that the 
11.78,; average for the comparable utility group as a vhole 
is a more valid equity cost. measurement for Vepco. Dr. 
Wilson, after arriving at an indicated cost of common equity 
capital of ap proximately 121 for Vepco, added � .251 
allowance for market -pressure and thus arrived at a 12.251 
common equity capital cost for the Company. 

The determination of the fair rate of re'turn must be made 
with great care •. Whatever return is allowed, there vill be 
an immediate impact upon both the Company and the Company's 
retail ratepayers in North Carolina. The Comais sion has a 
responsibility to bo th of these parties. Indeed, the 
commission is charged with insuring that both the Company 
and the ratepayers are treated in an equitable manner. It 
is therefore imperative that considerable effort and 
judgment be applied to this matter which is both important 
and not vithout its difficulties, for much of the final 
interpretation is very subject iye. 

The Commission concludes that consisten t vith its findings 
on cost-free capital and JDC which vece discussed in 
Evidence and Conclusions for Findings of Fact Hos. 4 and 12, 
respectively, the capital structure and cost rates for debt 
and prefe rred stock se t forth belov are appropriate for use 
in this case: 

(000 •s Omitted) 

Amount !!.�!!2 !!l!te 

Debt $2,291 ., 1150 51. 86 7.77"' 
Preferred stock 619,110 n.01 8.431' 
Cost-free capital 14,157 .32 -o-

Common equi.ty t ,49J,5iJ 33.81 
Total $4,418,238 100.00 

========== ====== ===== 

The Commission also concludes that vhen the excess of the 
fair va lue of the Company's property used and useful at the 
end of the test over and above the original cost ne t 
investment (fa ir value increment) is added to the equity 
component of the original cost net investment., the resulting 
fair value capital structure is as follovs: 

Debt 
Preferred stock 
cost-free capital 
com11.on equity 

Total 

Ratio 

42. 92 
11.60 

.27 
45. 21 

100:0ii 
===== 
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The Co•mission has considered carefully all the eYidence 
presented with .respect to cost of capital. The -Co■■ission 
has also considered Vepco•s construc tion program and the 
needs which Vepco has to raise capital under its present 
construction plan. The commission has expressed its concern 
in this order that. vep co does not at present have a 
definitive =oust.ruction schedule vhich vill supply future 
demands in the mid- to late-1980 1 s. The cancellation of the 
additional Surry nuclear units has left future capacity 
reserves of vepco lover than the Commission feels adequate. 

The Commission concludes that vith the construction 
program in effect before the cancellation of the. Surry 
nuclear units and the r isk attendant vith that vast 
construction program, the f air rate of return on £air value 
rate base for Vepco would be 7.921 a.na approximately 12.891 
on book common equity. Such rate of retur n would be needed 
to compensate investors for the risk associated with that 
construction pcogram. The ■agni tude of the company• s 
construction pr ogcam i s  certainly a relevant factor i n  
deteraining risk and the· cost of common equity. 

In ?larch 1977 the Company cancelled plans fo r the 
additional Surry nuclear units. In its· testimony the 
Company expressed its concern that financing of these u nits 
voul·d place the Co mpany i n  an impossible financial position. 
The company also indicated that pl ans for a substitute 
construction program would be made as soon as possible. By 
cancelling the Surry units, and by failing to shov this 
commission that it nov has a nev construction program which 
vill enable it to meet fature aemands, the Company bas 
reduced the risk to existing and potential i nvestors. The 
commis sion concludes that with the reduced c onstructio n 
schedule and inherent reduced risk for equity invest o�s, a 
return on fair Yalue of 7. 78,C or 12.391 o n  hook value cowaon 
equity will enable Vepco to produ::e a fai r profit and 
compete in the market for capital on reasonable terms. The 
commission finds that Vepco sho uld be allowed an increase in 
gross revenues of $10,805,000 based on test year operations 
in order to earn the 7. 781 return on fair value herein 
allowed . 

In Evidence and Conclusions for Findings of Fact tlos. 4 
and 10, the commission has called upon Vepco to come back 
before this Commission and pr esent a construction schedule 
to which the company is firmly committed and vhich vill 
increase the company's reser�es in the 1980 1 s and provide 
the ratepayers of North Carolina vith reasonable assurance 
of continued uninterrupted service in the f uture. The 
Commission concludes that at such time as Vepco•s nev 
construction sched ule is approved by t his Commission and 
implemented by the company, the risk to the equity holder 
vill i ncrease to the level present during the test period 
before the ca ncell ation of the Surry nuclear units. · The 
colll.mission further con cludes that upon shoving this 
commission that the required construction program has been 
implemented r the company should be allowed to increase its 
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rates to produce an additional $583,000 in order for the 
Company to be allowed the opportunity to earn the 7.92l 
return on fair value rate base or 12.891 return on book 
common equity found fair vith the construction progra ■s i.n 
eff ect before the cancellation of the Surr y nuclear units. 
The commission is of the opinion that it vill be mandatory 
for the Company to be allowed the 7.921 return on fair •aloe 
in order to attract money to support the new construction 
program since the risk to the equity holder vill incr�ase 
substantially at that time. 

The Commission is of the opinion that the variation in 
risk associated vi.th the dimension of the Co■pany•s 
construction prog ram creates a range of reasonable returns 
on fair value fro11 7. 781 to 7. 92i. At: the present t.ime 
Vepco has reduced it:s const:ruct:ion progra■ vith the 
cancella tion of the Surry units and thereby reduced its 
future reser-.es to a dangerously low level. As long .as 
Vepco has not made a com11it:11ent: to increase construction and 
to� increase its operating reserves, the co■pany•s risks are 
su ch t hat: the 7. 781 return herein allowed i s  adequate to 
attract Capital and provide the present: investors vith a 
fair return on their capital. At such time as Vepco 
demonstrates to this Co1111ission that it has implemented its 
new con�truction program which will provide adequate 
reserves for the future, the co■pany•s return ■ust be 
increased to the high end of the range of retur ns in order 
that the company•sarYive. 

The following schedules summari-ze the gross r e venues and 
the rates of return vhich the company should have a 
r easonable opportunity to achi eve, based upon the increases 
appro-.ed herein. such schedules, illustrating the Companr•s 
gross revenue reguireaents, incorporate the findings, 
adjustments, and conclusions heretofore and herein 11.ade by 
the Commission. 
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SCHEDULE I 

VIRGINIA ELECTRIC ABD PORER COBH
0

HY 
DOCKET HO. B-22, SUB 22q 

HORTH CAROLIRA BBTAIL OPERATIOHS 
STlTBBBNT OP PAIR TlLUB RATE OP BETURH 

TVBLVB BOftTHS BHDBD JURE 30, 1977 
(000 •s OUTTBD) 

Present: Rates 
(a) 

Operating revenues 
Operating expenses: 

Operation and main
tenance eYpenses 

A■ortization of 
property loss 

Deprecia t.ion 
Total operating 

expenses 
Operating taxes -

other than incooe: 
Payroll 
Gi-oss receipts 

& sales 
Property 
other taxes 

Total operating 
taxes 

Tot al operating 
expenses and taxes 
other than income 

operating income 
before income taxes 

State incoae taxes 
Federal income taxes 

36,287 

303 
6,21:! 

42.805 

3,723 
1,lJ17 

2H 

48.463 

12,121 
196 

2,038 

Total income taxes 2,234 

Net operatirg incoae $ 9,887 
====== 

A.pproved 
l!g��§§ 

(bl 

1l.Q-.J!.Q!i 

648 

____ §.!!!! 

648 

_1.Qa.l21 
609 

4.555 

$ 4,993 
====== 

After 
Proposed 
rncreaf1� 

(C) 

$71.389 

36,287 

303 
6.215 

42. 805

244 

q .,371 
1,417 

274 

49.111 

12,278 
805 

6.593 

7 .398 

$14,880 
======= 

233 
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SCHEDULE II 
VIRGINIA ELECTRIC ARD PORER COftPlKY 

DOCKET HO. E-22. SUB 22q 
HORTH CAROLINA RETAIL OPERATIONS 

STATEURT OF FAIR HLUR RATE OF RETURN 
TWELVE ftORTBS ENDED JOSE 30• 1977 

(000 's O�ITTED) 

Investment in 
Electric Plant 
Electric plant in 

service 
Less: �ccumulated 

depreciati'on 
A■ortization 

of nuclear 
fuel assemblies 

Cost-free 
capital 

customer 
advances 

Het investll8nt in 
electric plant in 
service 

Allowance for Working 
Capital 
Katerials and supplies 
Investment in leased 
nuclear fuel 

Prepayments 
Rinimum bank balances 
Cash 
Less: Average tax 

accruals 
customer 
deposits 

Total allowance 
for working capital 

Net investment in 
electric plant in 
service plus allowance 
for working capital 

Pair value rate base 

Rate of return on 
fair value rate base 

Present Rat.�§ 
(al 

$190,768 

37,095 

3,029 

2,698 

_ _ill 

---1.!!1&11� 

�.295 

2 
163 
658 

lJ,Q88 

690) 

__1__338)

-1!!..21!! 

$158,312 
======= 

$191,266 
======= 

5. 17� 
====t==== 

After 
Proposed 
Increase 

(b) 

$190,768 

37,095 

3,029 

2,698 

---�H 

147.73q 

6,295 

2 
163 
658 

ll ,488 

690) 

338) 

_!Q,578 

$158,312 
======= 

$191,266 
======= 

7.781 
======= 
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SCHEDULE HI 
VIRGINIA ELECTRIC ARD PDVBB COBPAHT 

DOC�ET BO. E-22, SOB 224 
BORTH CARDLIKA RETAIL OPBRATIORS 

STATEBERT OF BETOBN OB FAIR YALUE COHHOH EQOITJ 
TVBLVE HOHTHS EHDBD JUBB 30, 1977 

Tot.al debt 
Pre fer red and 

preference stock 
Cost-free 
Fair Yalue 
equity• 

Total 

(000 1 s OUTTBD) 

$ 

Fair 
Value 
Rate 
Base 

82,101 

22,179 
507 

86,479 

$191,266 
====== 

Ratio 

_L 

42.92 

11,60 
.27 

45,21 

100.00 

Embedded 
cost or Uet 

Return on Operating 
�l!!!l!.!L!!ll.!!All ....Il!.!!!WL.. 

7. 77 $ 6,379 

8.43 1,870 
-o-

1&2. -1.,_638 

S 9,887 
=== ====== 

ApproYed Rates--_Fair_Value Rate Ba§!! 

Total debt s 82,101 42.92 
Preferred and 

preference stock 22,179 11.60 
Cost-free 507 • 27
Fair Talue 

equity• 86,479 45,21 

Total $191,266 100 .oo
====== 

•Book equity
Pair value incre■ent

Total 

$53,525 
.-ll...22!! 
$86,479 
==== 

7.77 $ 6,379 

8.43 1,870 
-o-

1.d! _iLfil 

$14,880 
====== 

EVIDEBCB ARD CORCLUSIORS FOB FINDING OF FACT NO. 12 

Co■pany witness Johnson and Public staff vitness Carter 
presented testimony concerning the rate-mating treatment to 
be accorded the JDC. Although vi�ness Johnson did not offer 
direct testimony concerning JDC, be did testify on the 
subject during cross-examination by counsel for the Public 
staff. Also, he included JDC as a component of co■■on 
equity on his exhi�its .. 

During cross-examination, !Ir. Johnson testified that the 
unamorti2ed JDC should earn the common equity rate of 
return. Be based his testimony on language contained in the 
House and senate Committee Reports associated with the 
Revenue Act of 1971 .and language contained in an information 
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letter, identified as BDJ Exhibit 8, addressed to the 
Chairman of the Nev ftexico Public Service commission from 
Geoffrey J. Taylor, Acting Chief, Engineering and Valuation 
Branch of the Internal Revenue Service. Plr. Johnson stated 
that the House and Senate committee Reports and the 
information letter from �r. Taylor to the Chairman of the 
New Plexico Public Service commission contained the following 
language which indicated that the JDC should earn the common 
egu ity rate of return: 

nrn determining v.hether or to what extent a credit has 
been used to reduce the rate base, reference is to be made 
to any accounting treatment that can affect a utility's 
permit ted return on investment by treating the credit in 
any vay other than as though it had been c ontributed by 
the utility's ·common shareholders. This means that the 
cost of capital rate assigned to the credit cannot be less 
t han the · rate assigned to the com mon shareholders• 
investment. If a lesser rate vere to be so assigned, it 
would be t reated as, in effect, a rate base adjustment and 
the credit vould be unavailable." 

Kr. Johnson testified that this language vas t he Internal 
Revenue Service's official position on .treatment of JDC for 
rate-making purposes. Re further testified that this 
informat ion letter carries more weight than a n  Internal 
Revenue Service Proposed Regulation. 

Public Staff wit ness Carter testified t hat the unamortized 
JDC should earn the overall rate of return found fair by the 
Commission, not the co■mon equity rate of return a s  
requested by Vepco. Hr. Carter. stated that h e  based his 
testimony on section 46 of the Interna 1 Revenue code and 
Internal Revenue Service Proposed Regulation 1.46-5. ar. 
Carter testified that the Internal Revenue code specifies 
only two ways in which a regulated company would lose the 
job development credits. One is that the credit will be 
lost if the t axpayer's cost of service is red uced by more 
than a ratable portion of the credit and the other is that 
the credit vill be lost if the rate base is  reduced by any 
portion of the credit. 

Mr. 

Proposed 
langua ge 
all that 

Carter testified that Internal Revenue Service 
Regulation 1.Q6-5 (b) (3) contains the following 
vhich indicates that the overall rate of return is 

is required for the �inc: 

"Rate base. For purposes of this section, the ter• •rate 
base• means the base to which the taxpayer's rate of 
return for rateaaking purposes is applied (i.e., the 
monetary amount vbich is used as the divisor in 
calculating rate of return or the amount which is 
multiplied by the fair rate of return to determine the 
allowable return in the fixing of rate - levels). In 
determining whether or to vhat extent a credit allowed 
under section 38 (determined without regard to section 
46 (f)J reduces the rate base, reference sha11 be made to 
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any accounting treat:11ent of such credit that can affect 
the tarpayer•s permitted profit on investment. Thus, for 
example, a ssigning a 'cost of capital' rate to the amount 
of such credit which is less tlat the permissible overall 
rate of return (deter11ined without regard to the credit) 
woul d be treated as, in effec t, a rate ba se adjustment. 
What is the oTerall rate of return ·depends upon th e 
practice of the regulatory body. Th us, for exa11ple, an 
overall rate of return nay be a rate determined on ·the 
b asis of an a'terage or weighted average of allowable rates 
of return on investments by co1111on stockholders, preferred 
stockholders, and creditors." 

t1r. Carter further testified that- on April 10, 1978, !Ir. 
ft.D. Coleman. Dir ector of Accounting for the Public Staff 
mailed a questionnaire letter to the other �9 State Utility 
Regulatory Co■■issions as well as the District of Columbia 
commission, the Federal Energy Regulatory Commi ssion and the 
Federal Com•unications commission requesting whether each 
commissio n allows the oYerall rate of return or com.■on 
equity rate of return on the JDC. f'!r. car ter included the 
results of the survey in his direct testimony and stated 
that the results sh oved that an overwhelming majority of 
regulatory commi ssions responding to the questionnaire 
letter grant the overall rate of return on the JDC. 

T be co■m.ission has considered the evidence pre sented 
concerni�g the cost.:-free nature of these funds and the 
decision it faces vith regard to the granting of the overall 
or full equity return. The Commission doe s no t desire to 
create a situation where Vepco vould lose this tax 
advantage; however, the commission places grea ter weight on 
the IRS proposed regulations regardin g the poten t ial loss of 
thE credit r.ather than the IRS information letter an d 
the refore con cludes that t he miru.mum return required on 
these funds is tbe overall rate of retur n. 

EVIDENCE AND CONCLUSIONS POB PIRDIHG OP PACT NO. 13 

The evidence for this finding of fact is contained in the 
Company's prefiled data and minimum fi ling reguire11.ents 
exhibits which accompanied the original application for 
general rate relief and t.he testimony of Public Staff 
witness Williams. The Public Staff's evidence consisted of 
an analysis of its investigation of vepco• s fuel procurement 
act ivities, inclu ding i ts review of the company's long-ter11 
coal contracts, oil contracts, and "spot" coal procurement 
activities. 

Public Staff vi t�ess Williams testified that the Company's 
fuel procurement activities appeared reasonable and within 
the guidelines adopted by the Co11mission. He indicated, 
however, certain contracts and spot coa l procurement 
procedures which require further attention. 

From the evidence presented, the commission concludes that 
Vepco•s fuel procurement activities and purc hase policies 
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are reasonable and are in accord ance with practices 
her-etofore reviewed and approvea by this Commission; 
however, the Public Staff should continue to explore 
possible areas of improvement in fuel procurement with Vepco 
personnel. 

EVIDENCE !ND CONCLUSIOHS POR FINDINGS OF FACT NOS. 14 AND 15 

The evidence on the proper base fuel cost level to be 
incorporated into the basic rate design and into the proper 
G.S. 62-13ll (e) fue l cost adjustment formula vas contained in 
the test imony and exhibits offered by Company witnesses 
Johnson and Puckett and Publ ic Staff witness Williams. 

Company vit;ess Johnson testified that Vepco had included
adjustments to revenues, expenses, and rate base to reflect 
the full amortization of the North Anna Unit No. 1 nuclear 
generating unit at a 601 capacity factor during the test 
period. Be further testified that the design of the 
requested or proposed rates reflect the b�se fue l cost level 
that would haTe been experien ced during the test yea r if 
adjusted for the pro forma op�ra tion of North Anna Unit 
No. 1. Such base fuel cost was calculated to be 1.400t/Kvh 
including the Company's estimate for the estimated increased 
cost associated with the permanent disposal of spent nuclear 
fuel reprocessing. 

Company witness Puckett subsequently testified that the 
proper bas e fuel cost l evel, after correcting for 
inadvertent errors and revised estimates for nuclear fuel 
disposal based on recent occurrences, should be 1.391t/ltvh. 

Public staff witness Williams testified that an adjustment 
sho uld be made to the base fuel cost level inc orporated into 
the basic rates and fuel cost a�justment formula to reflect 
the lover aver�ge fuel cost resnlting fr om an adjustment to 
normalize the operations o f  the Surry Nuclear Station at. a 
65'1 capacity factor for the test year and to exclude from 
the fuel cost adjustment fo rmula the estimated cost of 
permanent disposal of spen t  nuclear fuel which he stated 
should be included as a fixed component of the basic rate 
and not subject to variations in fuel cost adjustment 
proceedings. Witness Will iams recommended a base fuel cost 
lev.el of 1.22911!!/Kvh •. This recommended level in base fuel 

cost anticipates a change in the definition of nuclear fuel 
expenses included in the recotim ended fu el cost adjustment 
formula to Rexclude estimated cost and salvage val ue 
associated with reprocessing ana disposal of the nuclear 
fuel and by-products." Witness R'illiams testified that the 
disposal expenses should be incorporated in the basic rates 
as a sepa rately indentifiable component in tbe· amount of 
0.144,/!(vh plus associated gross receipts tax if Vepco's 
proposed level, of disposal costs were utilized and a 
0.097t/Kvh plus associated gross receipts tax if the Public 
Staff's recommended level of disposal C(?Sts allowance were 
utilized. 
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Based upon the foregoing testimony and exhibits, the 
Commission concludes that the base fuel cost level of 
-1. 2 BQ-t/!Cvh is the proper base foel cost leYel, including the
actual initial cos t of nuclear fuel based upon the adjusted 
test year cost levels, which is appropriate for use in this
proceeding and that the basic rates and fael cost adjustment
formula Proposed by vepco should be adjusted accordingly.
The Commission further concludes that the change in 
definition of allowable nuclear f�el eEpenses in the fuel 
cost adjustment for ■ula recomaended by witness 'lifillia11s is 
appropriate and that the charge to recover the cost of 
permanent disposal of nuclear fuel vast.es should be a 
separately identifiable component of the basic rates and t.he 
funds collected vithin t:be basic rates applicable to t:bese 
costs should be recorded in a separate subaccount. Based on 
the evidence and conclusions discussed above. the Commissi on 
concludes that the proper level of dispos al expenses to 
include as a separately identifiable c omponent. in the base 
rate is 0.107¢/Kwh plus associ ated gross receipts ta:r. 

EVIDERCE AND CONCLUSIONS FOR FINDING OF FACT NO. 16 

The basic rate sch edules under vhich Vepco charges its 
retail customers in Hort.h Carolina include a charge for fuel 
at some average base level. In additi on to the basic r ate. 
the Company is alloved to charge its custo11ers for changes 
in fuel c osts fro■ that base level through the fuel 
adjustment proceedings under G.S. 62-134(e). 

In this docket. the comp anv proposed to include in its 
basic rates as an average base cost .of fuel 1.4t/1Cwh vhic h 
was the Comp any• s calculation of the average fuel cost 
during the aijosted test ye ar. In its testimony. the Public 
staff indicated that i ncluding the average level of fuel 
expense in the basic rates should have the effect of zeroing 
the fuel clause for the test year for rate-making purposes. 
The Public Staff indicated that rather than utilizi,ng zero 
aver age test yea r level of fuel cl ause revenues. the Company 
attempted to calculate the actu al fuel revenues for the test 
ye a r  under a clause vith a base of 1.111'!/Kvh . The company 
deter�ined that the fuel clause would hav e refunded 
appro:tiaately 11.5 million to the ratepayer$ during the test 
year and. thus. to offset this refund. increased the revenue 
target for its basi c rates by t he Sl.5 million. 

The Public Staff stated that Vepco•s proposed adjustment 
to the basic rate target reven ues should not be made. The 
Public Staff witnesses testified that the basic rates should 
he designed to fully recover the test year fuel e r:pense as 
if no fuel cost adjustment procedure e:risted. This e:rpense. 
incorporated into the basic rates. should then be used to 
establish the base fuel cost level to be used prospectively 
in fuel cost adjustment proceedings. 

The Public Staff indic ated that the fuel adjustment 
procedure being used in North Carolina is designed to use 
"mini-historical test periods" to develop the er:pected .level 
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of fuel expense during any particular month and t o  
rates to reflect this histo rical level of expense. 
this procedure ,. there is no attempt to exactly match 
revenues and fuel expenses. 

adjust 
Under 

fuel 

Further, the Public Staff testified that the difference in 
fuel revenue recovery and fuel expense is created by the 
mismatch in Kvh sales bet.ween the ai.ni-te st periods used to 
determine the fuel adjustment charge and the billing month 
in which the charge_ is applied. The Public Staff witnesses 
stated that this ■ ismatch in revenues and expenses had been 
considered a built-in incentive for efficient fuel 
procurement and pover plant operation and that the 
adjustment adds a component to the basic rates to fully 
recover this ■is■atch, thus, eliminating the built-in 
monetary incentive. 

The Co■mission agrees vith the Pub1ic Staff's arguments 
and, thus, concludes that Vepco•s rat es shoti1d be designed 
in this proceed ing as if no fool adjustment procedure 
existed. This vill result in basic rates vhich include the 
test year level of fuel expenses. This average level of 
expense should then be used as the base in f�ture fuel 
adjustment proceed ings. 

EVIDENCE AND CO!CLOSIOIJS FOR FINDING OF FACT NO. 17 

The co.11■ission takes judic_ial notice of Vepco• s 
application in Docket Ro. E-22, Sub 233; for an adjastm�nt 
to its basic rates based solely on the cost of fuel, 
pursuant to G.s. 62-1JQ(eJ. Such adjustment vas reguested 
to bem11e effect.iTe on all bills rendered on an.cl ,aft:er 
September 1978. 

The rates herein approTed contains a different �ase fuel 
cos t level (1.284ejltvh) than the 'base fuel cost leTel 
(1. 290¢/KVhJ approTed in the basic rates in Docket Mo. E-22, 
Sub 203, vhich are currently in effect. The rates herein 
approved also embody �he estimated �isposal c ost of nuclear 
fuel vithin the basic rate structure, conte■p1ating 
co nsideration of only the actual initial cost of nuclea r 
fuel as the nuclear fuel cost component of the fuel cost and 
generation statistics to be utilized in G.S. 62-134(e ) 
proceedings. 

Adjusting the nuclear fuel cost statis tics, accordingly, 
for the three-month test period in Docket lfo. E-22, Sob 233• 
and making appropriate changes, in the compnt:ation of the 
adjustment factor to reflect the change in the base f uel 
cos·t level result in a chax;ge of 0 .. 129¢'/Kvh. This i� th·e 
proper and appr�priate approved fuel charge that should be 
applied to the basic rates approTe d herein during the 
Septeaber billing ■onth. 



BATES 241 

EVIDEBCE AHD CO!CLUSIORS FOB FIBDING OP FACT HO. 18 

Through the testi•o�y of H.!. Wilson. Vepco•s witness on 
rat e design. the Coapany proposed several changes in its 
service Boles and Regu1ations. �any of the proposed 
reYisions vere minor,notational or vord changes. Hone of 
t:he Company•.s proposals vould significantly alter the 
meaning or application of any of the prorisions of the 
service Rules and Regulations. 

vepGo di4 propose adjustments to the charges for special 
services vhich are included in the Service Roles. -and 
Regulations. One such adjustment was. to increaSe t he charg� 
from S6.SO to SS.00 for trouble calls where it is. found that 
the company's equipment is not at fault. The connection and 
reconnection charges vere increased from $5.00 to $7.50 .. 
The Company proposed to decrease t he charge for installing a 
temporary service drop £ro■ $64.00 to $55.00. In each case 
the reason for the proposed adjustment was to more closely 
reflect the current cost of supplying the service. Finally, 
vepco proposed to increase the-Charge for supplying ex�ra 
facilities to refle ct the return being requested in this 
proceeding. 

The Public Staff's rate design witness, H.E •. Tucker,, 
indicated that the Public Staff reviewed the proposed 
changes in Vepco•s Service Rules and Regulations and was in 
agrt,ement with the company• s revisions vith one reservation. 
The Public St aff s,uggested that in the event the Commission 
granted a rate of re�urn differing ftom that proposed by t he 
Company, the .extra facilities charge be adjusted to reflect 
the approved OYeratl rate of return. 

There vas no a·aaitional direct testimony regarding the 
proposed Service Rules and Regulations. Further, neither 
ar. Wilson nor ftr. Tucker received any cross-examination 
concerning this_ area of th eir testimony. :It is the opinion 
of the co■11ission, therefore, that the Vepco' s Service .. Rules 
and Regulations should be approved as filed with the 
exception that the charges for e:1:tra f'aci1ities sh'ould be 
required to reflect the actual rate of return approved 
herein. 

EVIDENCE AND COSCLUSIOHS FOB FIBDIHGS OF FACT 110S. 19 AIID 20 

In its testimony, Vepco stated that the principles of 
basing rates on costs and producing ne·arly equal rates of 
return from the major custo•er classes were followed in 
designing �he proposed rates and charges to produce the 
requested rate increase. co■pany witness Vilson indicated 
that the first step in ·aesigning the proposed r ates was to 
adjust certain special service charges to reflect current 
costs. These include charges for c onnection and 
reconnection of service. temporary service, trouble calls, 
and extra facili �ies. Bext, a study vas perfor•ed to 
determine the current re•enue requirement of e ach type of 
outdoor lighting fixture offered under Schedules 26 and 27. 
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These requirements vere used to set the proposed month1y 
rates. The increase in revenues resulting from the aboTe 
changes vas determined and subtracted from the  total request 
resulting in the revenue increase to be distributed among 
the other classes of service. This distributio n vas aade to 
approximately equalize the rate of return earned from each 
class of service based upon the 1976 cost of service study. 
The Company pointed out that the movement towards 
equalization of rates of return bet ween rate classes is a 
continuation of  rate design trends in Vepco•s past three 
rate cases. 

The company modified its originally proposed rates to 
correct an error in the adjustments made to annualize the 
operation of the Rorth Anna nuclear unit. The impact of the 
modified proposed rates on the rates of return earned by 
each rate cl ass was reviewed by the Public Staff. Public 
staff witness Tucker testified that the company's proposal 
resulted i n  a general rednc ti�n in the variations in rates 
of return. It vas stated that the returns for each major 
rate class were within 2.si o f  the average rate of return. 
The Public Staff indicated that the return for the outdoor 
Lighting Schedule varied significantly from the average; 
however, several reasons were p resented to explain this 
lar ge variation. The major reason disc ussed vas the fact 
that the cost study used in developing rates was a 
"per-boqk" study rather than a study which included 
accounting adjustments. The lighting schedules vere 
.designed from the per-boo_t study using a return on 
investment of 9.61 (appro ximately the return being 
requested). since pr oforma accounting adjustmen ts vere not 
re.fleeted in the cost of ser vice study, the return earned by 
the re■aining proposed schedules was shown to be 
approximately 1JJ o n  per-book operations. The Public Staff 
indicated that most ·of the accounting ad�ust■ents  vere 
related to the bulk power supply system an d sinc e lighting 
usage is off-peak, little or none of the produc tion plant is 
allocable to that class . For this reason, the adjustments 
would haye the effect of lovering the returns shown on the 
per-book stua.y for the other rate classes vhile haTing 
l�t tle effec t on the return of the lighting c lass; 
therefore, it vas the Fublic Staff's testimony that the 
lo ver rate of return for lighting appeared justified. Thus, 
t he Public Staff agreed vith the allo cation of the rate 
increase between rate schedo.les proposed by the comJlinJ. 

The co■mission is of the opinion that the electric rates 
to each custo110r class should reflect the cost of serving 
that class. Thus, i t  is d esirable that to the eztent 
possible equal rates of return between rat e classifications 
should be •aintained. Pro■ the testimony cited aboYe, it 
vonld appear that this vas also t he intent of the Company 
and the Public Staff in the designs of the rate schedules 
proposed in this proceed_ing. The rate schedules approYed 
herein continue this trend. For the reasons discussed, the 
commission approYes the proposed lighting schedules. The 
remaining approYed rate schedules proYi�e the increas� in 
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total revenues granted for test year operations and produce 
substantially equill rates of return based on the 1976 cost 
qf service study. 

EVIDE9CE AND COBCLUSIORS FOB FIRDIHG OP FACT BO. 21 

only tvo witnesses presented testimony on rate .design, 
H.ft. Vilson for Vepco and H.B. Tucker for the Public Staff.
The fta jor points of each testl■ony vill be sum■arized belov. 

The Company proposed an increase of approxiaately $13.2 
million based on t_he p�oposed a djusted test year operations. 
Adjustments vere ■ad e  in tes1; year fuel revenues to reflect 
changes in nuclear fuel expense resulting fro■ the 
annualization of the opera tion of Horth Anna Unit No. 1 and 
from the inclusion of the throvavay fuel crcle. For this 
reason, the increas.�. proposed by Vepco oYer actual test year 
revenues vas only $10.Q million. 

In schedule 1 ., Residental service., the co■pany proposed to 
elia.inate the current vat.er heatin g discount of 0.15¢ per 
Kvh for the first 800 K:vh. The Company attempted to 
inc rease the energy ch ar ges on an equal cent per Kvh basis 
so that the current differential between su■aer a nd vinter 
p rices vould be maintained. This approach would haYe 
required large increases in the vinter tail block: 
therefore., that block vas increased less than the s u■■er 
block on a per K:vh basis resnlting in a videoing of the 
seasonal differential. The Pnblic Staff agreed vith the 
Company's design of the pr oposed Schedule 1. The Public 
Staff indicated that vith the relative growth of Vepco•s 
winter peak it v�n1_1a- not generally propose an increase in 
the seasonal differential: hoveYer ., due to the percentage 
increase required on winter usage to ■aintain a constant 
differential in. th is case., the slight increase in seasonal 
differential appe ared justified. The Public S taff stated 
that any adjustment in this schedule made to reflect the 
approval of a lover level of increase than proposed by the 
company should be made to reduce the seasonal differential 
to current levels. 

The company p roposed several design changes in Schedule 5, 
Small-General Servi ce. First, the first block vas increased 
from 600 Kvh to 800 Kvh an d p r iced at the leTel of the firs-t 
800 Kvh on schedule 1 so that commercial c ustomers would not 
be paying less th an residential customers. The demand 
cutoff provision vhich is designed to reduce liligra tion 
betvEen Schedules 5 and 6 vas changed fro■ S1.00 per Kw for 
demand in excess of 200 Kv to $2. �O per tcv for de11and in 
eicess of 100 Kw. The Public Staff proposed a reduction in 
the level of the Basic Customer Charge from that proposed by 
the Company to reflect the cost of Kvh meters rather than 
demand ■eters in the customer charge. The Public Staff also 
proposed a reduction in the pr oposed demand cutoff provision 
.from $2.50 per Kv to $1.50 per Kv. 
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Schedule SP, Servi�e to Cotton Gins, i� a tiae�of-day 
offering for c otton ginni�g .only. rt is priced to reflect 
prices deYeloped i� ll'BRA·' s lo�g-:run ■arglnal· �ost stud.y. 
The energy and de�and prices vere set based upon the cost 
study and the de■an d charges were adjusted to aeet reYenue 
reguire■ents. There vere .11a�or shifts in seasonal cost 
responsibility between the cost study on which this rate vas 
originally based and .'.the current stuay •. To li■it: the i•pa,c� 
of the shifting. of cost responsibility, the P_ubliq S taff 
proposed no ch ange ,in the sum■er de■and charge vith an 
increase in the winter charge sufficient to ■eet the reYenue 
regnire■ent. 

- · 

The only chan ge proposed by_the Co�pany in Sc hedule 6, 
Lar ge Genera1 SerYice, vas a combining of the first t•� 
blocks of the !?Deru charges-. The Pabllc Staff p:cop�sed-.a 
slight reblocking of the de■an d charges such that bre�k 
points would occur at: 50 Kw, 1,000-Kv, and 5,00.0,Kv. The 
Public Staff proposed larger increase on energy charges to 
■ore closely reflect energy related cost with 
corresponding ly s■aller increa:se on de■an d ch�r geS. 
Finally, the Ptt�lic Staff proposed that the winter demand 
ratchet provi�ion ·be.increased fro■ .501 to 651 to reflect 
t he relatiYe grow�h of the vint:e� syste■ peat. 

ll'o rate design changes •ere _proposed bJ the co�pany. f?,r, 
Schedule 7, Electric Heating. The Public staff proposed to 
eli■inate the vater-hea.tin.g proYisi�n of tha:.t rate to b� 
consistent with the proposal i� Schedule 1. 

The Co■pany proposed seYeral c hanges for Schedule 30, 
County and !uniclp al serYice. The design and pricing of 
this schedule is almost iden tical to that of Schedule 5. TO 
maintain this similarity, the company proposed to i�clude a. 
demand cutoff prorlsion in Schedule 30 ·of $1 •. 50 per Kv £Or 
demand exceeding 100 Kv. 11so, Vepco proposed to insit:it_ute 
a mini■us bill provision in Sched ule 30 priced identiCal to 
the p_roYisi on proposE!d in �chedole 5. The Public Staff 
proposed th3.t the nev- ■ini■u.■ bill proYision in Schedule 30 
be priced •uch lo�er than that of Schedule 5. The Schedule 
5 pricing was the result of applying approxi■ately the 
average percent�ge increase to th e existing provision. on 
Schedale 30, the proposed proYision vas a totally .nev 
charge. The Public; Staff proposed a ■ini■u■ charge of 12.00 
per Kv in the su■■er season a�d $1.00 per Xv in the winter 
to li■it the impact .of the new charge on custo■ers. 

Schedule ri2, Co_nnty,. aunicipal or Housing 1.uth�r1.,1 
�11-Blectric Bni�di�g Serwice, is al■ost identical to 
Schedule 7. B'ei ther the Co■panr nor the Publi·c Staff 
proposed design changes for this schedule. 

The lighting s�beduJes, Schedules 26 a nd 27, were priced 
based upon a detailed �ost study perfora·ea. bJ the Co!l!panJ .. 
The Public Staff reYieved t:his study and agreed with the. 
company• s p ropo_sa.ls. 
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The co■■ission ha.s -rerl�•ed ill detail'. the .. rate design 
testimony su■■arized_ aboye .and

1 
ha� deTeloped rate scbedules 

which produce- the ,approYed. µc;:na�e .. of S10�aos. 000 based on 
adjusted test year operatiqns -�r an, i�crea� abo•e actu.al 
pr'esent rennue� .. of •S7.666�000 an d reflect the co■a:l.ssi�n!'.a 
conclusi�ns •ith�respect._ to 'the rateiaesigD.lssaeS present�d 
in that t.esti■ony. The CO■ai�sion concllides that. thOSe 
schecJules -vuch .are .. attac�ea: as Append�•_ A to this Order 
produce ra't.es of �tllrn fro■ the. Y arions classes of 
custo�ers· t.ha t are r�asonable and that. th e aesiga of-• these 
rat.e·schedules is· reasonable �nd proper. 

IITXDBll�Z ABD COBCLUSXOWS POB PXBDXBG OP PACt WO. 22 

'?'he t.est.i■o:r;iy of Public Sb.ff witness SteT ens concernin_g 
co■plaints receiwed against Yepco during.the last tvo years 
indicated no identifiable prable■ are as in . thei .. �ser•ice 
provided by the coapany. Vit:ness steyens indicated the 
Company's co■pl�int handliifg procedures were efficient an·d 
thorough. 

IIVXDl!IICE ARD COWCLDSXOIIS FOR PXWDUG OP PACT RO. 23 

According to. llt. Proffitt. Vepco ·has co■■itted to ,_add ne:v 
genera�ing _fsCil,�tie_s fo�. the stt■■ers o� 1979• 1982. - 1983 ir. 
,1984, ,and 1985 t.o .suppl]' a load. growth bet.ween 1978,,and 1987 
slightly ,aboye :5,Sll,. !r. ,Proffit.t.•s Bzhib.it .. WLP-3 ·in,dic11ted 
a possible- fossi� ,adc11tion £0.r 1_987 under Tepco• s estl■ated 
load growth . .. _xn -hi.s. :te si;i■_o�y h e. stated that ·if future. lo�d 
growth indicated. a. need for nev capacity-�ddit ions, Vepc� 
vou1d b uild.a fossi�_unit arotin� eoo11vr as shown in hi� 
Exhibit ILP-3•. rt vas also stated that ·such ·a deter■ination 
did not ha't"e to b� .nde today .bllt co11ld wait ·se•eral ., ye8rs. 
as late as 1980 .., itr. Ragon0 t.estifi�d ·that Vepcg al.ready 
haS site .. inwst_igli:-U.olls. underwa.y an� that the cc;,■pany has 
funds allocated for site. in_Testiglltions for another t.wo 
years.. Both !Ir. Rago�e and !Ir. Proffitt indicated; a �ear 
that 'Jepco ■ay not be building enoogh capacitJ to supplJ 
futur e de■ands. 

fir._ !lightipgale,, Qf the PJJ,blic Sta.ff, expr_essel -�o nce:r:J!. 
over Vepco•s proposed. construction schedule. Based µpon-.1.the 
Public Staff' .s ".l�aly_sis of Long .Range Heeds f�r .Elect ric 
Generating Paci1iti�s i� .R�rt.h, Catoiina 1978 ; 11 it was 
shown that. bet·veen 1 ,1e and 19.85 t be Public staff e::1:"pe�s 
Vepco' s de ■and to i�crf!ase aboo t 580!1v per year co■pa_red to 
Vepco's elCpect8d 525Kv.. Using .the -saae :cepor t  he .. forth�r 
noted that the lea.d tiae for a future fossil unit iS 
cUrrently fro■ .. ei:,g_ht t:o 10 or ■ore iears. He fu£°ther 
·1ndicated. that ·vepco!s p�posed. Bat.h.;CoUnty·� Pa■pecl. -Storage
Project voulcl . no.t achi8Ye full econoaiq Ya lue vit.�out: the
addition of ■ore,nuclear•,capacit]'. ftr. Bigtit.ingale further

•indicated, that st.tidies he .. has ·pe rior■ed an4 those obtained
fro• Yepco. i9:dicat�d t.h�t nuclear facilities oYer t:hei_J;
erpect.ed serTic,e .. liwes. vere :the least expen·siY8 base lOad
uni t a utility co�l d. ovn and operate.
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Wit:h regara to this matter, the Coa•ission also takes 
judicial notice of Docket Ho •. H-100, Sub 22 and Docket 
No. B-32 (pendin g), both entitled, "InTestigation, Analysis, 
and Esti■ation of Puture.Grovt:h in the Ose of Electricity 
and the lfeed for Future Gener.ating capacity for Horth 
Carolina. 9 

Based upon the aforementioned infor■ation before the 
commission, it iS e�ident that the demand for electricity in 
Vepco• s serYiqe area vill increase vit:h tl11e. The 
Commission concludes that it is essen tial that Vepco 
construct a nev base load plant in order to aeet this 
demand. Present: plans do not proTide for such a plant. 

The Com■ission is avare of the fact that the North 
Carolina serrice area of Vepco bas for many year s lagged the 
rest of the state.and the na tion in economic development. 
The re ls a recognition of this proble■ at both State and 
Federal leYels of goYern■ent and positiYe measares to 
encourage econO■ic 4e•elop■ent are being pursued by bo th 
prl vate and public groups. The _co■aission is concerned that 
these ■uch needed deYelopment efforts may be sty■ied by both 
inadequate supplies of electricity and th e .high cost of 
electricit y. The co■■lssion has held this increase to the 
lowest range of return which the evidence vill support in 
this case, but vil l  not re■ain satisfied that this is all 
that can be done in future inYestigations into the cause of 
the disparity between these rates and the rates in the rest 
of North Carolina. 

IT IS, THEREFORE, ORDERED AS FOLLOWS: 

1. That effectiY� for retail electric serYice rend�red
in Horth ca.rolinc1. on and after Septe■ber 1, 1978, Virginia 
Electric and Pol(er ca■pany is hereby allowed t:o place into 
effect the increased rates described in paragraph 5 belov, 
vhich rates are designed t:a produce addit:ional annual 
revenues in the amount: of S10,eos,ooo based on the adjusted 
test year operations or an increase aboYe act:oal test year 
revenoes of approzie.tely $7,666,000. 

2. That the propo�ed rates filed by Vepco which were
designed to prod uce additional reYenaes of $13,236,000 are 
in ezcess of those vhich are just and reasonable and the 
same are hereby di�approYed and denied. 

3. That at such tine as Vepca de■onst rates to the
Comaission that it has ■ade a fir■ com■it■ent to a 
co�straction progra■ ta ■ore ad�gaately aeet projected 
needs• Vepco shall be allowed to incre ase its rates and 
charges so as to pro4uce an additiQnal S583,000 in gross 
annual renmue s in order for the Company to be allowed the 
opportunity to earn •the 7.921 return on fair value rate base 
found fair in this 9rder based upon the cost of capital and 
risk associated with the larger construction progra■;

provided, haveYer, that vith res·pect to the additional 
$583,000 the co■■ission will hold a hearing to. deTelop 
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Supple■ental Secu..r_it y  Inco■e (SS tJ dat a necessary to 
establish t:.he saa e SSI ·rate categor-r as- approYed in �ocket 
wo. z-7., su b 237 (Duke Power ·cO■pa_ny general r ate 
_proceeding).• on 111.gast. 31 ., 1978, so that t he additiq_nal 
$583,000· increase wi11-.not· &}!Pl} 1:o those costo ■ers of Vepco 
r_eceiYing SSI be�ef,i.,:s. 

Q. That if Yepco ha.s not ■ade a fir■ :coui t■ent to a
constr�ct.ion procjra■. Ill thin ,one year fro ■  the date Of this 
order which vi.11 adequately •et projected nee d s, Vepco•s 
ra,:.es lind charge� $JI.all be reduced by $303,000 in gross 
annual reTenues to reflect the disallovance of the 
aaortizat:ion of the abandoBed cODstroction cost unless the 
Compan y shows cause at th�t tiae vby this action should not 
be ';,at.en. 

s'.. That the r ates and ch�nges to the SerTice Rules and 
Regulations approTed hetein. vith _the exception of changes 
,:o the B:a:t:ra Pacili.ties Charges. are set. f orth in Appendiz ,l. 
�tt:ached hereto. The coapany shall reprice the h:t:ra 
1acillties Charges to reflect the rate of return approTed 
herein- and incorporate t:bis ·c ha nge into the Ser•ice. Boles 
and Regulations Shon in Appeadir A. 'rhe co■pany shall file 
amended tarif�s·re�lecting th� rates and S enice pn,yisions 
contained in Append_!,1: A on ·or before Septeaber "• 1978. 

6. That_ an App_r�•ed Puel Charge in the. a■ount of a
0.12911!/Kvh charge 111 herei n .approyed tco be -applied during 
the Septeaber 1,1s bil1ing.aontb to the basic rates herein 
approTecl. 

7. That the f0.1.mla for .fuel cost adjustments under G .. �.
62-134 ( e) at1;B.chil1!d hereto as lppendiX B be• and the same 1.s
hereby. approTed f«;tr f uture use effectiTe vith any filing
made under G.$ •. 62-1311(e). Vepco shall supply the
Go�■ission r on a ■onthly basis, t.he co■put�tiOns required on
the for■ula �ttached.�ereto as Appendi• B. Su ch foraula
sha ;I.l henceforth constitute t�e basis of ra t:e filings by 
Vepco pu rsuant to G.S. 62�1311(e).

8. That the basic rate design·•approTed herein contains
charges of o •. 1,1q� per Kilowatt-hour for the :per■anent 
dis posal of the .. nuclear fuel consumed during the ,test year. 
Funds collected vi�hin•th e basic rates applicabl e to these 
costs shall b� r�corded in a separate subaccoont of Account 
120.·s r Acco■ulated ·ProTision Por .A11ort.iz ation Of Nuclear
Fuel Asse ■blies. Shoul d the.reprocessing of nuclear fuel
waste be- perait.t.�d. prospe�cti"ely,. aaounts recorded in this
account shall be· aaortized as •a reduct ion to the cost of
serTice o•er a reasonable P8rio d of, t.i■e.

9. That i�. Vepco 1oses the
the lorth An-na nuclear unit 
COi ■ission shall i�stitute a 

· det er■ine vhy t}le rate. increaf?eS 
sho'uld not be �uspended ..

right to continue operat ing 
for any reason,. then the 

sbov cause proceeding to 
apP,rOYed £0� Vepco herein 
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1 O. That Vepco shall give public notice of the rate 
increase approved her ein by m ailing a copy of the notice 
attached hereto as Appendix C by first-class mail to each of 
its North Carolina retail customers during the next normal 
billing cycle. 

ISSUED BY ORDER OF THE COPUUSSION. 

This the 31st day of August, 1978. 

HORTH CAROLINA UTILITIES COftl1ISSIOH 

(SEAL) 
Katherine 11. Peele, Chief clerk 

NOT'H: Por Appendices A, B, and c, see the official order in 
the Office of the Chief Clerk. 

DOCKET BO. B-35, SOB 9

BEFORE THE NORTH CAROLINA UTILITIES CON�ISSIOM 

In the Hatter of 
Application of ffestern Carolina 
University for an Adjustment of 
Its Rates and Charges 

RECON�BNDED ORDER 
SETTING RlTBS AND 
CHARGBS 

HEARD IN: Jackson County courthouse, Sylva, Horth 
Carolina, on !!larch 15, 1978, at 10:00 a.m. 

BEFORE: Antoinette B. Wike, Hearing Examiner 

APPEJI.RANCES: 

For the Applicant: 

William E. Scott, Jr., Legal c�Unsel, Western 
Carolina uniTersity, cullovhee, NOrth carolina 

For the Public Staff: 

Paul L. Lassiter, Staff Attorney, Public Staff 
- Horth Carolina Utilities Co1111ission, P. o.
Box 991, Raleigh, North Carolina 27602 '-..

',, 
WIKE, HEARING EXA"INER: On September 20, 1977, Western 

Carolina University (Western Carolina or Applicant) filed an 
application with this Commission for authority to increase 
its electric rates and charges to its customers in the 
Cullovhee area, Jackson County, North Carolina. Western 
Carolina is not a public utility. It operates an electri c 
plant and distribution system, however, and is authorized by
G.s. 116-35 to sell electricity to the surrounding community
at rates approved by the Commission. The application 
proposed an annual increase in gross re venues of 
approXimately S53,0B9 or 13.5� over and above that produced 
by the present rates. 
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On September 22, 1977, the Public Staff filed Notice of 
Intervention. By Order isso.ed on September 23, 1977, the 
Commission recognized the Interv.ention of tlie Public Staff. 

The Commission, by order dated October q, 1977, declared 
this 11.atter to be a general rate case, suspended the 
proposed increase in rates, set the applicati on for hearing 
on December 14, 1977, and ordered Western Carolina to give 
notice to the public of the proposed rate increase .. 

On December 2, 1977, West ern Carolina filed a !lotion t hat 
the bearing be continued for a period of approximately 45 
days. The Applicant requested this ei:tension for t he 
purpose of incorporating into its original exhibits 
substantial additions to its plant in service. The 
commission. by Order dated December 5, 1977, granted the 
Applicant• s f!ot�on and rescheduled the hearing for 
Wednesday, February 1, 1978.

on January 13, 1978, Western Carolina filed revised 
exhibits. These revised exhibits incorporated the $108,000 
cost of system i11?r0Yements that Western Carolina had just 
expended to update its system. The revised exhibits also 
reflected a loVering of the prop osed rates from the levels 
originally requested. The revised proposed rat es would be 
approximately 9.81 above the present rates. 

on January 17, 1978, the Public staff filed a notion for 
continuance. This f!otion vas based on the Public Staff's 
need for more time to a nalyze and study the revised exhibits 
filed by western Carolina on January 13, 1978. The 
Commission, by order issued 3anuary 18, 1978, granted the 
Hot.ion, reseheduled the hearing for aarch 1s. 1978, and 
required the Applicant t o  -publish notice of the rescheduled 
hearing. 

The ap plication, came on for hearing on !ednesday,
ri:arcb 15, 1978, at the Jacks on county Courthouse 1n Sylva, 
.North Ca rolina. The Applicant offered the testimony of Bay 
D. Cohn, Vice-President of Southeastern Consulting 
Engineers, Inc.; Dr. c. Joseph ca rter, Vice-chancellor for 
Business Affairs, Western Carolina Univers ity; and William 
stump, Assist.ant to the Director of t he Physical Plant, 
western Carolina University. The Public Staff o.ffered the 
testimony of R. Thomas Aiken, Public St aff Accountant, 
concerning origin al cost n et investment., revenues, and 
e xpenses; J. Re ed Bumgarner, Jr., Public Staff Distribution 
Engineer, Electr ic Division. concerning the service 
conditions and quality of electric service of the Applicant; 
and Edvin A. Rosenberg. Public Staff Econ omist., concerning 
rat e of return and cost of capital. There vere no publi c 
vi tnesses. 

Based upon the application and prefiled exhibits. the 
evidence adduced a t  the hearing, and the entire record in 
this docke t,. the Hearing Examiner m akes the following 
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FINDINGS OF F�CT 

1. western Carolina University, although not a public 
utility, ovns and operates an electric distribution system 
and is subjec t  to the juris diction of the Worth Carolina 
Utilities Commissi on vi th respect to the rat.es ch arged and 
services rendered to its retail electric customers in the 
Cullovhee area ,. Ja cks on county, North Carolina. 

2. The test period for purposes of this proceeding is 
the 12 months ended June 30, 1977. 

3. The reasonable original cost of western Carolina's 
plant in service used and useful in proTiding retail 
electric service in Nor th Carolina is $795, 998i the 
reasonable accumulated prov is ion for depreciation is 
$160,876; and the reasonable origin al cost less depreciatioD 
is .$635,. 122. 

4. The reasonable replacement cost less depreciation of 
Western Carolina's property used and useful in proYiding 
r et ail electric service in Horth Carolina is $1 ,. 113,. 892. 

5. The reasonable allowance fo r working capital is
$26,816. 

6. The fair value of Western Carolina• s plant used and
useful in prov i(\ing retail electric service in Nor th 
Carolina should be derived from. giving 8/1 O we ighting to the 
original co st of Western Carolina's depreciated plant i n  
service and 2/10 to the replacement cost depreciated of 
Western Carolina• s plant. By this method ,. using the 
depreciated original cost of $635,. 122 and a depreciated 
replacement c ost of $1,113 ,. 892 ,. the Rearing Examiner finds 
that the fair value of the plant devoted to retail service 
in Nort:h Carolina is $730 ,.876. This fair value includes a 
reasonable fair value i ncrement of $95 ,. 754. 

7. The f11.ir v alue of We stern Carolina's plant in service 
used and useful in provi ding retail electric service to the 
public vi thin North Carolina of $730,. 876 plus a reasonable 
allowance for working capital of $26,. 816 yields the 
reasonable fair value of West ern Carolina's property in 
service to North Carolina retail customers of .$757 ,. 692. 

8. Western
test year after 
present rates 
proposed rates, 
year. 

Carolina• s gross operating revenues for the 
accounting and pro form.a adjus tments under 
are $439 ,. 094 and,. after giYing effect to the 
would have been $477,979 during the test 

9. The level of operating exp enses after accounting and
pro forma adjustments is $388,955 ,. which includes $26 ,. 188 
for ac tual inves tment currently -consumed throu gh reasonable 
actual depreciation after annu alization to year-end level. 
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10. The fair rate ·of return that Western Carolina should
have the opportunity to earn on the fair value of its North 
Carolina investment for retail operationS is approximately 
g_qi, which requires additional annual revenue frO!l Horth 
Carolina ret ail custo■ers of $19,852 based upon the test 
year level of oper ations. This rat e of. return on the fair 
v alne o f  Weste rn Carolina• s prope rty also -yields a rate of 
return on the fair value equity of 10.111. 

11. The rate schedule attached as Exhibit A is ju st an d
reasonable and is designed to produce an increase in 
revenues of approximately $19,852 based upon the -June 30, 
1971, test period. 

12. western
recommendations 
System Study, n 

its customers. 

Carolina Un�wersity, by carrying out the 
containe d in its "Blectric Distribution 

can pro vide adequat e and reliable. service to 

13. As of the date of hearing, western c�rolina had not
fully implemented the Uniform system of Accounts in 
compliance with the Order of the Commissi on in Docket 
No., E:-35, Sub 4. 

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT ROS. 1 A11D 2 

The evidence for these findings is contained in the 
verified application, the testimony of vitriesses Cohn, 
Stump, and Bumgarner, prior records of the Commission, and 
N.C.G.S. 116-35. These findings are essentially 
jurisdictiona.l and proc edural and were not contested. 

EVIDENCE AND CONCLUSIONS FOR FISDINGS OF FACT NOS. 3 AHD Q 

ffestern Carolina's exhibit s  show cost data derived from a 
system evaluation study performed in 1973 by so uth eastern 
Consulting Engi neers, Inc., plus additions to the system 
through the end of the test y e ar and system improvements 
constructed subsequent to tb.e end of the test year. In its 
study, Southeastern first 11ade an inventory of all it ems in 
the plant accounts ,. The accounts were initially valued by 
the use of representative construction bids for the Four t h  
Quart.er of 1972. Next, depreciation reserves vere 
calculated for each account by applying standard Federal 
Power co11.missioo depreciation rates to each individual 
account, based upon average age. In order t.o arrive a t  an 
estimated original co st as of �arch 31, 1973, southeastern 
us ed the Handy-Whitman Index to reverse trend each acco�nt 
from replacement cost to vhen it v as nev on-the-average. 

The revised e xhibits offered by Rester� Carolina shov 
original cost of utility pla nt in service of $719,097 and a 
reserve for depreciation of $184,987. These exhibits also 
sbov a replacement cost of $1,248,130 vith a depreciation 
reserve of $184,987. 
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The original cost of utility plant i n  service of 
$709,13Q.8Q shovn by Western Carolina in its origina1 
application plus a Pnblic Staff adjustment of $1,548.92 to 
insta11ations on customers• premise s, t he total of which ls 
$710,683.76, appears to be reasonable and not overstated. 
The Hearing Examiner therefore concludes that $710,683.76 
plus system improvements of $97,109.16 constructed 
subsequen t to the end 0£ the test year less retirements of 
$11,794.77, leaving an original cost of $795,998.15 as the 
investment in utility plant in service as shown in Aiken 
Exhibit 1, Schedule 2-1, should be adopted for the purpose 
of setting rates in this docket. The depre ciation reser�e 
as sbovn in A.iken Exhibi t 1, scbednle 2-2, Of $160,876 also 
should be adopted herein. 

calcnlated in the manner presented by t.he company and 
using the original cost of S795,998 an d the depreciation 
reserve of $160,876, the trended original cost less 
depreciation is $1,113,892. The Rearing Examiner concludes 
that the trended origin al cost. less depreciation of 
$1,113,892 should be adopted foe the purpose of setting 
rates in this proceeding. 

EVIDENCE ARD CORCLOSIOHS FOR FINDING OP PACT NO. 5 

The Public Staff proposed a comput�tion of working capital 
by using the end-of-period materials and supplies inYentorJ 
plus a cash working capital allowance of 1/8 of the 
operating expenses, less customer deposits at t he end of 
period, which yields an amount of 526,816. The Hearing 
Examiner c oncludes that this amount. is a reasonable 
allowance for working capital. 

EVIDENCE AND CONCLUSIONS FOR FINDINGS OP PACT HOS. 5 AND 7 

The Rearing Exa111iner concludes upon consideration of the 
original cost less depreciation ,. the replacement cost less 
depreciation, the impact of weighting upon the financing 
capability of the Applicant, an d the eco no■ic welfare of its 
ratepayers, both long- and short-term, that the reasonable 
weighting of original cost l ess depreciation is 8/10 and the 
reasonable weighting of the replacement. cost less 
depreciation is 2/10 in the calcnlation of the fair value of 
the plant in service to t he ratepay ers of North Carolina. 
The fair value of plant thus determined is $730,876. 

To the determination of a reasonable.fair value of Western 
Carolina 1s plant. used and useful in pr oviding retail 
electric service in Horth Carolina must be added an 
allowance for working capital. The -Hearing Examiner 
concludes that the fair •alue of electr ic plant in service 
of $130,876 plus a reasonable allowance for vorking capital 
of $26,816 yields the fair •alue of Western Carolina's 
property of $757,692. 
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EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. B AffD 9 

The evidence fo r these findings is contained in the 
, Applicant's reTised exhibits and in th8 testi■ony and 

exhibits oE Public Staff witness A.ilten. The Staff's 
adjustments, vbich were essentially uncontested, are 
reasonable and proper. The revenue figures presented by l!r. 
Aiken, hoveTer, are based on Vestet'n Carolina• s original 
filing. The Rearing Bxa■iner concludes that the leTel of 
test-period re�enues and expenses before and after the 
proposed rates are as shown on liken Exhibit I, Schedule 5, 
modified to reflect the revenue increase in the revised rate 
proposal. 

EVIDERCE AND CONCLUSIONS FOR FINDING OF FACT HO. 10 

The question of whether the proposed rates or, indeed, any 
rates are just and reasonable is one which can be answered 
only upon consideration of all the facts of the case. The 
rates al loved herein aust enable western carol in a to ■eet. 
its obligations to its ratepayers and earn a reasonable 
return on its i�•est■ent vhile at the sa■e. time fulfilling 
the reguirement that 

n ••• the legislature intended for the Commission to fix 
rates as low as may be reasonably consistent vith the 
requirements of the Due Process Clause of the Four teenth 
Amendment to the constitution 0£ the Onited States ••• " 

state � :eel. J;ftilities commissiQJ! Y. � Paver £2!!.M.!!.I.• 
285 H.C. 377, 206 S.E. 2d, 269 (19H). 

The testimony of !Ir. Cohn for Western Carolina indica ted 
that the proposed rates ver e designed or projected to 
produce a rate of return of 11.031 on the fair valo.e of 
plant in service as determined by Western Ca rolina. . This 
rate of return is a pproximately equa l to that allowed in 
Docket Ro. B-35 ., sub lf ., western Carolina's previous genera1 
rate case., by Order entered Janua ry 16 ., 1976. 

!'Ir. Rosenberg ., testif ying for the Public Staff, stated 
that a rate of return of to. 861 on the net original cost of 
western Carolina's investment in its electric utility 
operations voo.ld provide sufficient dollars to meet the test 
of a fair rate of return under G.S-. 62-133(b) (JI). He also 
stated that the 10.86� figure was at the uppe r end of the 
reasonable range due to western Carolina's rel at ively s■all 
and only recent use of debt capital to finance utility pla nt. 
investment. Ha stated that Western Carolina might be able 
to reduce its overall cost of capital by a dopting the use of 
more debt to finance utility plant but that the overall cos t 
of cap ita l 11ould not fall belov 101. 

l\lthough much of the evidence on the matt.er of the cost o f  
capital a nd t he fair rate o f  return is, as noted by P!r. 
Rosenberg., highly subjectiTe., it appears that a reasonable 
estimate of the cost of capital to the elect ric utility 
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operations o� Western Carolina lJniver sity would be 
range of 101 to 11'& overall. Such a range is clearly 
the overall return on net original cost in vestment of 
which would result from the proposed rates. 

in the 
below 

13. 69ll:, 

A rate of return on the above determined fair value of 
9.llOI, which results in a return of 10.111 on fair value
equity investment, requires additional revenues of $19,852 
and is equivalent to a return of 10.761 on the net original 
cost of Western Carolina's investment. Such a le vel of 
return lies at the apper end of the reasonable range for the 
cost of capital to the electric utility operations and can 
be expected to provide West ern Carolina vith revenues 
sufficient to maintain and upgrade its facilitie s in 
accordance vitb i ts plans. reco•er all its reasonable 
operating expenses. and earn an acceptable return on 
investment. 

EVIDENCE ARD COliCLOSIOHS FOB PINDI!fG OF FACT NO. 1"1 

As shovn in the application. Weste rn Carolina collected 
!393.252 in basic rate residential sales revenue for the 12-
month period ended June Jo. 1977. If the end of end-of
period rates had been in effect thr.ougho11t the test period.
an additional $ll.91J8 in basic rate sales reven ue would haTe
heen collected. as shovn by witness •Aiken. producing a tota l
of !398.200 in b8siC rate reven11e. An across-the-board
increase of Ll.985i on Western Carolina's basic z:-ate
schedules would produce the approxi11.ately $19.852 in
additional annual revenues found to be required in Finding
of ·ract No. 10. This 4.985'1 across-the-board increase is
reflected in the rate schedule attached hereto as 
Appendix A. 

The following schedule su1111arizes the gross revenues and 
the rates of return which Western Carolina should have a 
reasonable opportunity to ac hieve based upon the increase 
approTed here in. such schedules incorporate the findings 
and conclusions heretofore and her ein made by the Hearing 
Exam:J.ner. 
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SCHEDULE I 
western Carolina OniYersity 

Docket �o. E-35, Sub 9 
STATEBBRT OF RETURH 

TvelYe llonths Ended June 30, 1977 

QRerating Revenges 
Resiaential sales 
�iscellaneous service 
revenues 

Other 
Total operating re Yenues 

Qeeratipg Exnens�§ 
Operation and ■aintenance 

expense 
Purchased pover 
Depreciation 

Total operating expenses 
Net operating income 
Ann ualization factor 1. 76" 
Net operating income for 

return 

Present 
_Rate!I 

$QJ8,213 

822 
59 

ffig:094 

63,015 
299,752 

26.18]! 
2!!!! .. 222

50,139 
___ l!l!.1. 

S 51,021 

Increase 
Al!l!.t9m 

$19,852 

1 19:052 

19,852 
____ ill 

$ 20,202 

255 

After 
ApproYed 
!n£Iease 

n50 ,D65 

822 
__ ----21 
$458.946 

63,015 
299, 752 

-2.!i...ll!.!! 
_2�8.955 

69,991 
__ !.1.ll 

$ 71,223 
======== ====== ======= 

Invest■ent in Utility Plant 
Electric plant in serYice 
tess: Accumulated 

depreciation 
Net inTestnent in electric 
plant in service 

All�e for_�,king capital 
!'!aterials and supplies 
Cash 
Less: Customer aeposits 

Total working capital 
allowance 

Net investment in electric 
plant in service plus allow
ance for working capital 

Fair value rate base 

Rate of return on fair 
value rate base 

$795,998 

33,853 
7,877 

-11!! .. 2.1!!) 

26.81§. 

$661,938 

$757,692 
======= 

6. 73�

$795,998 

33,853 
7,877 

__1_U.91Q) 

-�6.816

$661,938 
======== 

$757,692 
======= 

9.QO�
======== 

EVIDEHCE A ND CONCLUSIONS FOR FINDING OP PACT NO. 12 

Hitness Cohn, testifying for Vestern Carolina, stated that 
Restern Carolina had not experienced any service problems 
due to current overloads in meeting its winter peak load. 
He also testified that system improvements completed in the 
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fall and vinter were made to alleviate the conditio ns on 
those lines· which were most heavily overloaded. 

Witness Carter, also testifying for Western Carolina, 
acknowledged on cross-examinat ion· that Western Carolina has 
a continuing duty to make system improvements to provide 
adeguate and reliable service to its electric customers. 

Witness Bumgarner, testifying for the Public Staff, stated 
that Western Carolina •s customers had exp erienced poor 
service coniitions in th e past but that the long-range pl.an 
for upgrading the distribution system vould en sure adequat e 
and reliable service in the future. 

EVIDENCE AND CONCLUSIONS FOR "PINUIHG 01' FACT NO. 13 

Witness D.iken of the Public Staff testif ied that, while he 
had observed. s ome effort on the part of We stern Carolina to 
conform i t s  books and r ecords to the Uniform System o f  
Accounts, there appeared to have been no substantial 
improvement in the establishment and maintenance of current 
and proper records of e lectric plant in service. Witness 
Stump, testifying for West ern Carolina, stated t hat within 
two weeks' ti me Western Carolina would have the books and 
records of the Power Department in such order as to maintain 
them in compliance with the Uniform System of Accounts. The 
Hearing Examiner trusts that this has now been done. 

Based on the foregoing, the Hearing Examiner concludes 
that Western Carolina University should continue to a dhere 
to the long-range plan for system improvemen t  entitled 
"Electric Distribution Sys tem Study11 which has been made a 
part of the record in this docket. 

IT 1:S, THEREFORE, ORDERED AS FOLLOWS: 

1. That the Applicant, Western Carolina University, be, 
and bereby is, authorized to increase its North Carolina 
rates and charges to pro duce additio na l annual gross 
revenues not to exceed $19,852, as hereinafter set forth in 
Exhibit A. 

2.. Tha t the schedule of rates .,set forth in Exh ibit A, 
attached hereto, which vill produce additional gross 
revenues of approxima tely $19,852, be, and hereby is, 
approved beginning with the first billing c ycle on or after 
the date of this Order .. 

3. That W estern Carolina take immediate steps to confor■
its books and records to th e Uniform Systeil of Accounts and 
file reports vi th t h e  Con.mission at 3O-day intervals 
detailin g its compliance vith the Uniform System of 
Accounts. 

4. That Western Carolina University make t he system
improvements detailed in the planning study performed by 
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Southeastern Engineers and conform to the schedule of 
construction recommended therein. 

5. That Western Carolina give public notice of the rate
increase approved herein by 1 aailing a copy of the Notice 
attached as Exhibit B by first class mail to each of its 
North Carolina retail customers duriµg the next billing 
cycle. 

ISSUED BY ORDER OF THE C08ftISSION. 

This the 7th day of June, 1978. 

(SE AL) 
RORTB CAROLINA UTILITIES coeeISSIOR 
Anne L. OliYe, Deputy Clerk 

EXHIBIT A 
WESTERN CAROLINA UNIVERSITY 

APPROVED RAT ES 

ftONTHLY ELECTRIC RATE FOR ALL CUSTOftERS 

First 20 Kvh or less $1. 7B 
Hert 30 hh a .0B915 
Next 50 Kvh a .05350 
Next 100 hh a .03566 
Next 550 Pi:vh a -02229
All over 750 Kvh a .017B4
Plus a fuel adjustment charge._ 

EXHIBIT B 
UOCl'i:ET NO. E-35, SUB 9 

BRFORE THE NORTH CAROLINA UTILITIES co�eISSION 

In the "atter of 
Application of western Carolina University 
for an Adjustment of its Rates and Charges NOTICE 

Upon application of Western Carolina University in Docket 
No. E-35, sub 9, the Nort h caro1ina Utilities Commission 
approved an across-the-board rate increase of 4.985J on 
western Carolina's single rate schedule. This rate increase 
is effective June 27, 1978. 

As part of its order, the commission has directed Western 
Carolina rrniversity to make system improvements to upgrade 
the service provided to Vestern Carolina Un iversity's 
electric customers. These improvements inclu1e the 
construction of a nev switching station, the upgrading of 
existing circuitry by installation of nev conductors, and 
the increasing of the primary voltage on certain lcey 
circuits .. 

This the 7th day of June, 1978. 

Western Carolina University 
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DOCKET NO. A-20, SUB 3

BEFORE THE NORTH CAROLIN� UTILITIES COM�ISSION 

In the !"latter of 
Josiah w. Bailey, Jr., 710 Arendell 
Street, ftorehead City, North 
Carolina - Petition for Suspension 
of Passenger Service 

ORDER 
GRlHTIRG 
PETITION 

BY THE C0ftlHSSI0N: Upon consideration of the record in 
this matter and of a Petition filed with the Commission on 
!iay 11, 1978, by ftr .. R. n. Darden, Jr., Attorney at Lav, 
ftorehead City, North Carolina, for and o n  behalf of Josia h 
w. Bailey, Jr., Horehead City, Horth Carolina, requesting an
authorized suspension of operations under certificate No. 
A-2 o for the transportation of passengers from Harkers 
Island, North Carolina, to Core Banks for the operating 
season of 1978 or unti.l a dequate docking a nd mooring 
facilities ar e availab.le at the Core Banks terminus of the 
route. whichever occurs first, and good cause appearing, 

IT ISr THEREFORE, ORDERED: 

( 1) That Josiah w. Bailey, Jr., be, and the same is 
hereby, granted an authorized suspension of operations under 
certificate No. A-20 for the transportation of passengers 
between Barkers Island, North Carolina, and points on Core 
Banks, until January 1, 1979. 

(2) That Josiah w. Bailey, Jr., notify the commission in
writing within thirty (30) days prior to January 1, 1979, of 
the status of the docking facilities on Core Banks and of 
his intention to resume service between the points involved 
herein or for an extension of the suspension of service 
authorized herein. 

ISSUED BY ORDER OF THE co"nTSSION. 

This t he 24th day of !ay, 1978. 

(SEAL) 

NORTH CAAOLTN� UTILITIES COttNISSION 
Ka ther·ine ?!. Peele, Chief Clerk 
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DOCKET HO. G-21, SUB 148 

REFORE THE NORTH CAROLINA UTILITIES conftISSION 

In the Ratter of 
North Carolina Natural Gas corporation's 
Application for surcharge to Recover Bet Cost of 
Emergency Purchase of Natural Gas 

) FURTHER 
) ORDER ON 
) DEUHD 

HEARD IN: The Commi ssion Rearing Room, 
430 North Salisbury Street, 
Carolina, on Hovember 4,- 1977 

Dobbs B uilding, 
Raleigh, 1'orth 

BEFORE: Commissioner Robert 
commissioners Ben R. 
and John W. Winters 

Fischbach, Presiding; and 
Roney, Leigh H .  Hammond. 

APPEARANCES: 

For the Applicant: 

Donald lf. r!cCoy, l!cCoy, 
C1eveland & Raper, Attorneys 
Fayetteville, North Carolina 

For the Petitioner: 

Weaver, 
at Lav, 
28302 

Wig gins, 
Box 2129, 

'B'illiam H. l!cCnllough, H. Hugh St.evens, Jr., 
and Charles c. neeker, Sanford, cannon, Adams & 
accullough, Attorneys at. Lav, P. o. Box 389, 
Raleigh, North Carolina 27602 
For: Farmers Chemical Association, Inc. 

For the Attorney General: 

Jesse c. Brake, Assistant Attorney General, 
P. o. Box 629. Raleigh, North Carolina 27602
For: The using and consuming Pub lic

For the Intervenor: 

Henry s. nanning. Jr., Joyner & Howison, 
Attorneys at Lav, P. O. Box 109, Raleigh, North 
Carolina 27602 
For: Aluminum C ompany of America 

K. Jacqueline Bernat, Attorney, 
Company of America, 1501 Alcoa 
Pittsburgh, Pennsylvania 15219 

For: Aluminum Compan y of America 

For the Public Staff: 

Aluminum 
Building, 

Jerry B. Fruitt, Chief counsel, Dobbs Building, 
430 Worth Salisbury S treet, Raleigh, Horth 
Carolina 27602 
For: The Using and Consuming Public 
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BY THE COff�ISSION: This proceeding originally came before 
the North Carolina Utilities Commission on the application 
of North Carolin a Natural Gas Corporation (NCNG) to recover 
the net cos t  of emergency purchases of natur al gas, vhic h 
cost vas incurred in the 1975-76 vinter season. By letter 
Order of January 6, 1976, the Commission approved a 
surcharge of S.185 per ftcf on gas sales to all of NCNG's 
customers except residential and public housing. Farmers 
Che ■ical Association, Inc. (FCA), filed a Petition for 
Reconsideration in the matter on February 2. 1976, which 
Petition vas scheduled for public hearing before the 
Commission on �arch 24, 1976. Said hearing resulted in the 
filing of an order by the commission on June 3, 1976, which 
Order affirmed the surcharge approved in the Commission's 
letter Order of January 6, 1976. FCA appealed this decision 
to the North Carolina Court of Appeals. In an opinion filed 
on June 15, 1977, in Docket Ho .. 76100C825 33 H.C.1pp. ll33, 
the court of Appeals ruled that the Order of the commission 
stated that l'CA operated at 100,C capacity without making 
sufficient findings to explain its operating procedure and 
that the Commi ssion failed to find facts to support the 
conclusion ·tha t FCA benefited from the purchase of emergency 
gas. The Court remanded the matter to the commission for 
findings of fact, and conclusions of lav, on the following 
issues. 

1. lfhetber during the winter season of 1975-76 HCN'G vas
without S1J.fficient .£loving gas to supply FCA vith 100,C

service; 

2. Whether on November 6, 1975, FCA and NCIIG agreed
appellant would accept its 551 win ter c urtailment 
operating at full capacity until January 3, 1976, and 
closing down completely for various periods thereafter; 

tho.t 
bJ 

then 

3. Wheth�r the three Transco restorations permitted FCA
to operate at 1J)OI capacity throughout the 1975-76 winter 
without resorting to the use of any emergency gas; 

4. Whether the Transco Interim Settlement established
prices for emergency gas Tolumes incrementally and treated 
such gas as being.injected last into the.pipeline system for 
the period covered by such.settlement; 

5. Whether PCA put RCIIG on notice in November and
December 1975 that it did not vant any emergency gas; and 

6. Wheth er residential customers should be excluded fro11.
paying their share of the emergency surcharge. 

By Orders issued Septe■ber 12 and 28 and October 24, 1977, 
the Co■mission set this Remand for oral Argument on 
November 4, 1977. Based on the total evidence and record 
that has been·presented, the Co■mission hereby makes the 
fol loving 
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FINDINGS OP PACT 

1. llort� Carolina Ba tural Gas Corporation (HC!fGt is a
publ!c utility distributing natural gas to custo■ers in its 
service area in North caroliua, incl u ding Hertford County, 
Horth Carolina. 

2. The 1975-76 winter entit:le■ent season for RCRG was 
from Rove■ber 16 to April 15. Projected curtailment by 
Transco for the 1975-76 vinter season vas the highes t for 
any winter seaso n in the history of RClfG. The curtail■ent 
£or the 197�-75 vinter season vas 301, which at that time 
vas higher tba:n any other preceding season. 

3. .ICtfG i:;; required to distribute natural gas sopplies
to its customers in accordance vitb priorities established 
in rule-■alting proceedings by this Co■•i�sion. The 
pri orities in effect £or the peciod in question vere 
established by the Commission's Order of Septe■ber 9. 1975. 
in Dock.et fto. G-100. S ub 24. 

tt. The Co■aission's curt11.ilment priority 
Rule R6-19.2, as established in Docket Ro. G-100. 
required, in the eyent of possible, curtailments, the 
of aYailable gas on a pro rata basis to custo■ ers 
Pr i orities li, 0.1. o. 2. and P. 

syste■, 
Sob 2Q., 
sharing 

vi thin 

s. Oecretal Paragraph No. 2 of the Co■■ission•s order
issued September 9. 1975, in Docket wo. G-100, Sub 24 reads 
as follows: 

"That each gas utility vhen necessary to co.rtail custo■ers 
in Priorities N, Q.1, 0.2, P, and Q, shall be authorize d to 
first curtail customers pro rata in Priorities w, 0.1, 0.2, 
and P by up to 35� and in Prior ity Q bJ up to 251' before 
fu:ther curtailment of service to any one customer vithin 
these Priorities is permitted. These percentages shall be 
calculated o n  base period volumes from Nove■ber 1, 1972, 
through Harch 31, 1973. 

After th is level of pro r ata curtailment is reached, each 
utility shall follow the curta ilment priorities e stablished 
by Revised Rule R6-19.2, as amended herein.n 

6. Decretal Paragraph Ho. q of said Order reads as
follows: 

"On or before November 10, 1975, each .utility shall ·inform 
the Co■■ission and its customers in Priorities N, 0.1, 0.2, 
P, Q of the required level of pro· rata curtailment and 
thereafter shall adYise the commission and its customers at 
least 3 days in advance of any variation in curtai111ent 
caused by changes in weather conditions or supply. n 

7. Parm.ers Chemical i s  a corporation organized under the 
laws of the State of Tennessee as an agricultural 
cooperatiTe association and authorized to do business in 
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North Carolina. Farmers Chemical produces nitrogen 
fertilizers for its four regional cooperative owners for 
distribution in North Carolina and other s outheastern states 
from its manufacturing complex at Tunis, Bert'ford county, 
North Carolina. "Farmers Cbemica1 is managed by CF 
Industries, Inc., Long Grove, Illinois. 

8. Farmers Chemical has a contract
service vith its sole supplier NCNG, 
subject to Com11ission rules relating 
service. 

for firm natu ral. gas 
which contract i s  

to curtailment of 

9. Natural gas i s  a nonsubstitutable fuel for Farmers
Chemical, and the natural gas received by it is used for 
feedstock and process purposes. Alternate fuels, including 
propane, are not feasible for use at the Tunis plant. 
Without natural gas the plant cannot operate. 8oreover, the 
plant is designed such that safety and efficiency dictate 
that it cannot be operated at a capacity of less than so•. 

10. During the 1975-76 winter season, Faraers Chemical
held a Priority 0.1 classification. 

11. on or about October 3, 1975, Transco notified NCNG
that doe to Transco•s curtailment the total entitlement of 
natural gas available to HCHG for the vinter season would 
be 10,337,000 Acf less 21 loss, or 10,130,260 �cf (Rery 
Exh ibit 3). Such entitlement provided 2,003,876 ftcf for 
FCA, or 45,C of vinter season regoirement s. (See case I of 
Appendix A attached hereto.) 

12. Transco made a first restoratio n of flowing gas
volumes to tiClfG on November 13, 1975, for the 1975-76 winter 
season in tbe amount of 1,019,000 !lcf less 2,C line loss, or 
998,620 !lcf (Nery Exhibit 3). such restoration increased 
FCA •s vinter season share of UCNG's £loving gas supply 
to 2,884,960 l'lcf, or 65'1 of requirements. Such share t o  FCI. 
wou ld be accordil'!g to Commission Rule R6-19.2. (See 
Appendix A, Case II.) 

13. Transco m ade a second restoration of flowing gas
volumes to NCNG on December 10, 1975, for the 1975-76 winter 
season in the amount of 608,000 l'lcf less 2'1 1ine loss, or 
595,Bq0 !cf (Wery Exhibit 3). Such restoration, consi dered 
separate from emergency gas supplements, increased PCA's 
vinter season share of NCRG's £loving gas supply 
to 3,230,995 !lcf, or 72.8% of requirements. Such increase 
in share vould be according to commission Rule R6·-19.2. 
(See Appendix A, Case III.) 

1 q. Transco made a third resto ration of flowing gas 
volumes to UCNG on January 15, 1976, for the 1975-76 wi nter 
season in the amount of 1,494,000 !cf less 21 1ine loss, 
or 1,46tt, 120 lief (Nery Exhibit 3). such restoration, 
considered separate from emergency g:1.s supplements, 
increased FCA's winter season share of NCNG's £loving gas 
supply to Q.195,327 Plcf, or 911.5'1 of requirements. Such 
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increase in share voul'd be a ccording to co■■ission Rule 
R6-19.2• (See Appendix A, Case�IV.) 

15. On December 21. 1974. !ICBG vas f orced t o  shut dovn
the ·pea plant beC'ause- of 'rransco•s curtailment that year. 
That cut by ·"rransco applied to·the vhole vinter seaso�, 
which ·began on loTembe� 16, 1974. At the ti■e the Tunis 
plant vas shut dow n  in Deceaber 19711., PCA had u·sed far in 
excess of its share of HCWG's redoced en titlement fro■

Transco. A sl1dlar sitllatlon mig ht h aYe deTeloped in 
the 1975-76 winter. (FCA witness Borst; Bo. 7610UC825, 
Rp. 29) 

16. on Nove■ber 6, 1975, representatiTes. of RCBG and PCA
met, pursuant to the Com mission's dir ectiTe (Decretal 
paragraph No. 4, Docket 110. G-100, Sub, 241, to discuss 
PGA's reqoire■ents for the winter· season and hov such 
requirements might be ■et. FCl vas informed that it could 
be serYed 2,003,876 Ref, or 451 of requirements. On the 
basis of 29,.200 &cf per day, this supply could serYe PCA 
at 100, for 68.6 da:rs of th e 152-day vioter period. It was 
agreed that FCA vou1d be a1loved to operate 1001 fro■ 
Nove■ber 16, 1975, through January 3, 1976. rf consu■pti�n 
averaged less than 29,200 &cf per day, FCA vould be serYe4 
the unused portio� for up to three days or through January 
6, 1976. The Tunis piant. vonld tJJ,en shut down for t.hree 
veeks and reopen and run,ontil February 12 or the balance of 
the wint er depending upon the availability of gas. It vas 
understo od that, i� Transco made restorations to its gas 
supply and NCtlG h1id not experienced an abno.r11ally cold 
vinter, FCA would be given further serTic:e depending on 
NCNG •s flexibili tY. The meeting of RoYember 6, 1975, 
p rimarily conce�ned d ays of ser Yice du�ing the wi nter 
season. The discussion of purchas e of e■ergency gas 
occurred near the �nd of the meeting. (FCA witness 
Lawrence; Ro. 761 0UC825, Bpp. 63-64, 66.) 

17. At the !f0Ye11ber 6, 1975, ■eetingi, FCA • s response to
HCNG•s question concerning 'the purchase of e■ergency gas. 
referre d to a ·direct purchase for PCA at increment.al pricing 
to supplemen't its 451 supply of flowing gas, not tO 
em�rgency gas pur chased for the syste■ vith costs borne.by 
other custo11ers as vell. [ PCA witness Borst, Ro. 7610UC825, 
Rp. 18, "· •• closlng the plant: if vh�t we ha·d to operate on 
vas ''1igh priced· j.ntt:asta-te gas, n (emphasis added) , 11:p. ·20, 
"FCA contends ••• �mergeney gas ••� should be ••• 
rolled-in"; Bp. 2fl, "••• gas ·should be priced on a ·rolled-in 
basis"; Bp. 27, "The i nc remental cost of that_ emergency gas 
is so high tha t it vou1·a not be econo11ical •·", Th e 
Htc remental price •• , is something o n  the or der of a ,dollar 
ninety-seYen.. That's an extremely high cost"; 11:p. 27., "If 
••• ve knev t�at our only source.of gas was e■ergency gas at 
-. •• $1.:97 per !!cf, we· vould have shut dovn.�] 

18. The increaen-tal or additional .cost of emergency gas
vas !1.03 per Scf (MCBG witness Wells, Bo. 7610DC�25, 
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Rp. 77; $1.89613 divided by 0.96 for Transco•s line 
retention of 41 ., minus $0.945). 

19 .. The additional cost of serving FCA vith 
direct-purcha sed e■ergency gas to suppleaent its QSJ supply 
would have been S2,51fl,354 (0.55 times 4,438,400 l!cf times 
$1.03 per 8cfJ. 

20. On or about December 1, 1975 ., RCBG contracted with 
l!ichigan consolidated Gas company for the purchase 
of 1 ., rirJ1,362 l!cf natural gas �upplies at a price of $1.89613 
per ftcf. S�h quantity less a 41 co■pressor fuel and line 
loss yield ed a total deliTerJ to BCHG of 1,383,708 ftcf .. The 
cost o f  such emergency gas in eECess of flowing pipeline gas 
from Transcontinental Gas Pipeline corporation (Transco) vas 
Sl .,451,558. With the inclusion of Borth Carolina gross 
receipts tazes, the net additiona 1 cost of the te1lporary 
emergency purchase vas $1,544,211 (No. 7610UC825, Bp. 4). 

21. The na.tural gas under the emergency purchase began
flovlng on or about December 1, 1975, for a 60-day delivery 
period (No. 7610UC825, Bp. 3). 

22. By telegram of Deceaber 1, 1975, NCNG noti fied 
Farmers Che■ical of its intent to ■ate an emergency purchase 
of natural gas supplJ and indicated the approzimate a■ount 
of the sur charge on all nonresidential gas St.las durin_g the 
winter period as  $. 22 per lief. FC1 1 s new winter period 
share of HCNG's gas supply vas 3,626,173 fief, including 
71'.11,213 ftcf of e■ergency gas (Ho. 7610UC825, Rp. 69; 
3,626,173 less 2,884,960, vhich was PCA's share after 
Transco•s first restoration on MoTe■ber 13, 1975). 

23. Rad FCl p aid the esti■ated surcharge on its projected
vinter season volumes of 3,626, 173 !!cf (as of 
De cembe� 1, 1975), the additional cost vould haTe been 
$797,758 (3,626,173 ti■ es $0.22 p er BcfJ. 

24. Had FCA been charged incre ■entally
the purchased emergency gas, the additional 
been $763,449 (741,213 times $1.03 per 
receipts tax. 

for its share of 
cost would ha Ye 

!!cf) plus gross 

25. By letter of Dece■ber 8, 1975, FCA acknowledged
receipt of HCIG's tele gra■ dated December 1, 1975, stat ed
its disapproval of any purchase of emergency ga s, and
further sta ted tha t it: would oppose any Coamission action
ordering a su rcharge on all nonresidential users during the
winter season (Ho. 7610UC825, Bp. 67-68). FCA continued to
arav down gas as before.

26. lt the ti■e the contra ct vith ftichigan Consolidated
Gas Co■pany vas ■ade, HCHG needed the e■ergency gas for the 
vinter season 1975-76 to serYe high priority industrial and 
co■mercial custo■ers. (See Appendix A, case II.) 
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27. Residential custo•ers (Priority R.1) vere neYer 
eipected to be eYen par tially curtailed, eYen. if the winter 
had been abnormally cold, and therefore could not baYe 
benefited fro■ the e■ergency gas purchase. (See AppendiI A, 
case 'I; co■pare R. l _requirements of 11 ., 726,853 !lcf vith knovn 
total supplies of 10,130,260 !lcf.) 

28. Even if IICBG had knovn vith cert ainty of Tran sco• s
second and third restorations of flowing gas, it would haYe 
been a prudent ■anage■en t decisio n to purchase the emergency 
gas. (See Appendix 1, cases I.I.I. and IV, and consider the 
effect vhich a colder-than-anticipated vinter could have had 
on the supply percentages to fir■ industrial asers, 
Priori ties Q through II.) 

29. The e■ergency purchase by HCBG fro■ !ichigan 
Consolidated enabled ICRG to sen-e no t onlJ Far■ers Che■ica l 
but industrial and com■ercial custo■ers in higher and lover 
priorities. (See A.ppendix A, case IV.) 

30. FCA operated a-t- 100,C of its gas
for the entire 1975-1.976 winter season. 
R.C.App. at QQ2.) 

s upply require■ent s 
(Q,Q38,QOO "cf: 33 

31. PCA directly benefited fro■ the pur chase of e■ergency
gas in the amount of 2£13,073 Mcf (q,439,qoo ncf ■inus
4,195,327 !t:f). (See lppendiz: &, case IV; Supplemental
Brief of FCA, filed December 16, 1977, p.1.)

32. Under FCA's proposal in this docket, namely, fully
rolled-in pricing at an esti■ated s urcharge of 11.8¢ per !lcf 
(NCNG witness Veils; Jo. 7610UC825, Bpp. 73-7£1), the total 
surcharge to !'CA vould have been $523,731 (4,438,400 ftcf 
times 11.ee per !cf). 

33. PCA paid $580,830 in emergency gas surcharges for
the 1975-76 vinter season (FCA Supplemental Brief, P• 1). 

34. The difference betveen vhat PC.A paid under the
emergency purchase surcharge and vbat it bas been willing to 
pay is S57, 099. 

35. The base rate for natural 
approxiaately $1.365 per !cf ($1.55 minus 
Borst, llo. 7610UC825, Rpp. 18-19, 2Q-25). 

gas to FCA vas 
$.185; FCA witness 

36. FCA • s to tal base 
season vas approxi■ately 
$1.365 per "cf). 

billing for the 1975-1976 vinter 
S6,058,Q16 (4,438,400 ncf tiaes 

37. PCA's sur charge costs for emergency gas vhicb enabled
it to operate at 1001 of requirements for the entire season 
amounts to 9.61 of its total base billing for the period 
($580,830 di•ided by $6,058,Q16). 
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38. The difference between what FCA paid and vhat PCA was
willing to pay amounts to O. 94'1 of PCA 1 s total base winter 
season billing ($57,099 divided by $6.058,416). 

39. The T ransco Interim. Settlement Agreement, vhich 
stipulated that the excess cost of emergency gas should be 
priced on a SO� rolled-in/SOJ incremental basis, addressed 
volumes and pricing arrangements between the pipeline 
(Transco) and its distributors, including NCNG, and in no 
vay addressed retail pricing. The reservation clause in the 
A.greement explicitly. limits its applicability to specific 
matters referred to therein. 

40. The Commission's position before PPC (now Federal
Energy Regulatory co■mission) regarding rolled-in pr i cing
has to do vith hov costs to supplement a defici ent vholesa1e
supply should be allo cated amon g Transco•s customers, the
distributing companies, not how costs should be alloca te d by 
distribution companies among their Cl as ses of retail u ser s. 

Whereupon, the co1111ission reaches the following 

CONCLUSIONS 

Farmers Chemical contends the real issue in these 
proceedings is vho shall pay for the emer gency gas. There 
is, hoveYer, Yirtually no difference between the amount PCA 
actu ally paid under the surcharge and the a11ount PCi\- vould 
have paid under its proposal of fully rolled-in pricing 
under FCA's definition of the issue (Finding of Pac t 
No. 34). FCA actually paid less than it probablf 
anticipated having to pay. (See e.g., Findings of Fact 
Nos. 19., 23, and 24 .. ) This resulted because 
approximately 3,000,000 fief of restoration gas becase 
available to the system, thereby allowing recovery of the 
emergency gas costs earlier and at a lover rate to all. 

FCA h as attempted to take vhat is no more than a 
disagreement over g as pricing and turn it into an attack on 
the Coll11.ission's authority to esercise its responsibility i n  
pricin g gas supply. PCA first creates the illusion that the 
t ariffs in question constitute incremental pricing, wherein 
only those vho receive emer gency gas shall pay. Seconil, P�A 
argues it neYer receiYed such gas and, third, that it 
ther�fore shou:l,d pay none of the excess cost. '!here is 
nothing in the Commission's tariff approval of January 
6, 1976. or in its order affir11.ing th at decision on 
June 3, 1976, that eTen remotely suggests such a pricing 
arrangement . Further, PCI has of fered no evidence to 
sapport its clai11 that. it did not. b enefit through receipt o·f 
so■e e■ergency gas. r·c1 attacks Nery Exhi bit 3 because it 
shows cal culated rather than actual usage, yet FCA has 
offered no actual usage data to conflict. vith these 
calculations. Th at FCA receiYed eme rgency gas is a matter 
of si■ple arithmeti c. The Appendix attached hereto, vhich 
is only a co■pi1ation of information of record in this 
proceeding, shows clearly that. vben emergency gas supplies 
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are not considered PCA could not have receiYed sufficient 
flowing gas to operate, as it did, for the entire winter 
season at 1001. (Finding of Pact Bo. 31; see also 
concession of FCI in. Supplemental Brief that Bery Exhibit 3 
shows approximately 200,000 Ref of emergency gas distri�nted 
to FCA under the then-existing priority syste■.) FCI admits 
it vas served 1001 of 03quire.11ents but contends this vas 
vit heat resort to emergency gas. Nevertheless , PCA has 
offered no da ta to show hov 1:his could have been 
accomplished, other than the inference tha t  FCA is entitled 
to reach into NCWG's pipeline and divert only flowing gas to 
its plant, leaving emergency gas to other users. Case V of 
Appendix A reweals that PCA could haYe been serYed 1001 
vi thout resot:t to e11ergency gas bnt not under a ny 
c;urtail■ent procedure authorized by this c oa11ission, because 
such service obviously would be ondoly discriminai;ory to all 
other users. :rs it possible that the winter of 1975-76 was 
varmEr than anticipated and, hence, residential •olu■es vere 
freed for industrial usage? There is no eYidence to this 
effect in the record, and eYen if such had been the case, it 
wou ld not matter because such prospective juggling was n ot 
authorized by any Commission ac tion in these proceedings. 
Carried to its logical extreme, FCA's position would require 
the retail pricing of natural gas based solely on hindsight, 
adjusting :tetroacti vely for a ctu11.l consu ■ption among 
thousands of customers, including those whose usage is 
temperature sensiti•e, and for volumes actually recei•ed 
from both regular and supplemental sources. Such a 
pr ocedure would be pract.ically impossible and, arguably, 
illegal. 

FCA has devoted much attention in this ■atter to its 
November 6, 1977, meeting with BCHG's repr esentatives. 'The 
Commission cc;mcludes that this meeting and an y 
understandings reached therein ar e not germane to the issues 
in this docket (See Findings of Fact Bos. 6, 16, and 17) but. 
has rec.i,ted the facts of this. ■eeting in i ts findings only 
to offer completeness and clarity to this record. We note, 
however, that the agreement as to how FCA's daily winter 
season requir eme�ts would be ■et benef ited PCA by all owing 
FCA to receive 10.0j of its requirements, on a daily basis, 
at a time when all othe r industrial users vere to be totally 
or partially curtailed.. 'The agreement vas also beneficial 
to all other users in HCHG 1 s service area because FCA would 
only operate. for approximately '18 days, that is, until. 
January 3, 1976, after which time supplies would be 
reassessed and FCA thereby voul d be pr evented from using 
more than its share should deeper curtailment occur, as 
happened the prior winter season .. 

'A'ith regard to FCA.1s other allegations, the Co111111.ission 
concludes 1;ha.t the tariffs as approved on January 6, 1976, 
and affirmed by Comm ission Order of June 3, 1976, vere 
proper and reflected good judgment-at that time, which i� 
the real test and, even in hindsight, vere proper and 
reflected good. judgment. Th e Commission arri Tes at this 
conclusion by finding that even in hindsight the eme!=gen cy 
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gas indirectly and directly benefited all customers other 
than residentials, and. henc e, it vas correct to have 
prescribed the surcharge to these customers (Findings of 
Fact Nos. 26, 27, 28, 29, 30, and 33). There is, therefore, 
no substance to Farmers Chemical's allegations of 
unfairness, discrimination, and not be ing in the public 
interest. 

With regard to the allegation of n consistency" vith 
previous commission positions, the posture of this 
Commission before the Federal Paver Commission is simply not 
germane to th.is case because such actions dealt vith 
que stions of supply and pricin g at the Fe deral leTel, i.e., 
by Transco among its distribution companies in the seYeral 
states along its pipeline. At question in this docket is 
the allocation and pricing of gas supplies at the State 
level. i.e •• by the distribution company among its classes 
of users. 

The Commission f urther concludes that p rocedural defects. 
if any. in thi s matter haYe been cured by allowing FCA to be 
heard fully upon reconsideration and. later. remand. 

record• the commission finds and 
just tvo issues, and they ace as 

must have been for our predecessors 
They are these: 

Upon reviewing this 
concludes that there are 
cle ar today as they 
nearly two years ago. 

1. Vas HCNG's decision to purchase emergency gas for
s ervice to its customers in a time of drastic cuctaili:i.ent a 
prudent management decision? The answer is yes. and no 
parties to this docket contest this point. (Cf. testimony 
of YCA w itness Borst; Ro. 76100CB25. Rp. 29.) 

2. Vas the commission's ac tion requiring a surcharge on
volu�es to all customers. except residential and public 
housing. to recover the excess cost of the emergency gas an 
unlawful action by placing an un due hardship on Farmers 
chemical as alle ged in its Petition for Reconsideration 
(item IV) or, by being unfair. inconsistent vith preTious 

commission positions, discriminatory. not in the pub li c 
interest. or procedurally defective as also alle ged by 
Farmers chemical in its Petition for Reconsideration 
(item V)? Upon review. the Commi ssion concludes the answer 
is no. The financial difference betveen vhat PCA actually 
paid in emergency gas surcharges. $5B0.BJO. and what it 
would have paid under i ts avowed position of fully rolled-in 
pricing at 11.Bt per !cf. $523.731. is insignif icant and. 
hence. cannot be construed as an undue hardship for a 
company vhose normal billing for the winter season was 
approximately $6.0SB.416 (Findings of Pact 
Nos. '32. 33. 34. 36, 37. and 3B). 

A reading 
clarity that 
convince the 
eQergency gas 

of this entire record reveals vitb abso1ute 
FCA1s real intent throughout has been to 

Coamission an d. subsequently. the Court. that 
supplies for Borth Carolina should be priced 
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uniformly to all customers, i.e., through rolled-in pricing 
which does not exclude residential customers fro■ surcharge. 
The Co■mission re spects PCA's riqht to an opinion on natural 
gas pricing and respects FCA •s right. to promote its opinions 
before this Co■■ission and the Court. But it is the 
responsibility of this Co■missi on to determine the pricing 
of natural gas supplies for Horth Carolina, not the 
responsibility of PCA. In recent actions this Commission 
has adopted rolled-in pric;:ing of supplemental natural gas 
supplies to include residential users. The Commission takes 
judicial notice of FCA's posture in those proceedings, that 
it faYored such action but, regardless of the pricing 
decided by the Commission, would not accept any service for 
this winter season. Fanaers Chemical's t rue proble■s relate 
to supply and demand imbalances in the fertilizer business. 
(See, e.g., testimony of FCA vitnesses Borst and Lawrence; 
No. 7610UC825, Rpp. 19-20, 64.) This Com.mission, al though 
repeatedly willing to assist FCA in efforts to receive 
assistance at the Federal level, cannot manipulate the price 
of gas service to PCA to the competitiTe di sad vantage of 
other Horth Carolina customers in order to generate a ■ore 
favorable profit picture for FCA. 

IT IS, THEREFORE, ORDERED that the tar iffs filed by WCMG 
on January 7, 1976, and approved by Commission Order of 
Jun·e 3, 1976, are hereby approved and affirmed in all 
respects. 

ISSUED BY ORDER OF THE COft!IISSION. 

This the 1Qth day of February, 1978. 

HORTH CAROLINA OTILITIES co""ISSIOH 
Kather ine !I. Peele, Chief Clerk 

(SEAL) 

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

DOCKET HO. G-21, SOB 177 
DOCKET NO. G-21, SOB 171 

BEFORE THE HORTB CAROLINA UTILITIES co��ISSIOH 

In the l!atter of 
Docket No. G-21, sub 177: Application ) 
of North Carolina Natural Gas Corporation ) 
for an Adjustment of its Rates and Charges) 

Docket Ho. G-21, Sub 171: Applica tion fo� 
Approval of Rev Depreciation Rates Based 
Upon Depreciation Study 

l 
l 
l 
l 

HEARD IN: council Chambers, Greenville 
Greenville , Nor th Carolina, on 
�arch 29, 1978, at 10:00 a.m. 

ORDER 
SETTING 
RATES 

City Hall, 
'iJednesday, 
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BEFORE: 

GAS 

counci l Chambers, city Hall, 234 
Fayetteville, North Carolina, 
rtarch 30, 1978, at 10:·00 a.11. 

Greene Street, 
on Thursday, 

The Commission 

Dobbs Building, 
Raleigh, Horth 
April 4-7, 1978, 

Hearing Room, Second Floor, 
4 30 North Salisbury Street, 
Carolina, on March 31, 1978, 
a nd April 17-18, 1978. 

Commissioners Edvard e. Ripp, Presi ding, Leigh 
H. Hammond, and John v. Winters

APPEARANCES: 

For the "pplicant: 

Donald W. l!cCoy, Alfred 
Weaver, Wiggins, Cleveland 
at Lav,. P.O. Box 2129, 

E. Cleveland, ftCCoy,
and Raper, Attorneys 
Fayetteville, Horth 

Carolina 28302 
For: North Carolina Natural Gas corporation 

For the Intervenors: 

Levis B. Reyer, Lucas, Rand, Rose, fteyer, Jones 
& Orcutt, Attorneys at Law, P.O. Box 2008, 
Wilson, North Carolina 27893 

James H. Horwood, David B. Straus, Spiegel and 
NcDi armid, Attorneys at Lav, 2600 Virginia 
Avenue, R.�., Washington, D.C. 20037 
For: The municipalities of Wilson, �ocky ftount, 

Greenville, and ftonroe 

Charles c. "eeker, Willi am H. ftcCullough, 
Stevens, .Jr., Sanford, cannon, Ada11.s 
McCullough, Attorneys at Lav, P.O. Box 
Raleigh, North Carolina 27602 

Hugh 
and 

389, 

Anthony E. cascino, CF In dustries, Inc., Sale• 
Lake Drive, Long Grove, Illinois 60047 
For: CF Industries, Inc. 

Henry s. l!anning, Jr., Joyner & Howison, 
Attorneys at Lav, P.O. Box 109, Raleigh, North 
Carolina 27602 
For: Aluminum Co11.pany of America and Clark 

Equipment Company 

K. Jacqueline Bernat, Attorney at Lav, Alnminun
company of America, 1501 Alcoa Building,
Pittsburgh, Pen nsylvania 15219
For: Aluminum Company of America

Thomas R. Eller, Jr., Attorney at Lav, 10Q 
Pi nley Building, 3301 Executive Drive, Raleigh, 
North Carolina 27609 
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For: North Carolina 
Association 

Texti le !fanufacturers 

Por the Osing and consn■ing Public: 

A.ssista nt 
Carolina 

- Dobbs

Robert P. Page. Paul t. Lassiter. 
S taff At torneys. Public Staff - North 
Utilities com■ission. P.O. Box 991 
Buildi ng• Raleigh. North Carolina 27602 

Jesse 
General. 
General. 
Carolina 

c. Brake. Special 
Richard I.. Griffi n. 

P.O. Box 629. 
27602 

Deputy At torney 
Assistant Attorn ey 

Raleigh, Horth 

BY TH'E CJ !IIUSSJ:OR: On lfovember 22, 1977, !forth Carolina 
Natural Gas Corporation (N.C.H.G.. the 'Applicant, or the 
Company) . filed an application wit h this commission for 
autbority to adjust and increase its rates and charges fo r 
retail natural gas servic e in Bor th Carolina. The Applicant 
proposed to make the requested rate adjustments effective 
and applicable to all gas consumed on and after December 22, 
1977. Prior to the g eneral rate increase application, 
R.c.s.G. had filed, on June 22. 1977, an application 
pursuant to Co1111is sion Rule R6-80. Said application (in 
Docke t Ho. G-21, Suh 171) sought Commission approval for the 
Company to change i ts depreciation rates based upon a study 
performed for N.C.B.G. by American Appraisal Company. The 
Applicant proposed to make the new de preciation rates 
effectiye as of Oc tober 1, 1977. At the t i me the general 
rate increase app lication vas filed, the commission had not 
taken final action on the proposed nev depreciation rates. 

The Commission, bei n g  of the opinion that these tvo 
matters should be consolidated for public hearing, issued an 
order set ting inve s tigatio n  and hearing, suspending proposed 
rates and requiri ng public notice on December 21, 1977. BV 
the terms of suc h order: (1) The gen eral rate increase 
application (Docket Ho. G-21, Sub 177) vas consolidated for 
h�aring with the increase d depreciation ra te application 
(Docket Ro. G-21, sub 171); (2) the application in Docket 
No. G-21, Su b 177 vas declared to be � gene ral rate case 
pursuant to Rorth Carolina General statute 62-137; (3) the 
consolidated dockets were set for public hearings at the 
times, dates, and places noted above - includi ng tvo days of 
out of town hearings for the purpose of receiving testimony 
by interested members of the using and consuming pu blic; 
(4) the test perio d. for use by all parties in the proceeding 

was declarea to be the t.velve-month period e nding 
June JO, 1977; (5) the Company was ordered to publish in 
newspapers h avi ng general coverage in its serv ice area and 
to furnish to each customer t�rough billi ng insert a notice 
of the proposed hearings on the application; (6) 
intervenors and othe r. parties having an interest i n  the 
mat ter were required to file t heir interven tions in 
accordance wit h the Commission's Rules and Regulations. 
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on December 15, 1977, the Public Staff, by ana: through its 
Executive Director, Hugh A. Vells, filed notice of 
intervention on behalf of the using and consuming public. 
Such intervent ion vas recognized in the Commission's Order 
Setting Hearing issued on December 21, 1977. The Attorney 
General also filed a notice of intervention on behalf of the 
using and consuming public on November 29, 1977, vhich 
intervention vas recognized by Commission order issued on 
January 25, 1978. !'lotions for leave to intervene herein 
were filed on behalf of CF Industries, Inc., on 
December 29, 1977, and on behalf of the riiunicipalities of 
Wilson, Bo:::ky !'fount, Greenville, and !!onroe on 
January 18, 1978. Such motions were allowed by Commission 
order issued January 25, 1978. A motion for leave to 
intervene was fil ed on behalf of Aluminum company of lmerica 
(Alcoa) on February 17, 1978, which motion vas allowed by 
Commission order issued on February 21, 1978. on Karch 14, 
1978, a motion for leave to interv ene was filed on behalf of 
the North Carolina Textile "anufacturers Association, Inc., 
vhich motion was allowed by Commission ord er issued on 
March 16, 1978. Thereafter, on !1arch 17, 1978, a petition 
for leave to intervene vas filed on behalf of Clark 
Equipment company and such petition vas allowed by 
Commission order issued on ftarch 22, 1978. 

Between the time of the com.11.ission•s order setting this 
matter for 'hearing and the actual beginning of public 
hearings,, several motions were filed by various parties 
concerning discovery,, production of documents,, extensions o f  
time to file testimony and other procedural mat ters. such 
motions and the commission's orders in response t hereto a re 
reflect ed in the Clerk's official files of this proceeding. 

The matter came on fo r hearing as scheduled in the 
Commission's order setting Rearing, with the company h aving 
the burden of proof in shoving that its present rates were 
unjust and unreasonable and that its proposed rates were 
inst and reasonable. 

The Company offered the testimony of the following five 
witnesses: Prank Barragan. Jr., President and Director of 
N.C .N.G.; Calvin B. Wells ,, Vice President and Chief 
Accounting Office r of N.C.R.G.; Charles E. Jerominski ,, 

sup ervisor and Appraiser. American Appraisa1 company; R.A. 
Ransom, Consulting Engineer; and Eugene w. l!leyer ,, 

vice-President of Kidder,, Peabody & Company,, Incorporated. 

The Public St aff offered the testimony of the following 
eight witne sses: Dr. Wesley l. ftagat ,, a Pro fessor in the 
Graduate School of Business n.dministration at Duke 
University, consult ant of ICF, Incorporated; Dr. Colin c. 
Blaydon·,, Professor of Policy Sciences and Business 
Administration at Duke University and a Principa l of ICF, 
Incorporated; Daniel Pl. stone, Utilities Engineer, Gas 
Engineering Division of the Public Staff; Willi am L. Dudley ,, 

St aff Accountant, Public Staff Accounting Division; Willian 
F. Ratson,, St aff Ec onomist,, Economics and Research DiYision
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of the Public Staff: M.D. Coleman, Director of Accounting, 
Public Staff �ccounting Di vision; and Donald E. Daniel ., 

Assistant Director of Accounting, Public Staff Accounting 
Divisi on. 

The !!unic:i pal In terven ors offered the direct testimony of 
the following witnesses� Fred R. Saffer, Executive Engineer 
and Associate, R. 'A'. Beck and Associates; Jacob Pous, Senior 
Engineer, R.w. Beck and Associates; Albert E. Clark ,. Senior 
Analyst, R.W. Beck and Associates; Dr. Caroline M. Saith, 
Senior Economist, J.&. Bilson and Associates ., Inc.; and Dr. 
Jann w. Oirpenter, Director of the Economic Services 
Department, R. w. Beck a ncl A ssociates. 

CF Industries, Inc., offered the testimony of Thomas R. 
Hughes., Senior consultan t  of H. Zinder and Associates, Inc. 

�dditionally, at the public he arings held in Greenville, 
North Carolina, CF Industries offered the testimony of four 
public witnesses fro■ the Hertford county area. These 
vi tnesses vere the following - Bandy V. Britton, Chai rman of 
the Hertford Coun ty Commissioners; !!errill Evans, !!ayor of 
t he Tovn of Ahoskie; David E. nccav., Chairman of the 
Hertford county Indust r ial Developme nt Commission; and 
Roberts H. Jernigan, Jr., Represen t ative of the Fifth 
District to the North Carolina General Assembly, which 
includes Hertford county. 

�luminum Company 
Maynard F. Stickney, 
Badin Works. 

of America offered the 
Chief Industrial Engineer 

testimony of 
of Alcoa• s 

!'!rs. Peggy Helms, a Goldsboro resident a nd a member of the 
using and consuming public., appeared and offered testimony 
during the course of hearings in Raleigh. 

Based upon the foregoing, the testimony and exhibits 
offered dur ing the hearings, the oral Arguments at the 
conclusion of the hearings, the b riefs and proposed orders 
submitted by the parties., an d the Commission's files and 
records in the matter, the commission nov reaches the 
following 

FINDINGS OP PACT 

is a Delaware Corporation vhich has 
business and is d oi ng business in 

a franchi sed public utility providing 
in 29 counties and 59 c omm unities in 

1. That N.C.N.G. 
been author ized to do 
North Carolina as 
natural gas service 
North Carolina. 

2. That N.C.N.G. is lawfully before this commission for 
a determi�ation of the justness and reasonableness of its 
proposed rates an d cha rges pursuant to chapter 62 of the 
General Statute� of Nor th Carolina. 
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3. That the test period established by the commission
and utilized by all parties in this proceeding is the twelve 
months ended June 30, 1977. The ann11al increase in revenues 
sought by H.C.R.G. under its pcoposed rates as filed in this 
proceeding is approximately $4,607,748. 

4. That N.C.N.G. is providing reasonably adequate 
natural gas service to i ts existing customers in North 
Carolina, to the extent that it is able to do so under the 
present level of curtailment of its pipeline suppl y of 
natural gas. 

5. That the original cost of N.C.N.G. 1 s plant in service
used and useful in providing natural gas service in North 
Carolina is $6 3, 23 B, 31 O. Prom this amount should be 
deducted the accumulated d epreciation associated vith the 
original cost of this plant of $18,705,845 resulting- in a 
reasonable, original cost less depreciatio n  or a net gas 
plant in service of $44,532,465. From this amount, $46,475, 
representing customer advances for construction should also 
be deducted. N-.C.N.G.•s gas utility plant, net of customer 
advance s, is $44,485,990. 

6. That the reasonable replacement cost les s 
depreciation of N.C.N.G.'s plant in service which is used 
and useful in providing natural gas service to  customers, in 
North Carolina is $107,375,467. 

7.. That the fair value of R.C.R.G.•s plant used and 
usefu1 in providing natural gas service in North Carolina 
should be derived by giving 54.131 weighting t o  the 
reasonable original cost less depre ciation of N.c.N.G. 1 s 
plant-in-service and 45.S7'r; weighting to the replacement 
cost less depreciation of R.C.N.G.'s utility pl ant. By this 
method, using the depreciated original cost of $44,532,465 
and the depreciat ed replacement cost of !107,375,467, the 
Commission finds that the fair value of H.C. N.G. •s utility 
plant devoted to g as service in North Carolina is 
$73,358,550. This fair value include s a reasonable fair 
value increment of $28.826,085. 

8. That the reasonable allowance for vorJdng capital for
N.C.N.G. is $2,196.984.

9. That the fair value of N.C.N.3. 1 s plant-in-service to
customers within the State of Horth Carolina of $73,358,550 
plus the reasonable allowance for workin g capital of 
$2,196,984 less customer advances for construction of 
$46,475 and cost free capital of $6.051,787, yields a 
reasonable fair value of N.C.R.G.'s property used and useful 
to North Carolina Customers (rate base) of $69,457,272. 

10. That the Company's test year operating revenues a·fter
appropriate accounting and engineering adjustments, under 
present rates are approximately $39,897.357, and under the 
company• s proposed rates would have been approximately 
$44,505,105. 
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11. That the depreciation rates proposed by the Company
in Docket Ho. G-21, Sub 1'11, are r easonable and proper, vith 
the exception of t.he 6. 371 annual rate proposed for 
Account 380 - Services. The proper annual depreciation rate 
for Account 380 is 4 .. 56,C. 

12. That th e appropriate leYel of the Company's operating
revenue deductions (or expenses) a.oder present rates after 
accounting and pro forma adjustments, including taxes and 
interest on customer deposits, is $37,078,160 vhich includes 
the a■oont of $1,909,961 for actual investment currently 
consumed through actual reasonable depreciation. 

13. That the capital structure which is proper for use in
this proceeding is the following: 

Item 

Lon;i-term debt 
common equity 

Total 

14.. That when the excess of the fair value of the 
Company's property used and useful at the end of the test 
year over and above the original cost n et inv estment (fair 
v alue increment) is added to the equity component of the 
original cost net investment, the r esulting fair value 
capital structure is as follows: 

Item 
Long-term debt 
Common equity 

Total 
====== 

15.. That the Company's proper embedded cost of debt is 
7.94%, using long�term debt of $24,930,000 .. The fair rate 
of return vbich should be applied to  the fair value of 
N .. C .. N.G .. •s property (or rate base) is 5.871 .. This return on 
N .. C .. N.G.'s rate base of 5 .. 87J will allow the Company the 
opportunity to  earn a return on its fai r value equity of 
4 .. 911, after recovery of the embedded cost of deb t. A 
return of 4.91% on fair valu e equity results in a return 
of 12.511 on original cost common equity. such returns on 
rate base, fair value eguity and common equity are just and 
r easonable .. 

16 .. N.C.N .. G.•s pro forsa return on the fair value of its 
property (or rate base) at the end of the test year is 
approximate1y Q.06% which is 1.811 less than the Commission 
has determined to be just and reasonable. Therefore, in 
order to earn the level of returns which the Commission 
finds to be ;ust and reasonable, N .. C •. R .. G. should be allowed 
to increase its rates and charges so as to produce an 
additional $2,756,552 based on o'()erations during the test 
year .. The commission finds that, given efficient 
management, this amount of additional gross revenue dollars 
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vill afford the Company a fair opportunity to earn the 1evel 
of returns on rate base, fair value egui ty, and original 
cos t equity vhich the commission has found to be fair, both 
to the Company and to its customers. 

17. That the schedule of rates at tached hereto as 
Appendix l comport with the general rate design guidelines 
set forth in this Order and will produce additional annual 
revenues of $2,756,552: these rates are just and reasonable 
and do not discri■inate between the various classes of 
cus tomers or between customers within the various classes of 
customers. 

18. That the curtailment tracking adjustment formula or
ratE (CTR) heretofore appro't'ed for use by JJ.C.H.G., and 
modified in various prior proceeding s before the Commission , 
is a just and . reasonable ratemaking tool. or method 
pro tecting N.C.R.G. from vide fluctuations in the level of 
curtailment from its pipeline supplier and of protecting 
N.C.H.G. customers from the uncertainties of continual rate
cases ,. vhich would he required vitho11t the CTR.,. The nev
base margin,. established here, vhich is appropriate for
future CTR filings is $14 ,. 851 ,. 041 (the difference between
test year revenues ,. less associated gross receipts taxes and
test year cost of gas)., The nev base period supply volumes
vhich are appropriate for use in fu ture CTR filings
are 206 ,. 469 ,.538 therms.

EVIDEHCB AND CORCLOSIONS FOR FINDINGS OF FACT NOS. 1-4 

The evidence for these findings is contained in the 
ver ified application, the Commission's order Setting 
Bea ring, the testimony of the public witnesses, the 
testimony and exhibits of Com:pany witnesses Barragan and 
Wells. and the testimony and exhibits of Public Staff 
witnesses Dailey and Nery. These findings are essentially 
informa tional, procedural and jurisdictional in nature and 
were,. for the most part ,. uncontested. 

EVIDERCE AND COBCLUSIOHS FOR f'INDIRG OP FACT NO. 5 

The evidence for this finding is found in the verified 
application, the testiaony and exhibits of company witness 
Wells,. the testimony and exhibits of Public Staff witness 
Dudley, and the testimony and exhibits of ftanicipal 
Intervenor witness Saffer. The amounts presen ted were as 
fol lO"!'S: 
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Gas utility plant 

Co■pany 
Wit.ness 

Wells 

in serTice $63,238,310 

Accu11.ula ted 
depreciation 

Net Plant in 
service r 

customer advances 
for construction 

Net plant in ser
vice less customer 
advances for 

118,876,570) 

QQ,361 ,. 740 

(46,g75)-

construction $ 44,315,265 
=========== 

Pablic Staff 
Witness 
Dqdley 

$ 63,238,310 

-1.1.!!...§11L2211.. 

!44,625,753

(46,472.}_ 

=========== 

Each vitness agreed that cust omer 
construction amounting to $46,475 should be 
the calculation of net utility plant, since 
provided by customers and not by the utility 
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!lnnici pal 
Inter-Yenor 

Witness 

�!!_r_ 

$ 63,215,675 

.J1B.B!a� 

r 411,342 ,. 985 

_ _1!!.6,4751 

r 44,296,510 
===--======== 

advances for 
deducted a fter 
so ch funds vere 
investors. 

Both Company vi_tness Vell s and Public Staff witness Dudley 
presented $63,238,310 as the original cost of gas utility 
plant in service, vhile �unicipa.l Inte rYenor Witness Saffer 
pre sented $63,215,675 or $22,635 less than the ot her tvo 
vi t.nesses. This $22,635 represented the cost. of utility 
plant leased to others., on cross-examination, (TB•, 
Vol. 10, p. 151) witness Saffer agreed tha t it vas proper t o  
include this amount of plant leased to others in pla n t  in 
service if the revenues associated vi th this plant vere 
included in operating revenues. He concluded that Public 
Sta ff witness Du dley's e:zhibits i ncluding this plant and 
ass ociated revenues were con sistent vith his opinion as to 
the proper treatment of this ite11.. 

Each vitness presented a different amount for accumulated 
depreciation. Company witness Hells co■pu·ted an 
end -of-period accumulated depreciation balance of 
S18 r B76,570 which vas based on Company witness Jerominski 1 s 
depreciation rate recommendations in this proceeding. This 
accnmnla ted depreciation balance r esulted from Hr. Rell' s 
adjustment of depreciation expense using the previously 
mentioned rate recommendations. ftr. Saf fer•s accumulated 
depreciation balance di ffered froa ftr. Vell's only in the 
balance related to utility plant leased to others of $3,880 
($18r876,570 - $18rB72,690 = S3.880). Hovever r ftr. Saffer 

implicitly acc epted the Applicant's ac cumulated depreci ation 
balance because he agreed on cross-examination (TR. r 
Vol. 10, p. 151} that $22,635 of utility plant leased and 
associated accn11.u�ated depreciation of SJ, 880 should be 
included in the cost of plant in service. Public_ Staff 
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witness Dudley presented a revised accumulated depreciation 
balance of $18,612,557 in conjunction vith his additional 
testimony (TR., vol. 9, p. 103). His revised testimony 
included additional depreciation expense and a ccumulated 
depreciation relating to co■pleted construction which had 
been included in plant in service. This depreciation 
expense had been omitted by all three vi tnesses in their 
prefiled testimony. However, the Primary difference in 
accumulated depreciation as calculated by co■pany vi tness 
Wells and Public Staff witness Dudley, results from witness 
Dudley• s use of the depreciation rate recommendation by 
Public Staff witness Nery regarding Account 380 Services 
(see Evidence and Conclusions for Fi nding of Fact 11, 
infra). 

The Commission finds that the cost of gas utility plant in 
service to be used in this proceeaing is $63,238,310 vhich 
includes $22,635 of utility plant leased to others._ The 
inclusion of the cost of this leased plant is consistent 
with the inclusion of the net reTBnues applicable to this 
plant as presented by Pnhlic Staff witness Dudley. The 
Commission also finds that customer advances for 
construction of $46,415 are a proper deduction after the 
computation of net utility plant. The Commission has also 
found, in Evidence ana Conclusions for Finding of Fact 
No. 11, that the deprecia tion tate recommendations  of 
company witness Jerominski are proper vit.h the exception of 
the deprec iation rate applicable to Account 380 - Services. 
Depreciation expense and accumulated depreciation 
adjustments reflected herein have been calculated consistent 
with the commission's findings in this rega rd (see Evidence 
and Conclusions for Finding of Fact 11, infra). Therefore, 
the Commission concludes that the net utility plant to be 
used in this proceeding is $tJ4,532, 1165, composed of 
$63,238,310 of utility plant less $18,105,845 of accumulated 
depreciation. The n et ut ility plant less !46,475 of 
customer advances for construction is $44,485,990. 

EVIDENCE AND CONCLUSIONS FOR FINDIRG OF FACT NO. 6 

company witness Jerominski testified vith respect to his 
deteraination of the Net Trended original Cost valuation of 
N.C .N.G. 1 s properties used and useful in providing gas
service to North Carolina as of June 30, 1917. Witness 
Jerominski calculated a trended original cost, using 
prima rily the Bandy-Whitman IndeE. He redocea his trended 
cost by a condition percent depreciation calculated on the 
basis of (a) physical inspection, (h} present. worth, and 
(c) other obsolescence factors. Hone of the intervenors 
provided testill!onr on replacement cost. analysis. The 
Commission, therefore, accepts the depreciated replacement 
cost figure of $107,375,467 calculated by company Witness 
Jer ominski. 
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EVIDEIICE AND CONCLOSIOHS FOR FINDING OF FACT HO. 7 

H aTing determined the appropriate original cost less 
depreciation or net plant in service to be $Q4.532,465 and 
the reasonable estimate of net replacement cost to be 
$107,375.467, the.Com■ission must determine the fair Yalue 
of u.c.R.G. 1s net plant in s erYice. Company wi tness 
Jerominski testified to a fair value weighting based on the 
capital structure of the Company. The commission i� 
inclined to utilize this methodology since evidence.has been 
presented in s011� past rate cases ■ hich support it. While
this ■ethodology may not be s uitable for all cases, the 
Commission is of the opinion that it is reasonable un�er all
the facts in this case. The com11ission feels that s011e 
reasonable weighting must be given. to net replacement cost 
for the p rotection of N.C.B.G. 's equity holders and some 
reasonable weighting 1111st be giTen to the original cost for 
th� protection of its cnstoaers. The Commission is of the 
opinion, an:1 th us conclades, that a weight ing of 45. 871 
should be given to_ net replacement: cost and that a weighting 
of SIJ.131 should be given to the net original cost in 
calc ulating the fair value of H .. C. ?I.G. �s plant in service. 
By weighting the original cos t less depreciation of 
$4ts,532, 465 by a 54.13J factor and the replacement cost less 
depreciation of $107,375,467 by a 45.871 factor, the fair 
value of B.c.e .. c,;. �s utility plant in service in North 
Carolina is $73,358,550. This fair value determination 
in9ludes a reasonable fair value increment of $28,826,085. 

EVIDBRCE AND CONCLUSIONS FOR FINDING OF FACT RO., 8 

Testimony regarding the amount of the allowance for 
vorkin g capital was presented by the following witnesses: 
company wit:ness Wel ls (direct and rebuttal} , Public Staff 
witnesses Dudley (direct), and Coleman ( surrebuttal) • and 
Municipal Intervenor witness Saffer. The Following t abula r 
summary shows the a11ounts presented by each vi tness: 

cash 

r!aterials and 

Company 
Witness 

VellS 

$ 736,713 

supplies 1,9fl6,927 
Average pre-

payme nts 71,032 
Compensat ing 

bank balances 1. 256,000 
Average tax 

accrua ls 
Customer 

deposits 
Working capital 

(67,273) 

allowance $3,-943,399 
---:------

Public Stoff 
Witnesses 

DudlgJ_&_colema n 

$ 712,944 

1,946,927 

63,658 

1,256,000 

(1,670,244) 

_lJ!!J!L.!!§1) 

$1,960,418 
========== 

rtunicipal 
Intervenor 

!i tness �!:!ffer

$ 

82,175 

__il:!2, 613) 

$1,657,872 
========== 
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The amounts shown above by the Public St aff w it nesses were 
presented by Public Staff witness Dudley in his addit ional 
testimony and revise d exhibits. (TF., Vol. 9, p .. 102) .. It 
should also be noted that �unicipal Intervenor vitness 
saffer 1 s exhibits reflected $2,010,485 ($1,928,310 + 

$�2,175) as working capital, but that he considered 
elsewhere in his testimony customer deposits as rate payer 
supp lied fun:1s ., Hi s customer deposits balan ce is presented 
here in order that the amounts claimed by each witness can
be shown on a comparabl e basis. 

The Commission will now summarize the testimony presented 
regarding the allow ance for vorking capital .. 

Basically, the "formula" app roach vas used by the company 
and by the Public �taff, while the Kunicipal Intervenors 
computed w orking capital employing some e lements of the 
"formula" approach coupled vith a generalized lead-lag study 
of revenues and expenses. company witness Wel l s• and Public 
Staff witness Dudley's com putations using the "formula" 
differed in two respects. Both wit nesses included a tax 
offset in their computations. Company witness Wells 
computed 1/8 of federal t ax expense ($67,273) as an offset 
while Publi c Staff wi tness Dudley utilized total average tax 
accruals ($1,670,2ll4) in his additio nal testimony and 
revised exhibits (TR., Vol. 9, p .. 103) as the offset. 
Witness Wells did not reduce his wo rking capital all owance 
by the amount of custolller deposits, while witness Dudle y did 
reduce his working capital allowance by these 
customer-supplied funds as he stated in hi s direc t testimony 
(TR., Vol. 9, p. 113). Witness Saffer included customer 

deposits as customer supplied funds, but did not include any 
compensating bank balances in his com.pub. tion of working 
capital. His disallovance of compensat ing balances, a s  
stated i n  his direct testimony, (TR., Vol. 10, p. 106) was 
not based on any investigation into N.C.R.G. •s lines of 
credit and associa ted compensating balance requirements. 

Witness Saffer delivered testimony on his leaO-lag study, 
which purported to show that there was not a need for a cash 
componen t of the allowance for working capital. company 
witness Wells ·presented rebuttal testimon y  conc�rning 
witness saffer•s lead-lag st udy. 

R' itness Dudley testified that he revised his w orking 
capital requirement after having prepared a balance sheet 
analysis as a verification of the reasonableness of his 
vorlting capital requirement coaputed by using the nformula" 
met hod. Re stated that his revised working capita 1 
requirement vas ne cessary due to an initial misapplication 
of the formula me thod. Company witness Wells' rebuttal 
testimony concerned the inapplicability of a balance sheet 
analysis to the determina tion of working capital. Public 
Staff witness Coleman's surrebuttal testimony dealt with the 
objections raised by witness Wells concerning the balance 
sheet analysis and offered additional support for witness 
Dud ley•s revise:!. vorlting capital requirement by comparing 
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total in•estor supplied capital vith· the t otal assets of the 
Company. 

The Com■ission vill now discuss the allowance for working 
capital and its significance in the ratema�ing process. 
Working capital for rate111aking purposes rep resents the 
capital vhich the debt and equity investors have provided in 
excess of their investment in utility plant in service in 
order to meet the co■pany•s day-to-day operating needs and 
to finance certain def erred costs app licable to utility 
ope rations. The purpose for including a working capital 
allowance in the rate base is to ensu re that the Company has 
an op portunity to earn a return on al l capital provided by 
the debt and equity investors. There are three pri ■ary 
methods used to de te rmine an appropriate vorking capital 
allowance: a lead-lag study,. a bala nce sheet analysis, and 
the "f ormula" method. Working capital, regardless of the 
method of computation ,. is not subject to precise 
determination. However, the lead-lag study, vhen properly 
prepared. is the most accurate method of determining the 
working capita l al lowance. The balance sheet analysis is 
less accurate than a proper lead-lag stud y, and the f ormul a 
method (the s hortest of the three methods) is\ the least 
accurate. 

There is ample evidence in the record that a proper 
lead-lag study vas not performed in this case. Witness_ 
Saffer acknowle dged on cross-examination (TR., Vol. 10, 
pp. 15ll-155) that he did not analyze the actual payment and 
collection practices of H.C.N .G. and, th erefore, his study 
is fundamentally ie ficient. Company witness Wells' rebuttal 
testimony also recognized that Witness Saffer•s lea d-lag 
study i ncluded assumptions and errors and vas not based on 
N.C.N.G.•s actual p ayments and collection experience. 
Vitness Wells also offered into evidence a lead-lag stady, 
but stated (TR., Vol. 11. p. 151) that it should not be used 
in this case because it vas not based on an extensive re viev 
of the company's transactions. Prom this evidence, the 
Commission concludes that a proper lead-lag study was not 
performed in this case, and accordingly, that the working 
capital regui cement must be determine d from other evide nce 
presented . 

company witness Wells recommended (TR., vol. 11, p., 122) 
that the Commission apply the "for au la" method to determine 
working capital in this case. ftis a pplication of the 
"f ormula" method, as ve have noted, differed in tvo respects 
from Public Staff witness Dudley's. Although �r. Wells' 
prefiled exhibits did not reflect a deduction fo r customer 
supplied fun�s, he agreed on cross-examination (TR •• Vol. 2, 
p. 45) that N.C.H.G. did not oppose a reduction of working 
capital by the amount of customer deposits ($348,867) 
reflected i:n Public Staff witness Dudley• s exhibits. 
company witness Wells reduced his w orking capital 
requirement by one-eighth of calculated federal income tax 
expense, but he offered no expl anation as to vhy this 
computation vas proper. Public Staff Witness Dudley reduced 
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the working capital allowance by total average tax accruals 
and sta ted on cross-examination (TR., Vol. 9, pp. 125-126) 
that w orking capital requirements calculated using total 
average tax accru als had been approved by the commission in 
other rate procee dings including, among others, the 
l"lid-caro lina Telephone case (Docket Ro .. P-118, sub 7). 

The working capital requirement computed by 
witness Dudley vas further supported by vi tness 
his surrebuttal te stimony. 

Public Staff 

Coleman in 

The Commission has considered all the evidence presented 
and finds th;1t, under all the facts and circumstances of 
this case , the "formula II method should be used in the 
comput ation of the working capita 1 requ irement. The 
Commissi on must decide whether the wo rking capital allowance 
computed by company wi tness Wells or by Public Staff witness 
Dudley produces a more representative working capital 
reguirement. Ri tness Wells did not provide any 
justification for the reas onableness o f  his method of 
applying the "formula" in this case.. However, witnesse s 
Dudley and Coleman have us ed a balance shee t analysis in 
support of the reasonableness of the Publi= St aff's $1 .. 9 
million working capital requirement. Therefore, the 
Commission conclud es that the "formula" method of com pu ting 
working capital, as applied by the Public Staff, in this 
case, is appropriate. The Commission, however, will 
't'ecompute working capital due to a modification of 
operations .:ind maintenance expense {spe cifically, group 
insurance costs) found proper i n  Evidence and conclusi ons 
for Pindi ng of Pact No .. 12. A.dditionally, the Commissi on 
will remove from the public staff's calculati on of average 
federal income tax accruals "deferred income t ax" related to 
unbilled revenues.. By definition it is apparent that the 
company doe s  not hav e  use of these funds . The f ollowing 
calculati on sets forth the amount of working capital found 
proper by the c ommissio n: 

1/8 of operations and 
maintenance expense 

(1/8 X $5,644,114) 
l'I ate ti als and supp lies 
Average pr epayments 
Compensating bank balances 
Aver age tax accruals 
Customer d ep osits 

Allowan ce for working 
capital 

$ 705,514 
1,946,927 

63,658 
1,256,000 

(1,426,248) 
_j:J.48. 867) 

S2, 196 ,. 984 
========== 

EVIDENCE AND CONCLUSIONS FOR FINDING OP FACT NO. 9 

The fair value of the Company•·s property used and useful 
consists of the fair value of plant ($73.358,5501 prev iously 
determined in Finding of Fact Ho .. 7 ,. pl.us the reas o nable 
allowance 
determined 

for working capital $2,196,984 previously 
in Finding of Fact Ho. 8, less customer advances 
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for construction of $46,Q75 (see Evidence and conclusions 
for Finding of Fact Ro. 5), less .$6,051,787 of accumulated 
deferred income ta�es representing cost-free funds. 

The evidence for our findings on fair value of plant and 
worki ng capital is contained in the Evidence and Conclusions 
for Findings of Fact Nos. 5-8. In the F.vidence and 
Conclusions for Finding of Pact Ho. 5, ve noted tha't all 
parties pro po sed to re■ove c ustome r advances for 
constructio n of $46,475 from the rate base. 'Re illus trated 
the impact of this amount previously, but did not rel!l.ove i t  
fr om original cost in calculating the fair value of pla nt in 
service. However, in order that the Company not be al lowed 
to earn a retur n on these c ustoliler provided funds, t: he 
amount: of S!J6,!J75, must be deducted in calculat:ing the fair 
value of H.C.N.G.'s propert:y used and useful or rat:e base. 
The commission thus concludes that fair value of plant plus 
working c apital should be r educed by $q6,!J75 re presenting 
customer advances for construc tion. 

Testimony regarding the p roper ratemaking treatment of 
deferred inc ome taxes vas presented by Public Staff 
witnesse s Dudley (direct) and Daniel (surrebuttal), C ocpany 
witness Wells (direct a nd rebuttal) and ftun ici p al Intervenor 
witness Saffer. The Public staff and �unicipal Int erveno r 
witnes ses recommended that the accumulat ed defer red income 
taxes be tr eated as co st-free fund s to the Company which 
were provided by the ratepayer, and as such, should be 
deducted from the fair value of plant in servic e plus 
working c a pital in the determination of the fair value of 
property used and u seful or rate base. 

Company witnes s Wells recomm ended that the cos t-free funds 
be included in the cap ital structt1re at zero co st. 
Witnesses Dudley, Daniel, and Saffer testified that the 
accumulated deferred income taxes were created by N.C.N.G.•s 
utilization of accelerated depreciation income tax 
provi sions of the Internal Revenue co de. They note d tba t 

the deferred tax credits vere provided by t he ratepayers• 
paying rates calculated on the basis of straight line 
depreciation while the company vas paying income taxes based 
on the h igher accelerated depreciat ion deduction. 
Therefore, the customer s have paid in rates vbich ar e based 
on a higher income tax liability than that whic h H.c.N.G. 
has actuallv incurred. The re sult is that N.C.N.G. bas the 
use of these

4 

cost-free funds provided by the rate payers 
until ,such time a s  N.C.N.G. actually has to pay the income 
taYes which were previously deferrefl. The rate payer should 
not be required to p ay in these funds to the company prior 
to the time they are required for actual i ncome tax expense 
and also pay a retu rn on t hem. Deducting the amount of 
these deferred taxes from the fair v:1.lue of plant in service 
plus wo rking capital gives the rat ep ayer the benefit of 
having p ro vided the se funds to the company. 

com pany witnes s Wells recommended that the deferr ed i ncome 
t.axes be included in the capital structure at zero co st and 



284 GAS 

that the resulting calculated capitalization ratios form. the 
bas is for the allocation of t he rate base. His suggested 
treatment vould have allocated a portion of the deferred 
taxes to nonutility property and to construction vork in 
progress. Public Staff witness Daniel testified. (TR., 
Vol. 12, p. 87) that this treatment would allocate a 
disproportionate amount of deferred inc ome taxes t o  
nonutility operations. 

Witnesses Dudley, Daniel, and Saffer stated that, if any 
of tbese deferred in come taxes vere act uall y related t o  
nonutility investment, it voul d b e  proper to reduce the 
$6,051,787 balance of deferred income taxes by the amount of 
these taxes. Rovever, it vas their opinion that the 
rema ining amo unt of these deferred taxes should be deducted 
from the rate base. 

Both witness Dudley {TR.. Vol. 10. p. 9) and witness 
Saffer {TR.• Vol. 10. p. 154) stated that, since there vas 
no separate accounting by N.C.N.G. of any def erred taxes 
applica ble to nonutility property, they concl uded that none 
of these taxes were applicable t o  nonutility property. 
Therefore, both of these witnesses concluded that !6.051.787 
was the proper deduction from rate base for this item of 
customer supplied capit al. 

company ld.tness Wells testified (rR •• Vol. 2, p. 75) that 
it would • • •  "be difficult to determine the split between 
utility and nonutilit y. if at all possible." The commission 
fee ls that the record does not reflect any material amount 
of deferrea taxes which a re, in fact, applicable to 
nonutility proper ty. and. therefore, concl udes that 
$6 .os1, 787 should be deducted from the fair value of plant 
in service plus working capital in determining the rate base 
appropriate for use in this proceeding. 

Plunicipal Intervenor witness Saffer propo sed that the 
balance in the allowance for doubtful accounts be treated a s  
cus tomer supplied capita l in the manner similar to dl:!-ferred 
income taxes. The Co11mission concludes that t he allowance 
for doubtful accounts balance has already been appropriately 
considered in the determination of the allowance for working 
capital found reasonable in Evidence and conc lusions for 
Pin ding of Fa ct Ho. 8 and that no sep arate deduction of this 
item in the calcula tion of r ate base is required. 

Based on the foregoing, the Commissi on concludes that the 
fair value of N.C.N.G.•s utility property used and useful in 
providing service to customers in North Caro1ina (or rate 
base) is $6q,QS7,272 ($73,358,550 + $2,196,984 - $46,475 
$6,051,787 � $69,457,272). 

EVIDENCE ARD CORCLOS!ORS FOB FINDING OF FACT RO. 10 

The evidence 
testimony and 
Bansom, Public 

for this finding of f act is contain�d in the 
exhibits of company wit nesses Wells and 
Staff witness Rery, and �unici pal InterTenor 
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witness Pons. Wells !ppendix I and Ranso m Exhibit IV, 
Schedu le L shov t he annual revenues of $39,888,948 adopted 
by the company f or test year operations under present rates. 
This same amount is reflected on Pous Exhibits 8I-2A and 
!II-2B. Nery Exhibit Ho. 5 shows ann_11al re°Yenues for test 
year operations under present rates of $39,893,167 3dopted 
by the Public Staff for use in this proceeding. 

Wells Appendix r and Ransom Exhibit IV, schedule L, shov 
annual revenues based on test year o per ations under the 
company•s proposed rates of $44,501,541. The difference 
between t he sq4,so1,sq1 arid t he $39,888,948 shovn on the 
company•s exhibits represents the proposed increase of 
$4,612,593 vhich N.C.N.G. seeks in this proceeding. Nery 
Exhibit 5 s h ows revenues of $44,500,915 vhich the Public 
staff contetd.s would be produced by the Company• s proposed 
r ates applied to test year operations. 

Due to adjustments which the Commission has made 
heretofore to original cost net investment, working capital 
and rate base, and other adjustments required hereafter tO 
test year expenses, capital structure, rate of retur n and 
·revenue requiremen t, the Commiss ion is o f  the opinion tha t 
it voulc1 be consistent and reas onable to adopt the revenues
under pre sent and proposed r ates recommended by ·the Public 
Staff. The difference between those recommended by the
staff and the o nes recommended by the company are
insignificant and immaterial . 

The Commis sion, therefore, concludes that test 
revenues u nder present ra tes are !:39,897,357, and that 
revenues, using the rates prop osed by the Company, 
have been $44,505,105. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF PACT NO. 11 

year 
such 

would 

on June 22, 1977, pursuant to Commission Rule R6-80, the 
company filed an application seeking approval of a revision 
in i ts depreciation rates based on a depr eciation study 
performed by American Appraisal Company. The Company 
proposed that t he nev rat es become effective 
Octo ber 1, 1977. The commiss ion did not approve the 
requested depreciation rates pending inve stigation of the 
app lica tion. In Docket Ha. G-21, Sub 177, the Company 
included test year depreciation expense based on the G-21
Sub 171, depreciati on rates. The Commission consolidated 
G-21, Sub 171, with the Docket No. G-21, Sub 177, Genera l 
Rate Increase Application, in its Order dated 
December 21, 1978. 

The evidence for this finding is contained in the 
testimony and �rhibits of company witnesses Jerominski and 
Wells and Public Staff witnesses Ne ry and Daniel. company 
vi tness Jerominski and Public Staff v itness Nery agree on 
depreciation rates for all accounts vith the exception of 
Account 380 - Services. 
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Company witness Jerominski proposes a 6.37J annual 
depreciation rate for Account 380, vhile Public Staff 
witness Nery proposes a 3.61i annual depreciation rate for 
this account. Both witnesses propose a useful life of 
thirty-five (35) years for the Services account, an d both 
conclude th at the gross salvage value is zero� Com pany 
witness Jecominski p:roposes a cost. of removal equal to 1001 
of the original cost of the .services remaining at 
September 30, 1976.. Wi tness Jerominski based his 100J cost 
of removal on the 1061 cost of removal actually experienced 
for the year ended September 30, 1976, and a nine year 
average cost of removal equal to 85% of the cost of assets 
retired. These cost of removal percenta ges are derived by 
comparing the current cost of removal to the original cost 
of the assets retired. 

On cross-examination (TR.• Vol. II, p. 169) !!r. Jerominski 
listed the retirement history for Account 380 Services 
beginning in 1954 an d continuing through 1976. Retirements 
in this account amounted to $303,418 for the 18 year period. 

Public Staff witness Nery p roposed a cost of removal equal 
to 24� o f  the origi nal cost of services. Witness Nery 
obtained his cost of removal by relating the averaqe 
original unit of Services currently in use to the a verage 
cost of removal over the four year period ending 
September 30, 1976. 

Company witness Hells testified on rebuttal that if the 
depreciation rate of J.61,: recommended by !'Ir. Nery i s  
adopted, thE!l the Company vill not b e  adequately compensated 
for the depreciation of its capital investment in SerYices 
(TR., Vol. 11, P• 125). 

Public Staff wi tness Daniel testified on s u r:cebuttal that 
for the five years ended Se ptember JO, 1977, the company, 
through its present rates, has recovered $525,000 allocable 
to cost of removal of Services while incurring only t155,000 
in actual cost of remova l, producing an excess of $370,.000. 
He further testifi ed that the 3.611 rate proposed by Plr .. 
Nery vill allow the Company to recover app roximately $83,000 
ann ually for cost of removal, and that this recovery rate 
would more than adequat ely compensate the Company for cost 
of removal based on recent history. 

The only point at issue here is the cost of removal. 
company witness Jerominski1s proposal relates the current 
cost of removal to the original unit cost of Services vhich 
have already been retired. 

Public Staff witness Nery•s proposal, vhic h relates the 
current cost of re111oval to the average original cost of 
assets to be retii:ed in the future, provides an estim11.te of 
cost of removal that is more reflective of currerit costs 
rather than prosp ectiYe costs.. It is, of course, the 
prospectiYe cost of re■oval that must be consi dered in 
e stablishing depreciation rates, since acco rding to the 
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testimony of both ftr. Jerominski and �r. Nery the average 
remaining life of the assets in question is 27.5 years. 

The Commission, after carefully considering the evidence 
presented, concludes that .the depreciation rates proposed by 
the co■pany are proper, vith the exception of Account 380 -
services, for vhich the commission concludes the proper 
annual rate to be 4.561. 

HVIDEHCE AND CORCLUSIOMS FOR FINDING OF PACT RO. 12 

Testimony concerning the leYel of operating revenu e 
deductions to be used as a basis for the setting of rates in 
this proceeiing vas presented by Company vi tness We lls 
(direct and rebuttal) and by Public Staff wit nesses Dudley· 
(direct) and Nery. Witness Dudley's prefiled testimony vas 
modified by his additional testimony and revised 0xhibits 
(TH., Vol. 9, p. 103). In addition, t he prefiled direct 

testimony of �unicipal Intervenor witness Pous vas copied 
into the record, but he vas not cross-examined on this 
testimony. The commission has reviewed the testim.on y of 
vi tness Pous and concludes that, since no issues were 
addressed in hi s testimony that were not a ddressed by Public 
Staff witness Dudley, it will not be necessary to 
sp ecifically discuss the adjustments recoa11ended by witness 
Pons in our de termination of operating revenue deductions in 
this pro ceeding. Therefore, t he Commission will discuss the 
differences in the amounts presented by Company vi tn es s 
Wells a nd by Public Staff witnesses i;>udley and Nery and vill 
compute from these amounts the proper level of operating 
revenue deductions upon which to base its determination of 
rates in this proceeding. 

The following summary shows the a.11.ounts of operating 
revenue deductions claimed by e ach witness: 

It.em 

Purchased gas 
Operations and 

maintenance expense 
Depreciation 
Taxes other than income 
Income taxes - state 

and federa l 
Total operating 

revenue deductions 

C ompany 
'lfi tne§§_J!.�112 

$ 25,319, BS6 

5,893,705 
2,080,686 
3,387,837 

--�591 Ll�J" 

$ 37,273,397 

Public Staff 
Witnesses 

Du �1 ey_!. .. JL�£Y 

$ 25,245,296 

5,70J,55q 
1,816,673 
3,250,827 

___ 1.afilb11� 

$ 37,038,663 

The first item of difference in the operating revenue 
deductions shovn above is the cost of purchased gas. 

Company vi tness Wells shows an adjusted test year cost o f  
gas of 125,319,886 on his Exhibit II-A, Schedule 9. Public 
Staff Witness Nery testified (TR., Vol. 8, p. 97) that he 
agreed vith the Company's calculation of cost of ga s, 
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subject to tvo adjustments. Mr. Nery eliminated a negative 
($25,410) of company used gas vhich vas improperly included 

in the cost of gas calculation by N.C.H.G. l!r. Nery also 
eliminated an item labeled "Emergency Storage Service" in 
the amount of $100,000. These tvo adjustments result in a 
combined reduction of $74,590 from the Company's proposed 
cost of gas. The cost of gas thus proposed by the Staff, 
based on adjusted test year operations, is $25,2115,296. 
These amounts are shown on Dudley Ei:hibit 1, Schedule 3-2. 

The Public Staff contended that the $100,000 "Emergency 
Storage service" item would not be required in the future, 
since N.C.N.G. has nov arranged for substantial v olumes of 
wss storage in Transco• s Washington Storage Field; 
i.e . ,  2,141,720 dekather11s (dt) in 1977-1978 and an 
additional amount of 1,000,000 dt in 1978-79. Under the nev 
storage con tract, N. c .. H. G. has requested that Transco 
deliver the 1,000,000 dt in the amount of 500,000 dt 
for 1978-79 and the balance in 1979-80. on rebuttal, 
company Witness Wells testified (TR_., Vol. 11, p.124) that 
the Company has reason to belieYe that this temporary or 
emergenc y storage service, which has been used for the last 
few years, will be needed in the future and, thus, the. 
$100,000 is a representative ongoing level for such cost •. 

Consistent vith. our findings and conclusions on test year 
revenues, the commission is of the. opinion that t he cost of 
gas proposed by the Public staff should be accepted •. The 
removal of the ($25,412) for company use gas  is beneficial 
to the Company. The total differ en ce of $74,590 between the 
Company an d the Public Staff is relatively small. In 
addition, it appears to us that the temporary or emerge ncy 
storage that Trans co made avail able to H.C.N.G., while it 
was completing development of the Washington Storage Field, 
may no longer be needed. we are, thus, of the opinion that 
the $100,000 "Emergency Storage Service" may be a 
non-recurring item of cost which should be excluded from the 
calculation of adjusted test year cost of gas. 

For the reasons t hus stated, the Commiss ion concludes that 
the cost of gas which is appropriate for use in setting 
rates in this proceeding i� $25,245,296. Rovever, should 
the co■pany find it necessary to obtain "Emergency Storage 
Service" in the future, the Commission vill consider 
allowing the company to recover this item of cost through an 
appropriate purchase gas adjustment surcharge. 

The Commission will now discuss the remaining differences 
between the company and the Public Staff in categories of 
operating expense other t han cost of gas. Briefly, the 
major di_fferences between the tvo witnesses in these areas 
are as follows: 

(1) Public Staff witness Dudley disallowed a proposed
wage increase schedu1ed to become effective on 10-1-78 and 
the portion of the allowable vage increase and asSocia ted 
group insurance costs which vere applicable tO nonutility 
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operations. This adjustment also affected t he aaou�t of 
pension expense which vas based on wages. 

(2) Public Staff witness Dudley calculated his a nnual
dep reciation expense on the basis .of p lant-in-service plus 

·co■pleted construction at 6-3�77� ConstruCtion co■pleted
as of 6-30-77, but not classified on the books as utility
pl ant in  service, vas oaitted by wit ness Wells.,., Staff
wit ness Dudley also used Pnblic staff witness :Nery•s
depreciation rate recomaendation of 3.611 for Account· 380 -
serYices, rather t han the Co■pany•s recommended rate of
6 .3 71.

(3) Public Staff witness Dudley computed bis payroll tax
expense based on the leYel of vages determined in nua.ber (1) 
above, as opposed to the l evel of wages used by the Coapany 
in  its calcula�ion of payroll.tax expense. 

(4} Public Staff witness Dudley•s calcu.lation of income 
taxes differed from company witness Wells due to effects of 
the revenue adjustment previously discussed in Evidence and 
Conclusions for Finding of Fact  Ho.� 10 and the effects ·of 
the ezpense adjustments in numbers (1} through (3) aboYe .. 

In addition to the major differences discussed aboYe, 
Staff Witness Dudley prop osed a number of other adjustaents 
vhich v ere detailed on Dudley Exhibit 1, Schedules 3-3 
(revised) and 3-5 (reTised) •. Coa.pany vitness Wells vaS 
requested at the outset of his cross-examinatio n (to limit 
the scope of cross-examination) to designa te the Staff 
adjustments vith vhich.the Company agreed. Since there vere 
fever areas of disagreement than agreement, company witness 
Wells listed (TR.• Vol. 2, pp. 44-SIJ, and Vol. 11, 
pp. 12Q-127) the Public, Staff adjustments vi th  which the 
company dis�g reed in either priDciple or amount. Coapany 
witness Wells implicitly accepted the remaining adjustments. 
The Commis sion has reYieved the adjustments not Challenged 
by Company vi tness Wells which appear on Dudley Eihibit 1, 
Schedules 3-3 and 3-5 (revised) and concludes t hat they are 
proper ratema.king adjustments vhich should be adopted for 
use in this case., Therefore, the Co11.11ission does not deem 
it necessary to discuss these adjustments individually, but 
vill proceed to the evidence and conclusions regarding the 
disputed adjuStaents. 

The primary diff erence betveen the tvo witnesses regarding 
the level of wages chargeable to utility operations after 
vage increases was discussed by Public ·staff witness Dudley 
in his direct testimony (TR., Vol. 9, p. 117). One reason 
listed by witness Dudley for removing the vage increase due 
to become effective on October" 1. 1978, from approved 
operating expenses in.this proceeding vas that its inclusion 
is prohibited by G. s. 62-133 (c) (TR., Vol. 10, P• 231, which 
allovs only kn.ovn changes t hat have actually occurred by the 
close of the hearings in updating test year expenses. The 
Commission concludes that the vage"increment due to become 
effective on October 1, 1978, as proposed by the company! in 
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its vage adjustment, is beyond the time period which the 
Commission can consider as an actual change in test year 
expenses bas ed on G.S. 62-133 (c). The other reason listed 
by Witness Dudley vas the allocation of 101 (7. s,,175l) of 
the proposed vage increase to non-utility operations.. He 
pointed out (TR., Vol. 9, p •. 129) that if he had included 
the October 1, 1978 wage increment, his wage adjustment 
would have been approximately $147,000 larger than the 
approxi■a te ( $24 5 ., 000) which he reflected in his 
Schedule 3-3 (revised). company witness Wells agreed (TR., 
Vol. 2, p. 53) that the company's exhibits re.fleeted the 
entire vage increase as being applicable to utility 
operations. He also stated (TR., Vol. 2, p. 53) that of 
the 75,& of total company vages charged to expense, 7.S'S 
related to nonutility operations (merchandising and jobbing,
L.P. operations, and insulation sa1es). This statement
implies that the remaining 67.51 of vages app1y to utility
operations. This 67.51 a1location factor vas used by Staff
witness Dudley in his computations regarding wages and
associated payroll cost (by the Commission). Staff witness
Dudley vas questioned on the source of the 67.51 allocation
factor. He state d (TR., vol. 10, p. 5) that this factor vas
derived from an analysis of the test period payroll based on
monthly report data and that the percentage of total wages
charged to utili ty operations vas 67.21. When asked whether
this percentage should be revised upward to reflect a
reduced amount of wages to be capitalized by the Company,
Staff Witness Dudley testified that he had increased the 
percentage of wages chargeable to operations to 67.51 and 
that he believed this percentage to be reasonable since the 
additional wages proposed to be charged to expense vas only 
an estimate and that an analysis of R.C.R.G. •s payroll for 
the n.ost recent tvelTe months revealed that 67.61 of the 
total wages were charged to utility operations. Th e 
Commission has reviewe d this testimony and concludes, base d 
on all the evidence presented, that 67.S� is an appropriate 
wage and associated payroll cost allocation factor for use 
in this p1;oceeding. 

Additional testimony was offered on the proper ratemaking 
treatment of associated vage r elated costs such as pa yroll 
taxes. gr oup insurance costs, and pension costs. company 
witness Wells (TB., Vol •. 2 r PP• 53-54, TR., Vol. 11, 
pp. 126-127) stated that while a portion of the wages are 
properly chargeable to nonutili ty operations, all other 
associated payroll costs should be assigned 100� to utility 
operations. He con tended. that t he nonutility operations 
should not bear any costs Other than those wages .which were 
charged to nonut:ility operations by Staff witness Dudley. 
Witness Dudley testified (TR., Vol. 10, pp. 7-8) that it was 
inappropriate and inconsistent from an accounting point: of 
view not to assign a portion of the associated wage costs to 
nonutility operations. The Co11mission concludes that since 
N.C.N.G. does have various non-utility operations and since
a portion of wages should properly be allocated to these
operations r it would be consistent and appropriate to assign
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a rElated portion of the associated payrol1 cost to these 
nonutili t.y operations. 

The Commission concludes that The Public Staff's treatment 
of these associated p�yroll costs is proper, vith exception 
of group insurance" costs. The commission r egards group 
insurance costs as being sufficiently related ·to payroll 
taxes and pension costs that a portion of these group 
insurance costs should be similarly capitalized. Therefore, 
the Commission having calculated the insurance costs 
assignable to util,ity operations concludes that the proper 
adjustment for this item is $38,902 calculated as follows: 
$178,322 $209,540 - $7,684=$38,902. 

Based upon the foregoing the commission finally concludes 
that the proper amount of operations and maintenance ex pense 
to be used in this proceeding under present rates is 
$5,6q4,114. 

'.fhe Co1111ission having examined e1sevhere., in Bviaence and 
conclusions for Finding of Fact Ro. 11 ., the depreciation 
expense issue concludes that $1 .,909 ., 961 is the proper amount 
of annual depreciation expense to be used for purpose of 
setting rates in-this proceeding •. 

company witness lfells and Public Staff witness Dudley 
disagreed on t.he level of taxes other than income. 
Reference to witness Dudley's Schedul·e 3-5 (revised) reveals 
that witness Dudley has proposed adjustments to remove 
nonutility taxes and to cal culate the appropriate levels of 
gross receipts taxes a�d property taxes. Company witness 
Wells implicitly accepted (TR • ., Vol. 2 # pp. qQ-54) these 
adjustments. The commission has also reviewed these 
adjustments and finds t�em to be proper. The remainiDg 
adjustments to taxes other than income proposed by Staff 
wit ness Dudley relate to payroll taxes and are based on 
witness Dudley's wage adjustments, vhich the C:01111nission has 
previously found proper. The Commission, after having 
revievea tbese payroll tax computations, finds them to be 
proper and, thus, concludes that the proper amount of taies 
other than income to be used in  this proceeding under 
present rates is !3 ., 250.,"827. 

The remaining operating revenue d�duction to be determined 
is income tax expense. The commission finds that neither 
the amount proposed by witness Wells or by witness Dudley is 
proper. The p roper amount of income tax expense to be used 
in this proceeding is calculated as follows: 



Operating revenues 
Operating exoenses 

Purchased gas 
Operations and ■ aintenance 
Depreciation 
Taxes other than inco■e 

GAS 

$25,245,296 
5,644,114 
1,909,9 61 

_..1&l�Q&§l1 
Total operating expenses 

Operating inco■e 
Interest expense 
ffet taxable incoae 
State inco■e tax ($2,100,862 x .06) 
Pederal taxable inco■e 
federal inco■e tax before aaortization 

of JDC (S 1,974,810 x .48) 
A■ortization of JDC 
Federal inco■e ta x

$39,897,357 

3,847,159 
-hn_�.297 

2,100,862 
__ 1i§. ... ill

1,974,810 

947,910 
___ 4�6,._._fil 
S 901,910 

The Co■■ission, therefore, concludes that the total aaount

of incoae tax expense is S1 ,027, 962 co■ posed of S126 ,052 
state incoae tax and S901,910 federal incoae tax.

Based on the testi■ony and evidence presented in this case 
which we have discu ssed above, the coa■ission concludes that 
the proper level of total operating revenue deductions under 
present rates is $37,078,160 which consist s of $25,245,296 
purchased gas cost, SS,64 4,114 operations and ■aintenance 
expense, St,909,961 annual depreciation expense, SJ,250,827 
taxes other than incoae, and $ 1,027,962 incoae taxes. 

Testiaony regarding the developaent of the appropriate 
capital structure to be used in this proceeding was 
presented by coapany witnesses Wells and Seyer, Public Staff 
witnesses Dudley, Daniel , an d Watson, and Sunicipal 
Intervenor witnesses Saith and Pons. 

The capital a■ounts and ratios presented by the coa pan:r, 
Public staff, and sunicipal Int ervenors vere as follows: 



RATES 

(0001 s omitted) 

Compa!!.I. Public Staff 
l!m! !!!.Qyn! Ratio Am� Ratio 

Long-ter11 
aebt $24,930 27. 15 $24,930 55.78 

Short-term 
debt 

Deferred income 
taxes 6,052 11.44 

stockholder's 
equity per 
books 21,129 21,129 

Stcckholder•s 
investment 
in explora-
tion program (1,367) 

Job Development 
In vestment 
Tax credit __ ill --- ---

Total eguity .2..l.LJl.� !!.h.'!.l _12..1�1 !!!!�H 

293 

l!u nicipal 
_]J!!�Q_r __ 

An rum! 

$ 24,851 

600,000 

21,117 

__ ;1hill 

�atio 

53.4 

1. 3

!!5-3 

Total capita-
liz ation $52,877 100.00 $44,691 100.00 S 46,568 100.00 

======= ===== ======= ====== ======= ======

Both the Company and the Public Staff agreed on the amount 
of long term debt; however, the ftunicipal Intervenor witness 
presented approximately S79,000 more long term debt than 
either of the other tvo parties. Th e record reveals n o  
discussion or re s oluti on of this cliscrepancy. Th e 
Commissi on recogn izes that this difference vonld have a 
minor impact on the resulting long.-term debt r atio. In the 
abs ence of evidence in 1:his regard, the commission concludes 
that the amount of !211,930,000 presented by both the Company. 
and the Public staff should be used in the computation of 
the long-term debt ratio. The Municipal rntervenors also 
included $600,000 of short-term debt in the capital 
structure, vhich neither the Company nor the Public Sta ff 
inclu ded. The commission understands from cro ss-examination 
testimony (TR., Vol. 12, p. 52) that this short- term debt is 
related entirely to nonutility operations and, therefore, 
should be excluded in the computation of the p roper utility 
capitalization ratios. The amount of commo n equity per 
books, vhich vas presented by both the Company and the 
Public Staff was $21,128,658 or approximately $11, 700 more 
than the amount included by the ffunicipal Inte rvenors. This 
discrepancy, like the one between the long-term debt 
amounts, was not discuss ed on the record.. Therefore, since 
the a mount ·of difference is immaterial a nd the resulting 
impact on the common equity r atio is minimal, the commission 
concludes that $21,128,658 is the appropriate book common 
equity amount to he used in the compu-ta tion of the 
capitali-zation ratios. The remaining differences in total 
capitalization, and., therefore,· in the c apitalization 
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ratios. concern the treatmen t of accumlated deferred income 
taxes, stockholder investm ent in eicploration programs, a nd 
the unamortized balance of the Job Development Investment 
Tax credit. The Commission has previously found (in 
Evidence and conclusions for Finding of Fact No. 9) that 
accumulated deferred income taxes should be treated as a 
deduction in the calculation of the fair value of property 
(rate base) rather than as a zero-cost component of the 
capital structure. ffe vill not repeat ·those findings here. 

Th e tvo basic issues to be resolved in computing the 
proper capitalization ratios are as follows: 

(1) Should the Job Developme nt Investment credit (JDC) be 
included in common equity in computing the common equity 
capitalization ratio and, therefore, al low the investment 
s upported by this s ource of f unds to earn the f ull eguity 
rate of return as opposed to the ov erall rate o f  return? 

(2) Should hook common eguity be reduced by the total
amount of R.C.H.G. !s tventy-five percent matching investmen t  
in exploration programs? 

company witne ss Wells revised his direct testimony to 
include the bala nce of JDC in common equity. He stated 
that, based on an IRS information letter whi ch had come to 
his a ttention subsequent to the filing of his direct 
testimony, there was a chance H.C. N.G. would lose the credit 
should the Commiss ion assign t he crea.it a cost of capital 
less than that assigned to common equity. 

Public staff vi tness Daniel, in his su rrebutta 1 testimony 
(TR., Vol. 12, pp. 70-73), stated that the information 

letter to vhich Company witness Wells r eferred vas an IRS 
letter to the Hev l!exico Public Service Commis sion and that, 
bas�d on this l etter, the Nev l!exico Commission initially 
allowed the full equity return, but in recent cases had 
reversed that position and had begun allowing the overall 
rate of return. Witness Daniel further discussed (TR., 
Vol. 11, p. 81) the fact th at an i nformation letter 
represents the unofficial position of the IRS and that the 
onl y guideline followed by the IRS relative to the 
appropriate regulatory treat!!l.ent of JDC is IRS proposed 
regulation 1.46-S(b) (3)� Witness Daniel testified that th e 
proposed regulati on requires only the overall rate of 
return. He further reported (TR., Vol. 12, p.82) the 
results of a survey conducted by the Public Sta ff Accounting 
Division, which shoved that 17 of 20 states whic h had 
responded to the survey bad bee n granting the overall rate 
of retur n on JDC. staff witness Daniel testifiea (TR., 
Vol. 12, p. 72) that, in his opinion, it vas unfair for the 
Co mpany to receive any ret urn on these cost-free funds, but 
the lav required the commission to grant some return on 
these funds if the credit vas av aila ble. Although a return 
on these funds is necessary, witness Danie l contended tha t  
the overall return i s  sufficient to satisfy t he existing 
reguirements of the lav and IRS proposed regulations 
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1.46-S(b) (3). Witness Daniel st ated that Public Staff 
witness Dudle y had excluded the unamortized balance of JDC 
and that such treatment results in a pplication of the 
overal l rates of return to investment supported by t:h0 
u namortized balance of the Job Development Investment: Tax 
Credit.

The Commission has considered the evidence presented 
concerning the cost-f"ree nature of these funds ana the 
decision it faces with regar d to the granting of the overall 
or full equity return. The commis_sio n does not desire to 
create a situation where R.C.H.G. vould lose this tax 
advanta ge ,. hovever the Commission places greater weight on 
the IRS prop;:,sed regulations regarding the potential loss of 
the credit rather than th e IRS information .letter and, 
therefore ,. co ncludes that the minimum return required on 
these funds is the overall rate of return. Accordingly,. the 
Commission concludes that book common equity shou1d not be 
increased to include JDC in computing the common equity 
capitalizatio n ratio. 

The Commission will now discuss the issue involving the 
approp riate leve l of the shareholders• investment in 
N.C.N.G.'s exploration program and whether the book common

equity should be reduced by the amo unt of this investment
for the p urpose of calculating the capitalization ratios.
Company witness Wells testified (TR.,. Vol. 2, p. 35) that
he deducted from the book common equity ,. the amount of
$1 ,. 366 ,. 711 which represented the amount of stockholders•
investment in e:z:ploration programs as of June 30,. 1977. 
Later, lfr. Wells recanted (TR., Vol. 11, pp. 112-113) and 
contended that this treatment was improper because the 
Company's investment in the exploration program vas financed
by the company• s total capital structure and not just the
common equitv portion. He testified that the Public Staff's 
treatment result ed in an understatement of the stockholder
equity ratio and an overstatement o f  the debt ratio, vhich
he contended would result in a lover overall cost of capita l
than if the company did not have an exploration progra.m.

In his surrebuttal testimony, Public Staff witness Daniel 
stated (TR., Vol. 12,. pp. 73-74} that lfr. Wells' contention 
that the exploration program vas finance d by the co■pany•s 
tot al capital structure was correct but that it vas also 
true that the Commission, in its Further order Rstablishing 
Natural Gas ExploratiOn Rules (Docket Nos. G-100 ,. Sub 22; 
G-21,. sub 134) ,. concluded that participation in the 
financing of the exploration program should be in the ratio 
of 75J cus tomer f unds to 251 stockholae r funds. He further 
stated that the onlv vay to ensure that the stock.holders 
contri bute their full 251: share of the cost of the 
exploration program vas to provide specific treatment of the 
stockholder portion of the contributio n in the manner 
accorded to it by Public Staff witness Watson (i.e.,. exclude 
stockholder investment in exploration program from coEmon 
equity in calculating the capitalization ratios). He 
further stated that this treatment vas necessa ry in order to 
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be consistent vith the Commission•s orders regarding the 
exploration program. 

On cross-exam.ination, witness Daniel a greed (TR., Vol •. 12, 
pp.85-86) that the reduction of book common equity by the 
stockholder pot"tion of investment in the exploration program 
did result in a lover common equity ratio than vould. exist 
absent th e deduction. He stated that this would not 
necessarily result in a lover cost of capital due to the 
existence of the exploration program, since Public Staff 
witness Watson con sidered the lover equity ratio in making 
his cost of capital recommendation. 

The Commission has very carefully examined and considered 
the evidence presented on this issue and concludes that the 
Public Staff's contention that the stock holder investment in 
the Company's exploration program should be considered 1001 
equity financ ed is unfounded and in consistent with the 
commission order in Docket No. G-100, Sub 22, and G-21, 
sub 134, and therefore is improper. 

Based on the foregoing, the commission concludes that the 
proper capitalization ratios for use in this proceeding are 
54.13� debt and 45.87J common equity, which ratios are 
calculat ed as follovs: 

ll£!. 
Long-ter11 debt 
common eguity 

Total 

Amount 
s24;9JO; ooo 
-21.&la!i.r.§21!
$116,058,658

EVIDEHCE_!ND.:,. COHCLUSIOHS POR FINDLHG OP PACT filk_!Q 

The evidence for this fina.ing is contained in t he 
Commission• s previous evidence and conclusions for Findings 
of Fact Nos. s. 8, 9, a nd 13. In Evidence and conclusions 
for Finding of Fact No.. 5, ve determi ned that the original 
cost net investraent vas $40,631,187, consisting of .the gas 
plant-in-service, less ac cumulated depreciation, less 
customer advances for construction, plus the reasonable 
allowance for working capital, less cost-free capital. The 
difference between t.he fair value of property (ot rate•base) 
and the original cost net investment vas determined to be 
$28,826.085 in Evidence and Conclusions for Finding of Fact 
No. 7. This amount is also commonly referred to as the fair 
value increment. The appropria·te capi tal'iz a tion ratios for 
use in this proceeding vere determined in Evidence and 
Conclusions for Finding of Pact No. 13, using the coapany•s 
tot al capital structure. 

Since" the Company's total capita l structure suppot"ts more 
than just it..c; utility rate base assets, so me allocation of 
total capita l must be made to assure that the co■pany•s 
assets , and the ,capital suppot"ting these a ssets are 
consistent. This allocation is made by applying the 
capitaliza tion ratios previously determined to the original 
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cost net invest■en1:. The resul ting allocated rate base 
co■ponents are as follows: 

Item 
Total capital 

Long-ter11. debt 
Common Bqai ty 

Calculated 
capi talization 

Ratios 
1001 

sq. 1 Jll 
qS.87\11 

ll22t.:..A!!9!!ill: 
sq6,oss,6ss 
$24,930,000 
$21,128,658 

Allocated 
Bate Base 
coapollfil!.!§ 

$40,631,187 
S21,993,662 
$18,637 ,.525 

From the allocated rate base components and amounts, the 
commission 11ust nov detercline the appropriate fair Talue 
capital structure and fair •alue capi talization ratios. 
This is done by add'ing the $28,826,085 fair Talue incre■ent 
previously determined to the common egnity portion of the 
allocated rate base co■ponen ts calculated herein •. ,, The 
resulting total fair value capital allocated to rate base, 
fair Talue cap italization ratios, and fair value equit.y 
component are as follows: 

Ite■ 
Lon g-t.eOdeb t 
Fair value equity 

Total 

!!!!!!!!!: 
S21, 993,662 
!!1.&.!§J .. §.1.Q 

$69,457,272 

e.2rcent 
31.67ll 
68.Jlll

100.00ll 
======= 

EVrDEHCE AND CONCtUSIORS FOR FIU�ll§_QLU!;Ll!Q._li 

The evidence for t:his finding is contained in the 
Company's data response to the minimum filing reguirem.ent:s, 
the test imony and exhibits of Comp any witnesses Wells and 
"eyer., the testimony and exhibits of the fl!unicipal 
Intervenor's witness Smith, and the testimony and exhibits 
of Public Staff witness Watson. Further evidence is 
cont ained in the rebuttal t:estimony of Company witness 
neyer ., the surrebuttal testimony of the nunc ipal 
Interven or's witness Smith, and the surrebuttal testimony of 
Pub lie Sta ff v it ness 'A'a tson. 

Company witness P!eyer and the company's data response 
filing show an actual balance of 1ong-ter■ debt at: 
S eptember 30, 1977, of $24,930,000. Pub lic Staff wit ness 
Watson also shows the balance of debt at Septe■ber 30, 1977, 
to be $24,q]O,OOO; however, he has broken this amount into 
components of long- term d ebt and interim financing. The 
"unicipal Intervenor's witness Smith shovs long-term debt at 
Sept:ember 30, 1977, of $24,850,920. 

Co■pany witness ?leyer testified that the embedded cost: of 
debt for North Carolina Katural's long-term debt is 7.95i. 
The �unicipal In tervenor witness Smith fou nd that t:he 
embedded cost of long-term debt w as 7.951. Co•bining t:he 
tvo sources of debt testif ied by him, Public S t aff 
witness Watson determined an embedded cost of long-term debt 
of 7.9Jll. 
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The Com.mission concludes that the embedded cost of the 
1ong-term debt of $24,930,000 is 7.941. The difference 
between the parties is insignificant and this conclusion is 
consistent with our eaTlier conclusions on test year 
expenses and capital structure. 

on the issue of short-term debt, b oth Company vitness 
fteyer and the ftunicipal Intervenor witness Smith sbov that 
the Company carries $600,000 of short-term debt at a cost 
rate of 7 .s,:. Public Staff vi tness Watson shows no 
provision for short-term debt. As previously discussed, 
Public Staff Accounting witness Coleman stated on 
cross-examination that the $600,000 in short-term financing 
was employed for nonutility functions (see TR., Vol. 12, 
p.52).

The Commission c oncludes that short-term debt should carry
no weight in· determining the overall cost of capital and 
fair rate of return for purposes of this proceeding. 

Company witness neyer began his cost of equity capital 
testimony by analyzing bond yields for public utilities oYer 
the 34-month period Ja nuary, 1975 to October, 1977. • Br. 
fteyer c alculated the average bond yield over this time 
pe riod for utility companies classified A by !loody•s 
Investors Services. He concluded that i nvestors perceive 
N.c .N.G. as a company which would r eceive an A r ating even
though the Company has never been required to obtain a
rating from the rating agencies. Br. Reyer then contended 
that since the aver age current yield for A-rated bond oYer 
the 34-month period he employed was 9.37%, this cost shoul d 
be used as a base measure for ·the Company• s cost of equity 
�apital. 

Mr. neyer proceeded to argue that the Company's equi ty 
requires a risk factor premium of 3-5% over the base measure 
to compensate the common stock investor for the addit ional 
risks of hold ing c ommon equity. �r. �eyer finally proposed 
an addi tional pre111.inm, over and above the risk premium, to 
allow the stock to sell at 120% of book value, resulting in 
a final estimate of the cost of equity capital for N.C.N.G. 
of 1ij.85j. 

The �unicipal Interyenor•s witness Smith performed a 
discounte d  cash flow (DCF) analysis of fifteen gas 
distribution co.11.panies to determine th e average cc;,st of 
equity c apital for the co■parable earnings group. The 
average figure for the group was estimated to be 12.00,:. 
Dr. Smith then examined each of six risk-related factors 
affecting the cost of equit y capital through the use of 
st atistical estimates of correlation of each factorj with 
dividend yield� The statist ical procedure, or regression 
analy sis, shows that the common equity ratio, is the only 
factor significantly affecting dividend yield. The evidence 
presented by Dr. smith indicates that the Company's oYerall 
cost of eguit y capital should be adjusted dovnvard b y  0.30% 
to offset the lover risk of t he Coapanr•s higher eguity 
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ratio. Thus, she arriwes at an es ti■ate of cost of equity 
capita1 for the Coapany �f 11.701 

Public Staff witness Watson deri•ed an estimate of the 
average cost of equity capi-tal for sixteen co■parable ...-gas 
distribution companies, most of which vere the sa■e as those 
used by Dr. Smith. Through independent DCF analysis, he 
derived an average coSt of equity capital of 12.00% for the 
comparable group. Through a coapar ison of the Co■pany•s 
s1:oclt performance vith the average stock represented by a 
market index, ftr. Vat.son deriyed an estimate of the relative 
volatility of the Company• s stock vith the market for equity 
capital. The beta estimate thus derived is .eo. The 
interpretation of the beta estimate so derived is that if 
average market ret urn moves up or dovn 101, then  the return 
of the Company's stock vill respond accordingly by aoYing, 
on average, only SJ in the sa■e direction. !r. Watson 
pointed out on r edirect exa■lnation that the concept of beta 
directly re1ates to the defini tion of risk i.e. that 
expected future returns as perceived by the investor v ill 
dev iate from actual realized future retu rns. 

Further, Rr. Watson stated that the beta estimate for 
North Carolina Hatural•s stock, vhen relat ed to returns for 
the av erage utility stock, is not significantly different 
from 1.00. On the basis of these tvo beta estimates, ftr. 
Watson adjus ted his 12. 00% DCP a Yer age by adding 25 basis 
points to allow for any additional risks that the investor 
might percei ve due to a slight increase in variability of 
returns. Sr. Watson further shoved that a rate of return 
of 12.25% vi ll allov the Coapany to realize a fixed charge 
coverage ratio of approximately 3.36 times. He noted that 
this is consistent with A-rated gas utili ties and concludes 
that it adequately revards u.c.H.G. common stock investors 
without penalizing current and future investors. 

The determination of cost of equity capital admittedly 
requires expert judgment. eovever, traditional methods and 
procedures couched in financial theory have been dev.ised to 
eliminate as much judgment as possible. These traditional 
methods include (a) comparable earnings, (b) earnings/price 
ratios, and {c) DCF. The use of these tradit ional methods 
has the added benefit of bein g proven over time. 

The commission i s  receptive to the final result of any 
analytical technique used to determine the cost of equity 
capital. Indeed, the Commission finds that a diversity of 
methodology is a desirable end in itse lf. However, any 
particular technique requires the use of ei:pert judgment, 
and hence raises questions concerning the amount of 
objectivity used in the analysis. 

The co1111.ission takes notice of the opinion of the Supreme 
Cour t of t he State of Horth carolina in Uti�itie§ 
Commission, et al. v. Duke Power Co■pany. 285 N.C., 377 

(197ll), wherein the following statements concerning the 
level of the fai r rate of return appear at page Jq6. 
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"The capital structure of the company is a major 
factor in the determination of what is a fair rate of 
return for the company upon its properties., There 
are at least two reasons why the addition of the fair 
value increment to the actual capital structure of 
the company tends to reduce the fair rate of return 
as computed on the actual capital structure. First, 
treating thi s increment as if it were an actual 
addition to the equity capital of the company, as ve 
have held G.S. 62-133(b) requires ., enlarges .the 
equitv component i n  relation to the debt component so 
that the ri sk of the investor in common stock i s  
reduced. Second, the assurance that ., year by year, 
in times of inflation, the fair value of the existing 
p roperties vill rise, and the resulti ng increment 
vill be added to the rate base so as to inc rease 
earnings allowable in the futur e, gives to the 
investor in the company's common stock an assurance 
of growth of dollar earnings per share, over and 
above the growth incident to the reinvestment in th e 
business of the company's actual retaine·a earnings. 
As indicated by the testimony of all of the expert 
witnes ses, vho testi fied in this case on the question 
of fair rate of return, thi s expectation of growth in 
earnings is an important part of their computations 
of the present cost of capital to the company. When 
these matters are properly taken into account, the 
Commission may, in its ovn exp ert judgment , find that 
a fair rate of return on equity capital in a fair 
value state, such as Horth Carolina, is presently 
less than the amount vhich the commis sion vould find 
to be a fair return on the same equity capital 
without considering the fair Talue equity increment." 

The Commission, therefore, concludes that it is fair and 
reasonable to consider in its findings on rate of retur n the 
reduction in risk to North Carolina Natura.l's equity holders 
and the protection against inflation vhich is afforded by 
the addition of the fair value increment to the e quity 
component of North Carolina Natur al's capital structure. 
considering the nature of Horth Carolina Natural•s current 
investment needs, a nd their present status vith regard to 
equity financing, as vell as other testimony relating to 
rate of return, the commission concludes that a rate of 
return of 5.87':C on the fair value of North Carolina 
Natural' s property used and useful in rendering natural ga s 
utility service to its customers in north Carolina is just 
and reasona ble. The actual return on book common equity 
yielded by the Pair Value rate of return herein found fair 
(5.871) is approximately 12.51%. 

The Commis sion has considered the tests laid dovn by 
G.s. 62-133 (b) (4). The Commis sion concludes that the rates
herein alloved should enable the Company, given efficient
management. to attract sufficient debt and equity capital
from the •arket to discharge its obligations, including its
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dividend obliga�ion. and to achieYe and maintain a high 
level of service to the public. 

EVIOBHCB..!J!l!_COHCLUSIOHS FOB FIROIRG OF FACT NO. !� 

The fo1loving schedules sua.nari�e the. gross revenues and 
the rates of return vhich the Company should have a 
reasonable opportunity to achieYe,. based on the increases 
approved herein. Such schedules, illustrating the Col!lpany•s 
gross revenue require•ents, incorporate the findings, 
adjustments, and conclusions heretofore and herein made by 
the com■ission. 
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North Carolina Natural Gas Corporation 

Schedule I 

Docket No. G-21, Sub 171 
Docket No. G-21, Sub 177 

STATEMENT OF FAIR VALUE RATE OF RETURN 

Twelve Months Ended J�ne 30, 1977

Present Increase 
Rates AEEroved 

0Eerating Revenues 

Gas sales $39,893,169 $ 2,756,552 
Other operating revenues 4,188 
Total operating revenues 3§;B!r7 ,3s, i/i56 ,552 

0Eerating Revenue Deductions 

Purchased gas 25,245,296 18,745 
Operating and mai�tenance 

5,644,114 expense 

Depreciation 1,909,961 
Taxes other than income 3,250,827 164,269 
Income taxes - State and 

Federal 1,027,962 1,315,593 
Total operating revenue 

deductions 37,078,160 1,498,607 

Net operating income for 
return $ 2,819,197 $ 1,257,945 

After 
Approved 
Increase 

$42,649,721 
4,188 

42,653,90§ 

25,245,296 

5,662,859 
1,909,961 
3,415,096 

2,343,555 

38,576,767 

$ 4,077,142 
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Investment in Gas Plant 
Gas plant in service $63,23S,310 
Less: Accumul.ated 

depreciation 18,705,845 
Customer advances 

for construction 46,475 
Net gas plant less customer 

advances 44,485,990 

Allowance for Working CaEital 
Cash 705,514 
Materials and supplies 1,946,927 
Average prepayments 63,658 
Compensating bank balances 1,256,000 
Less: Average tax accruals 1,426,248 

customer deposits 348,867 

Total allowance for working 
capital 2,1961984 

Less: Cost-free capital 6,051,787 
Original_cost net investment $40,631,187 
Fair value rate base $69,457

1
272 

Rate of return on fair 
value rate base 4.06% 

303 

$63,238,310 

18,705,845 

46,475 

44,485,990 

705,514 
1,946,927 

63,658 
1,256,000 

1,426,248 
348,867 

2,196,984 
6,051,787 

$40,631,187 
$69,457,272 

5,87% 
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North Carolina Natural Gas Corporation 

Schedule II 

Docket No. G-21, Sub 171 
Docket No. G-21, Sub 177 

STATEMENT OF RETURN ON FAIR VAIUE COMMON EQUITY 

TWelve Months Ended June 30, 1977 

Capitalization 

Long-term debt 

Common equityY 

Total 

Long-term debt 

Common equityY 

Total 

!/ Book common equity 
Fair value increment 

Fair 
value 
Rate 
Base 

Ratio 
_%_ 

Embedded 
cost or 

Return on 
Common 

Equity (%) 

Net 
Operating 

Income 

Present Rates - Fair Value Rate Base 

$21,993,662 

47,463,610 

31.67 

68.33 

$69,457,272 100.00 

7.94 

2.26 

$1,746,297 

1,072,900 

$2,819,197 

Approved Rates - 'Fair Value Rate Base

$21,993,662 

47,463,610 

31.67 

68.33 

$69,457,272 100.00 

$18,637,525 
28,826,085 

$47,463,610 

7.94 

4.91 

$1,746,297 

2,330,845 

$4,077,142 
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The evidence for this Finding of ?act is contained in the 
testimony and exhibits of compamy witnesses Wells and 
Ranso�; Public Staff witnesses ftagat. Blaydon, Stone, and 
Nery; �unicipa1 Intervenors• witnesses Clark, Saffer, and 
Carpenter; CPI witness Hughes; and Alcoa witness Stickney. 

The Co■pany and Public Staff have both arranged the rate 
schedules under which serYice is offered in accordance vith 
the prio ri ty system established by the commission in Docket 
No • .  G-100, Sub 24. In so doing, the number of rate 
schedules under which service is to be offered has been 
reduced from sixteen to eight. No intervenor to the 
proceeding opposed this arrangement and the commission feels 
that this grouping r which reflects the avai lability and 
reliability of gas servicer is appropriate. The Commission 
(in the e■ergency surcharge Docket No. 3-21 r Subs 178 
and 1821 r has authorized North Carolina Natural Gas 
corpo ration to provide service to customers in Priority 1 
and 2 on a design winter. The volumes of gas available for 
sale under this guideline are 206.469.538 therms and this 
v olume has been used by the company. the Public Staff. and 
the other intervenors as the basis of their revenue 
calculations. we. agree that this volume is appropriate for 
use in setting rates in this proceeding. 

In this case. the Commission has before 
of service studies vhich reflect various 
met'hodoloqies. 

it four (41 cost 
cost a1location 

The cost allocation witness (Saffer} for the l.'lunicipal 
Intervenors proposed to allocate the costs relating to the 
transmission system solely on the basis of volumes. 
N.C.N.G. witness Ransom vould allocate this same cost by
applying a weighting factor soi to demand _and so, to
commodity. The Public Staff (Stone) allocated this cost 751
to commoility anil 25� to demand. In the c ase of CP
Industries. its cost of- service vitness (T. 'R- Hughes)·· voald
allocate certain expenses to CPI o n  the basiS of the cost
relationship o f  9--11 miles of R. c. N. G. pipe reguired to
service CFI to R�C-N.G.!s total plant. Each witness
contends that his study i s  appropriate for allocating cost
of service to the various customer classes. Witnesses
Ransom and Stone testified that their fully allocated cost
studies were not the ultimate goals o·f rate design. but vere
useful me-rely as guides, which indicat ed the relative ■anner
in vhich rates for certain classes should move. Witnesses
Hughes. Saffer, and Stickney contended that rat es should be
set so as to ensure that each customer class would make an
equal contribution to the system rate o f  return.

Public staff witnesses �agat and Blaydon testified that 
allocated cost of service studies were not an appropriate 
method for designing N.C.N.G.•s rates in this case. They 
contended tbat rates should be set which voulil force each 
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customer to face the marginal cost of providing one 
additional decatherm (Dt) of service to such customer. 

The commission has reviewed the marginal cost testimony 0£ 
witnesses ftagat and Blayd on for the Public Staff and the 
rebuttal testimony of Hr. Ransom and Dr. carpenter regarding 
use of marginal cost. 

The Public Staff witnesses proposed the following criteria 
far use in any rate design: 

(1) Rates should induce economically efficient 
allocation of resources;

(2) Rates should produce the required revenues;
(3) Rates should be nondiscriminatory;
(U) Changes in rates should take place gradually; and
(5) Rates should provide reasonably stable revenue

patterns •.

Witnesses e:agat and Blaydon argued 
(Q) , and (5) implied no thing about the
rates and that criteria (1) and (3)
should be set equal to  margina1 cost.

that criteria (2), 
proper desig n of 
implied that rates 

They determined that the winter marginal commodity cost 
for N.C.N.G. was in the range of s2.q9 to $3.03 per 
decatherm, depending on the intrastate purchase price of 
emergency gas, and that the summer marginal commodity cost 
for N .C.N.G. vas between $2.0� and $2.58, which difference 
is th e marginal storage cost of gas placed in Transco•s 
Washington Storage Service (WSS) Field. 

The Company and the Public staff further presented to the 
Commission {Ransom Exhibit IV, Schedule L, and Nery Exhibit 
No. 5) a historical comparison between the rates currently 
in  effect as established in Docket No. G-21, sub 170, and 
the revenues gener ated by the proposed rates of the company 
and the Public staff. This comparison indicates that the 
level of increases or decreases range from a positive 2. 21 
to a positive 24� (Company) and from a negative 11-1/21 to a 
positive 3ll-1 /21 (Public Staff) both of vhich v ould result 
in an average increase to all customers of 11.61, using 
H.C.H.G. 1 s proposed revenue requirement.

The Public Staff further presented testimony on the cost
of alternate fue ls for the various rate classes and 
priorities, vbich study tends to indicate that the proposed 
rate levels for each .rate class as filed by N.C.N.G. and as 
proposed by the Po.blic Staff were al1 le ss than the 
competitive rates of alternative fuels. 

After having considered the cost of service studies, the 
margin al cost data, the historical rate comparisons, the 
fact that North Carolina Natural has not had a general rate 
cas e since its initial rates vere approYed, th e competitive 
cost relationship betveen natural gas and other alternate 
energy sour:::es, the need for a more si■plified rate 
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structure, and the desirability of encouraging consu■er 
conservation through rate design, the commission concludes 
tha t the additional $2,756,552 in gross revenues approved 
herein should be derived pursua nt to the following 
guidelines: 

The commission 
is the mos t. desirable 
of customer costs 
residenti al customers 
therms of natural gas 

concludes tha t the minimum bill 
method of recovering a portion 
and that such a charge for 
should in clude the first five 
consumed. 

2. sum� - R!�� Differential 

3. 

The Commission concludes that rates 
incorporating a su11mer-vinter differential are 
undesirable in that such rates would be less 
effective than average flat or av erage declining 
block rates in encouraging consumer conservation and 
therefore are inappropriate for use in this 
proceeding. 

!lternatit� Allo cation 
tustomer Classes 

(a) with regard to the company's proposed rates, the
Commission concludes that the difference between the
level of additional revenues to be p roduced by such
rates ($4 • 607,748) and the increase in gross revenues
approved herein [$2,756,552) of $1,851,196 shall be 
spread uniformly (across-th�-board) as a reauction in 
the Company's proposed rates to all customer classes.

(b) Vith regard to the Public Staff's proposed rates the
Commission concludes that the difference between the
level of additional revenues to be produced by such
rates ($2,401,879) and the increase approve d herein
($2,756,552) of $354,673 shall be spread uniformly
(across-the-board) as an increase in the Public
Staff's pro po sea ca tes to all customer classes. 

EVIDENCE AND CONCLUSIONS FOR FINDING OP FACT NO. 18 

The volu me variation adjustment fact or or curtailment 
tracking rate (CTR) was initiated in Docket No. G-21, 
Sub 128, for the purpose of stabilizing the base period 
margin (gas sales revenue - cost of gas gross receipts 
tax) vhich had been subject to varia tion due to the 
curtailment of N.C. N.G. 's flowing gas s11pply from Transco. 
Alt bough the CTR ddes no t guarantee a ny specific rate of 
return in time in tervals between general rate 'case 
proceedings (and vas never intended to)• it has functioned 
vell i n  protecting th� Company• s base period margin where 
fluctuati on of flowing gas supply has ch aracterized annual 
operations. This uncertainty concerning gas supply volumes 
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and its attendant c onsequence s continue to affec t N.c.N .. G .. 
Transco•s su�plies have not stabilized and Transco•s actual 
deliveries continue to vary from its projections. The 
Commission concludes that the instability and variability of 
future pipeline gas supplies merit the continuation of the 
CTR., 

The C om.mission further concludes that the nev base period 
supp;y volum� of 206,1169,538 therms and the nev base period 
margin of :ti 14,512,049, which a re established in this 
proceeding sho uld be calculated as follows: 

Base period supply - therms 
Le ss: Company use and 

unaccounted for 
Base period volume - therms 

Gas revenues 
flliscellaneous Revenues 

Total 

Less: Cost of gas s2s,2qs,296 
Gro ss t'eceipts 

tax --2L22:ZL272 
Base pet'iod margin 

I� IS, THEREFORE, ORDERED as follows: 

206,890,904 

421.366 
206,1169,538 

$42,626,207 
____ 27, 70§. 

q2, 653,909 

========== 

1. That North Carolina Na tural Gas Corporation be, and 
the same is hereby, authorized to adjust and increase its 
rates and charges s o  as to procluce addition al a nnual 
revenues of $2,756,552. Such increase shall become 
effective on all gas sold from and after the filing of new 
tariffs provided hereafte r. 

2.. That the proposed rates filed by H.C.N.G., which vere 
designed to produce additional annual revenue·s of 
$4,607,748, are in excess of t.hose which are just and 
reasonable and the same are hereby disappt'oVed a nd de nie d. 

3.. That effective for service rendere d on and after the 
date of this order, N.C.N.G. is hereby allowed to place into 
effect the i n creased rates as set forth in Appe ndix A vhich 
rates are designed to produce additional annual reve nues in 
the amount of $2,756,552. 

4. That if the p a'C"ties seek reconsideration of the rate
design set forth• in Appendix A to this final order, the 
parties may propose specific tariffs, other than those set 
forth in Appendix A. These proposed t ariffs should be 
de signed to recover the additional revenues approv ed herein 
and should be designed in accordance vith the conclusions 
set forth i n  the Evidence a nd Conclusions '"for Finding of 
Fac t 17.. said proposed tariffs must. be filed within 10 days 
from the date of this order, and except.ions and comments to 
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said proposea tariffs shall be filed within 
thereafter. 

5 

309 

days 

5. That the rates, charges, and regulations set fort h in
Appendix A shall remain effective until such time as any 
furthe r Order approving the proposed tariffS may be issued. 

6. That, except as approved herein, the applications in
Docket Ro. G-21, subs 171 and 177, are denied and dismissed. 

ISSUED BY ORDER OF THE COft�ISSION. 

This the 23rd day of June, 1978. 

NORTH CAROLINA. UTILITIES -COl'll'!ISSION 
Katherine l!f. Peele, Chief Clerk 

(SUL) 

OOCKET NO. G-21, SUB 177 
DOCKET HO. G-21, SUB 171 

BEFO�E THE KOFTH CAROLINA UTILITIES co��ISSIOH 

In the !!fatter of 
Doc!l;et No. G-21, Sub 177: Application of 
Carolina Natural Gas corporation for an 
Adjustment of Its Rates and Charges 

Horth ) 
l 
) 

) 
Docket Ro. G-21, Sub 171: Application for 
Approval of Nev Depreciation Rates Based Upon 
Depreciation Study 

) 

) 

l 

ORDER 
l'!ODIFYING 
RATE 
DECISION 

BY THE coanrsstON: As provided in ordering par agraph 
Ro. 4 of the commission's order Setti ng Rates, dated 
June 23, 1978, in this docket (G-21, Sub 177), Not:th 
Carolina Natural Gas Corpor ation, the Public Staff of the 
Horth Carolina Utilities Commission, C.F. Industries, and 
the Municipal Intervenors each filed an altet"native rate 
design for the commission to consider in lieu of the rate 
design set forth in Appendix A to the aforementioned 
commission order. 

The Commission, having very carefully considered the 
alternative rate designs proposed by the parties and t he 
comments and exceptions filed in response thereto,:- concludes 
that qood. cause exists for the modification of the t"ates as 
set forth in Appendix A of the Commission order of 
Jun� 23, 1978. 

Modifications which the Commission finds to be prope r are 
reflected in the rates and charges at tached hereto as 
Appenaix A. such modifications include the following: 

{a) Rate Schedule 7 has been modifiei to reflect a 
sel)arate demand and a separate commodity charge. 
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(b) With regard to the demand charge as approved herein 
for Rate Sch�dule 7, the Commission concludes that such 
demand charge shall not be applied to volume s tenaered to 
Rate Schedule 7 customers, if refused by same at a time when 
the plant is inoperative if the volumes so tendered :lo not 
constitute a minimum of a_ 10-day uninterrupted supply, or if 
refunded vhen the pricing of gas volumes tendered and 
refused include an emergency gas surcharge. 

(c} 5,216,799 therms have been shifted from Rate 
Schedule 3 to Rate Schedule 7, thus requiring that rates be 
ad;usted to shift approximately $305,51.JB of revenue 
requirement due to the shift in volumes between rates. In 
the event that such a shift does not occur, the Commission 
concludes that Rate Schedule 1 in the $.23030 per therm rat e  
block should be r educed b y  $. 01016 • to t. 2 201 q per therm. 

(d) All narties submitting alternative rate designs for
t.he Commission's consideration proposed that Rate Schedule 2
be increased. Consistent with these recommendations. the
Commission has increased Rate Schedule 2 from $.2159 per
therm to $.22369 per therm.

(e) Upon the Commission's own motion upon reconsideration
of the adjustment to vage expense foe the vage increa se to 
become effective in October 1978. the commission has 
reconsidered its Order of June 23. 1978. and the concurring 
decision thereto of commissioner Hammond, and the Commission 
now, upon reconsideration, allovs the a djustment to vage 
expense to include the October 1978 va ge in crease in the 
amount of approximately $168.000 as an additional operating 
expense. to be recovered in the revenue requirement. The 
majority further concludes that this additional expense 
should be charged to those rate schedules with the lovest 
increase so as to equalize the impact of the increase 
allowed herein and, therefore, spreads the $168,000 
additional vage expense and related gross receipts tax to 
Rate Schedules 2, 3, 7 and RE-1 by the amount of 
approximatelr $.001 per therm. Rate Schedule 1 has already 
been increasP.d 141 as compared to much smaller increas�s for 
all. other rate schedules and is therefore not included in 
the assignment of the additional expense in the interest of 
equalizing the impact of the increases allove3. 

The comm ission considers that the allowance of the October 
1978 vage adjustment is not a change in the rate base which 
is bound to the test period or to knovn changes up through 
the date of the he aring, but is rather an item of probable 
future expenses based upon the plant and equipment in 
operation at the time of the hearing. and as such is vithin 
the matters to be determined by the Commission vith 
appropriat e ad just men ts for probable future re venues and 
probable future expenses. such adjustment is similar to the 
adjustments ma de for weather and growth. The adjustment i s  
further recognized as necess�ry and part of the recognition 
of attrition as al loved in Utilities £ ommi§fil.Q!!. .!• 
MO�!Ifill, 278 N.C. 235 (1971) • as a known expense coming 
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almost immediately after the ra tes go into effect vhich vill 
surely produce an attrition in the rate of return and the 
commissi on therefore makes the vag e adjustment as part of 
suc h  attrition allowance. 

(f} It has come to the attention of the Co•mission that 
th e calculati on of the base •period vo lumes to be used in the 
calculation of future curtailment tracking rat es (CTR), as 
set forth in the Commission Order of June 23, 1978, is in 
error and should be corr ected. The ref o re, the Commission 
concludes that the ne v base period supply volume 
of 206,469,538 therms and the nev ba se p eriod margin of 
$15,019,040 which are established in this pr oceeding should 
be calcu latei as f ollows: 

Base perioi supply - therms 
Less: co-mpany u se and 

unaccounted for 
Base perioi vo lumes - therms 

Gas revenues 
Miscellaneous revenues 

Total 
$25,245,296 

210,683,203 

__ 4 ��2. 
206,469,538 

Sll2 ,eori, 930 
_ _u._.1oz. 

42,832,632 
Le ss: Cost of gas 

Gross receipts 
tax 

Base perio:l margin 
2.568.296 27.813<-2.!!Z. 

!i15,019,040 

(g) Finally, the Commission reaffirms ordering para graph 
No. 3 of its Order dated June 23, 1978, that the ra tes 
approved therein vere to become effective for s ervice 
ren aered on and after the date of said Order. Hovever, with 
regard -to the rates appro ved herein, the commission views 
such rates to be a correction of the previously a pproved 
rates and tberefore concludes that the rates attached here to 
as Appendix A should become effect ive on billings ren dered 
on or after August 1, 1978. 

lT IS, THEREFORE, ORDERED AS FOLLOWS: 

1. That North Carolina Natural Gas Corporation be, and 
the same is hereby, authorized to adjust and increase its 
rates and charges so as to produce additional annual 
revenues of S2,935, 276. Such increase shall become 
effectiv e on all bi llings as provided her eafter. 

2. That effective for billings rendered .on or after
August 1, 1978, North Carolina Natural Gas Corporati on is 
h ereby a lloved to place into effect the increased rates as

s e t  forth in Appendix A w hich rates are designed to produce 
additional annual revenues in the amount of $2,935,276. 

3. That the 
reflecting the rates 
August 7, 1978. 

company shall file amended 
contained in Appendix A on or 

tariffs 
before 
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4.. That ,, except as modified and approved herein, all 
provisions of the Commission Order issued June 23, 1978, 
Docket No. G-21,, Subs 171 and 177,, remain unchanged. 

5. In t_he event that the shift of 5,216,799 ther11s from
Rate Schedule 3 to Rate schedule 7 does not occur, Rate 
Schedule 1 in the S.23030 per therm rate block shall be 
reduced by $,.01016 •. to $.22014 per therm. 

ISSUED BY ORDER OF THE CO!'!t'fISSIOR. 

This the 31st day of July, 1978. 

NORTH CAROLINA UTILITIES COMftISSIOH 
(SEAL) Katherine�. Peele, Chief Clerk 

APPENDll A 
NORTH CAROLINA NATURAL GAS CORPORATION 

DOCKET NO. G-21, Sob 177 
APPPOVED BASE RATES 

Rat.LJghgaJ!l� and Description ___ .,,cJi arges 
1 - Priority 1.1 Service 

(.Residential and Essential 
___ 2H�•�•�a.,,n Needs"---------

ltini111um Charge 
First five therms or less 
(heat only - 9 mon tbs per year) 
First five therms or less (other 
than heat only - 12 months per 
year) 

Next 25 therms 
All over 30 therms 
Gas Lights - �onthly Charge 

2 - commercial and S11all Ind ostrial 
Service (Priorities 1.2 
throqgLb_i,'--�--��-�

Minimum Charge-first five therms 
or less 

All over 5 therms - Commercial 
service 

All over 5 therms � Industrial 
Service 

3 - Industrial Process Uses 
---�l�Priori!i�§_2.5 and 2.fil. 

Facilities Charge 
All therms 

4 - industrial Nonboiler Fuel 
Priorities 3i,_Ll�Lll

All the ems 
5 - Boiler Puel (Priori ties 6. 1 
___ ..,aL!!nd 6 .. 2"---------

All therms 
6 - large Boiler Fuel (Priorities 

7 8 and 9,,__ _______ _ 
All therms 

$ 6.00 per 

$ 4.50 per 
s .27180 per 
$ • 23 03 0 per 
$ 5.00 per 

$ 7.00 per 

s .22369 per 

$ .22369 per 

$20.00 per 
s • 2132 8 per

s .1842 0 per 

s .17420 p er 

s • 1542 0 per 

month 

month 
therm 
therm 
month 

month 

therm 

therm 

month 
therm 

therm 

therm 

therm 
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7 - large Chemical Plant Con tract 
De111.and_Service [f:rioritI 2. 71 

fllonthly deiiand charge as specified 
in the contract serYice Agree·ment $ .18400 
(per ther• of° Contract Demand) 

commodity charge - all therms s .14858 per ther11 
Gas delivered during Break-in 

Period $ .15471 per therm 

RE-1 General Service to Public 
aothorities_and "uniWJ_lities 

All therms - Residential s • 17718 per therm
All therms - comaercial $ .17718 per thei;■
All therms - Industrial $ .17718 per therm

E-1 E11ergeng Se!;:Vi� 
All therms on peak $ .608 per therEJ 
All therms - off peat $ .408 per therD 

Effective: Billings on or after August 1, 1978 

Note: The above rates are base rates only and do not 
include Commission approved surcharges. 

DOCKET NO. G-3, SUB 76 

BEFORE THE NORTH CAROLINA UTILITIES co��ISSIOR 

In the Hatter o f  
Application of Pennsylvania and southe rn Gas ) ORDER 
coml)any. Inc. (?lort.h Carolina Gas Service J SETTING 
Division)• for Authority to Aajust and Increase ) RATES 
Its Rates and Charges ) 

HF.HD IR: 

BEFORE: 

A.PPRA.RANCES: 

The "unicipal Building. 
Carolina, Wednesday, 
at 11:00 a.m. 

Reidsville, Nort.h 
October 19, 1977, 

The commission Hearing Room, Dobbs Building, 
430 North Salisbury street., Raleigh, North 
Carolina, Thursday, October 20, 1977, 
at 10:00 a.11. 

Chairman Bobert K. Koger, Presiding; and 
Commissioners Ben E. Roney and Leigh H. Hammond 

For the Applicant: 

James T. Williams, Jr., and T. Carlton Younger, 
Jr., Broolcs, Pierce, l!cLen don, Humphrey & 
Leonard, Attorneys and counsellors at Lav, P.O. 
Drawer u, Greensboro, North Carolina 27402 
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For th e Public Staff: 

Rob er t P. Page and rheodor e  c. Brown, Jr., 
Assistant Staff Attorneys, Public Staff - North 
Carolina Utilities Commission, P. o. Box 991, 
Raleigh, North Carolina 27602 
For: The Using and Consuming Public 

BY THE COIUIISSION: On Apr il 29, 1977, Pennsylvania and 
Southern Gas Company, Inc., North Carolina Gas Service 
Division (hereinafter sometimes referred t o  as Penn & 
Southern, the Company, or the Applicant), filed with the 
Commission an application for a general rate increase to 
North Carolina retail custo�ers. Applicant requested that 
it be authorized by the Commission to increase its rates 
effective .!'!ay 29, 1977, amounting to an increase of 
approximat ely $670,000 in general revenues applied to the 
calendar year of 12 mont hs en ded neceDlber 31. 1916. Th� 
increases proposed vere uniform and across-th e-board fo r all 
rate schedul�s. On !'lay 27, 1977. the Company amended its 
Petition. making certain modifications in the data and 
information previously filed. and requested that it b e  
a uthorized by the Commission to increase its rat es effective 
.June 26, 1977. 

Being of the opinion that the application affected the 
public interest in the areas in which service is provid ed by 
the Applicant, the C ommission. by order of June 29. 1977, 
set the matter for inves tigation and hearing on 
October 19. 1977. declared the proceeding to be a general 
rate case under G.S. 62-133, suspended the incr eases 
requested by the Applicant for a period of 270 days from and 
after June 26. 1977, an d required that the Applicant publish 
and deliver notic e of such applica tion and hearing to its 
customers in its s ervice area. 

on August 17. 1977, Penn & southern filed an Application 
for Emergency Interim Reli ef and Supplementary Ei:hibits 
accompanied by an Und ertaking for Refund pending the final 
Order of the Commission in this docket. The interim rates 
therein proposed by the company vere e ractly the saae as 
tho s e  rates proposed in its initial application for a 
g e neral rate incr ease. By order issued on August 22. 1977, 
the Commission set the application for interim emergency 
relief for hearing in the Commission Bearing Room on Friday, 
September 2. 1977, an d required Penn & Southern to giTe 
notice of such interim hearing to its customers. Notice vas 
published in the Greensboro Daill �!2 and in the Eden Nevs. 

on August 24, 1974, Notice of Intervention on behalf of 
the using and consuming public of the Stat e of North 
Carolina vas filed by the Public Staff of the Horth Carolina 
Utilities commissi on. Interventi on by the Public staff vas 
recognized in a Commission Order issued September 1, 1977. 

The interim hearing vas conducted on the basis of 
affida"'its filed by Clifton B. Coulter, President of Penn & 
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Southern, and by Jana K. Hemric, Public Sta££ Accountant. 
Following the interim hearing the Com.mission issued an Order 
on September 7, 1977, concluding that the deterioration of 
Penn & southern•s financial conditio n had created an 
emergency and allowing the company to adjust its rates to 
all customers on ari interim basis by a uniform, 
across-the-board 48.81,/ftCF increase. subject to refund at 
6% interest of any rates collected in excess of those 
finally approved after the final hearing in this docket. 
Pursu ant to this Order. Penn & Southern filed revised rate 
schedules on September 14, 1977. 

Notice of the application and hearing for permanent r ate 
relief was published in the Greensboro Dail? Nevs and in the 
Ed·fil! �-

The matter came on for h earing in the ftunicipal Building 
of the City of Reidsville on October 19, 1977, at 11:00 
a.m., vhich hearin g vas continued and reopened at 10:00 a.m ..
on October 20, 1977·, in the Commission Hearing Room in
Raleigh. The company offerea the testimo ny and exhibits of 
the following persons: James :\. Ciav ardini. a staff 
accountant of Pennsylvania and Southern Gas Company, 
testified concerning the company's accounting exhibits, its 
operating revenues and expenses, rates of return during the 
test year, and the value of its property usea and useful in 
rendering service to its customers in North Carolina; E. L. 
l,ohmann, General l"!anager of Pennsylvania & Southern Gas 
company, testified concerning the company's historical 
natural gas operations, its present level of operations, the 
financial requirements o f  the company, the effects of 
present and anticipated future curtailments from the 
company's pipeline supplier o n  its revenues, t he effect on 
its customers of the proposed nev rate structure, cost of 
capital, and fair rate of return .. 

The Public Staff offered the testimony of the following 
persons: Daniel �. stone, Utilities Eng in eer of the Horth 
Carolina Utilities commission-Public Staff, testified 
regarding the operating revenues, including temp�rature 
adiustments, and cost of purchased gas to Penn and Southern; 
Jesse c. Kent. Jr., Accountant of the Horth Carolin a 
TTtilities Commission-Public Staff, testified r egarding the 
Company's original cost net investment, re venues, and 
expenses during the test year and rates of retur n based on 
test year revenues and revenues to be derived from the use 
of the propo sed higher rates; Thomas �- Kiltie, Director of 
the Operations Analysis Division of the North Carolina 
Utilities Commission-Public Staff, t estified concerning the 
recommended cost of capital and fair rate of return for the 
Company. 

No public vitne?ses testified at the hearings. 

Based upon the verified application and the exhibits 
attached thereto, the prefiled testimony and exhibits, the 
testimony given from the st and during the course of the 
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bearings, and the entire Commission record herei n ,  the 
Commission now makes the following 

FINDINGS OP FACT 

1. That Pennsylvania and Southern Gas Company, Horth
Caroli na Gas Service Di vision, is a Delaware corporation 
domesticated in the State of North Carolina and is a duly 
franchised public utility p roviding n atural gas service to 
it s custo■ers in its North Carolina service area. Applican.t 
is properl.y before this Commission for a determination, 
pursuant to G.s. 62-133, of whether its proposed increased 
rates ace just and reasonable. 

2. That Pennsylvania and southern Gas Company, North
ca rOlina Gas Service Division, is providing reasonable and 
adequate natura� gas service to its existing customers in 
Horth Carolina to the exten t that it is able to do so under; 
the pres ent level of curtailment of its pipeline suppli�r. 

3. That the reasOn able original cost of Pe nnsylvania and
Southern Gas company's investment in pr operty used and 
useful in providing gas service to its cus tomers in North 
Carolina, exclud·ing an allowance for vor king capital, is 
$3,160 ,.752, which sum is compos ed of gas plant in service of 
$5,454,260 less-accumulated dep reciation of $1,932,337 an d 
cOSt-free capital of $361,171. 

4. That the reas onable allowance for worki ng capital as
of December 31, 1976, is $259,813. 

5. That the fair value of PennsylTani a and Souther n Gas 
company's propert y used and useful in providing service to 
its Borth Car olina customers at December 31, 1976, 
considering the reasonable depreciated original cost and the 
rep lace■ent cost of the pr operty p lus an allowance for 
working capital is $Q,309,560. Such amount consists of the 
fair ralue of $[3,590,000 foun d by the Com.mission .in Docket 
No. G-3, Sub 58, plus addit;.ions to plant of $946,280, _ less 
retire■ents of $56,286, and less �epreciation expense net of
retirements of s.11·30 ,.2111 charged sin ce the las t general rate 
cas e· (Docket Bo •. G-3 ,. Sub 58) and an allonnce £or' working 
capital of $259,81�. 

6. That the approximate annualized and adjusted gross 
revenues of Pennsylvania and Southern Gas Co■pany, North 
Carolina Gas Service Division, for the test period are 
$3,225,757 under.end-of�period rates and $3,899,00� under
increased rates proposed by the Company. 

7. That the approxi11at� operating revenue deductions
during the test year afte·r accounting and pr� for■a 
adjust■ents a re $3,187,018, including depreciation expense 
of $153,681 and interest on customer deposits of $2,978.- A 
schedule of revenues, exPenses, and resulting aBproximate 
n.tes of return follows: 
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1. ReTenues
2. Cost of gas
3. Total 
4. Deduct other operating

expenses 
s. Met operating income

for return
6. Deduct fised charges

interest
7. Balance for CODOOD 

e. co■mon equity

9. Return on common Equity

10. Fair value eguit.y

11. �eturn on fair value
equity

12. Original cost net
inve stment

13. Rate of return on
original cost net 
inTestaent

14. Filir value of property

15. Rate of return on fair
value of property 

Approved 
I.ft er ·Bate 

Adjust.13.e!!.t§. I�ase 

$3,225,757 
• 2.178.337 

1 ,047,f'20 

38,739 

S642,091 

-ffi,091 

286,633 

After 
Approved 

Rate 
��e.se 

325,372· 

_..1.1!!i2§1 ---'=-- __ 1_14.267 
($ 75,5281 $286,633 $ 211,105 
========= ======== 

$1,688,391 $1,688,391 
========== ========= 

12. 50ll
========= ========= 

$2,577,386 $2,577,386 
========== ========== 

(2. 93ll 8. 1911 
========== =========== 

$3,42.0,565 
========= 

1.131' 
========== ========= 
$4,309,560 .$4 ,,309 ,, 560 
========= ========= 

• 90ll 
========= 

8. That the severe nncertainty vith regard to gas supply
demands that. no.·a�nuallzation factor for customer grovth 
during the test period be employed. The restricted grovth 
policies of the Co apany resulting froa supplier curtailment 
and tbe limits i■posed by this commission .during 1977 in 
Docket Mo. G-100, Sub 21 ,, indicate the supply proble■s faced 
by the Co■pany.. In recognitio n of this dileaaa,, neither 
party gave any testimony regarding annualization,, other than 
by weather adjustment. !lajor items of revenue and expense 
were adjusted to end-of-period levels on an item-by-item 
basis. 

9. That based on the com■ission • s findings of net
operating income for return of .$38,739 and fair value before 
adjust■entS for ,he proposed rate increase, the Commission 
finds Penn & southern•s rate of return on fair value to be 
.901 and its return on bo ok common equity to be a negative 
Q..47,C. (See schedule following Finding of Fact No. 7 
above.) Assuming an adjostaent to book common equity of 
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$888,995, to allov for the increment by vhich fair value as 
hereinabove determined exceeds original cost net investment, 
the rate of return on fair value equity of $2,577,386 for 
the test year vould be a negative 2.9Ji. The Commission 
finds that such rates of return on fair v a.lue, book com11on 
equity, and fair value equity are insufficient to allow the 
utility by sound management to produce a fair profit to its 
stockholders, to maintain its facilities and service in 
accordance vith the reasonable requirements of its 
customers, and to compete in the market for capital funds on 
reasonable terms. 

10 .. That the proper rate of return which Pennsylvania and 
southern Gas Company, North Carolina Gas Service Division, 
should have the opportunity to achieve on the fair value of 
its North Carolina investment is 7.551. 

11. That the additional gross revenues required to 
produce the 7.·55� rate of return on fair value are $642,091. 

12 .. That the anticipated level of natural gas suppl.y is 
the most indefinite, variable, and unpredi ctable element in 
attempting to set appropriate retail rates for natural gas 
service. The leve l of curta ilment to be experienced by Penn 
a nd south ern is contr o lled by the amount of contract demand 
volumes available for sale by Transco and the manner i n  
which these volumes are allocated to Transco•s customers by 
the Federal Energy Regulator y commission. Formulae are in 
existence vhich track revenue gains and/or lo sses due to 
increased or decre ased curtailment a nd have bee n applied to 
the gas supply problems of the Company as shovn by the Order 
of this Commission of January J, 1975, in Docket No. G-3, 
Sub 58. 

13. That the commission further finds that th e rate 
structure approved herein is just and reasonable and does 
not d iscriminate among the various class es of customers of 
Penn & southern and does not discriminat e between customers 
within the various classes of customers. 

14. That the rates proposed by the company i n  its
application for a general rate increase are unjust and 
unre asonable in that the company's proposed tariffs would 
produce revenues in excess of those determined herein to be 
just and reasona ble. such rate schedules must, therefore, 
be disapproved and disallowed. 

EVIDENCE AND CONCLUSIONS FUR FINDING OF FACT NO. 1 

The verified original and amended applications of Penn & 
Southern state that the company is a corporation orga nized 
under the laws of Delaware and domesticated in the State of 
North Carolina; t�at the Company is a public utility under 
the laws of thi s state and, as such, is subject to the 
jurisdiction of this commissio n; and that it holds a 
Certificate of Public convenience and Necessity from this 
commission to engage in the business of n... producing, 
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generating, transmitting, delivering or furnishing •••. piped 
gas ••• to or for 1:he public for compensation.� 
(G. s. 62-3 (23) a. 1.) Ro conflicting evidence has been offered 
by any party or witness and such facts are uncontested. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF PACT HO. 2 

company vitness E. t. Lohmann testified that "••• the cost 
of gas to our custo■ers is still an excellent energy 
bargain. n He also stated that Penn & south ern had spent 
su bstant.ial sums of money for "·.. construction of 
facilities needed to serve our cus�omers and for improve■ent 
and replace■ent of existing facilities." l!r. Lohmann also 
testified that the Company vas studying the feasibility of 
increasing the storage capacity of its s upplemental gas 
producti on facilities. 

No ■embers of the general public requested leave of the 
commission to intervene herein as active parties. Rone 
appeared at the hearing to protest. The Public Staff did 
not offer any evidence vith r egard to the Applicant's 
quality of serYice. Under these circumstances, it is to be 
presumed, unless competent testimony to the contrary is 
offered, t hat the services offered by a duly franchised 
public utility are reasonable and adeq,ate. No such 
evidence having be en offer ed, ve conc lude that the Company• s 
quality of servi ce is adequate to its presently existing 
customers. 

EVIDENCE ARD COHCLUSIOBS FOR FINDING OP FACT NO. 3 

The following schedule su11marizes the original cost net 
investment developed by Company witness Ciavardini and Staff 
witness !Cent: 

1. Utility plant �n service
2. Accumulated depreciation
3. Net utility plant
4. Add working capital requirement
5. Total

DEDUCT: 
6. Accumulated deferred income

tazes 
7. Unamortized investment .tax 

credit - pre-1971 
8. customer deposi�s 
9. Total Deductions

10. original Cost Net Investment

Comp any 
Witn ess 

�!�ardini. 

$5,454,260 
-.1L.2JhlJ1 

3,521,923 
---�hll� 
-L.ll4.0!J1 

Staff 
Witness 
-15t!lL 

$5,454,260 
....h.2J.2,337 

3,521,923 
__ 305,570 
_hl�_7,493 

324,864 

36,307 
__ !_9,641 
__ 410,812 
!3,416,681
========== 

As indicated in the above schedule, the difference betveen 
the or ig inal cost net investment developed by the tv:o 
vi tnesses results from the net deduction of $357,360 by 
Public Staff witness Kent consisting of additional working 
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capital netted against deferred income taxes due to 
accelerated depreciation and investment tax 
credits - pre-1971. Mr. Kent stated that he deducted these 
items· because they rep resent cost-free capital to the 
Company vhich has been furnished by the custOmers through 
the payment of rat.es. !'Ir.. Ciavardini testified that 
investment tax credit - pre-1971 and deferred income taxes 
should not be deducted from the rate base since deferred 
inr.ome taxes are not a t ax sa vings but must be paid at a 
future date. Furthermore, Kr. Ciavardini sta ted that the 
taxes are n ormalized as far as expen ses are concerned 
keeping the ratepayer in the same position in terms of 
expenses as if straight-line depreciation were used. 

Kr. Kent testified that to exclude deferred i ncome taxes 
(i.e., not deduct them from the investment} vould penalize 

the 'current ratepayer since the charges clai�ed vere not a n  
actual cost of service to the pre sent customers .. 

The Commission concludes that deferred taxes, pre-1971 
investment t1'. x credits, and custom er deposits are customer 
contributio ns to capital and it is u nre asonable to expec t 
thP. Company's ratepayers to pay the Company a return on 
capita l vhich they have contributed; consequently, the 
cost-f ree funds must be excluded from th e company's 
investment for the purpose of determining the rea§gnable 
original cost net investment i n  utility plant. 

Tn the case of deferred income taxes, these funds arise 
principally as a result of nor11alizing the difference 
between th?. income tax effect of book depreciation 
(straight-line), an d tax depreciation {accelerated) • This 

results in the Company's recording a le vel of income tax 
expense in the income statement greater tha n the actual 
income tax liability incurred. consequently, the deferred 
income tax liability recorded on the balance sheet i s  the 
difference between the income tax expense reported on the 
income s tatement and the actual income ta x liability 
incurred. 'l'he Commission, by statute, is required to 
include the no rmalized tax expense in the cost of service on 
which rates are fixed. Therefore, t he ratepayer has 
contributed through rates an amount of cost-free ·capital 
equal to tbe deferred income tax liabilit y reflected on the 
balance sheet. 

In the case of nn a11.ortized investment tax credit 
(pre-1971), these funds represent a charge against 
operations that the Company vill never be required to pay .. 
As is the case vith deferred income taxes, the Commission by 
s tatute is required to normalize the effect of this tax 
credit. Therefore, the r atepayer has paid in through rates 
an expense vhich the company has not and vill not incur. 
The reduction in income tax expense o ccasioned by the 
investme nt tax credit is £loved bacJc to the company• s 
customers, ratably over the life of the related property, as 
a reduction in the cost of service. Unti l s uch time as the 
full amount of the normalized in vestment tax credit is 
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flowed back to the company's customers, the unamortized or 
deferred investment tax credit reflectea on the balance 
sheet is in substance customer supplied co st-free capital. 

Customer deposits represent a source of.cu stomer-supplied 
capital vhich the Company has available an d c an use for an y 
purpose. Intere st does accrue on these deposits, and, 
therefore, interest expense has be�n included in determining 
the test year cost of service. Sinc e the Commission h a s  
deducted customer deposits in arriving at the test year 
level of working capital, it has not been deducted in 
developing the net investment in utility plan t in service. 

The Commission therefore concludes that the Company's net 
investment in utility plant proper for use here.in is 
$3,160,752. Such amount is composed of gas plant in service 
of $5,QSQ,260 less accumulated depreciation of $1,932,337 
and cost-free capital of $361,171. 

EVIDENCE AND CONCLUSIONS FOF FINDING OF PP.CT NO. Q 

Both Company witness Ciavardini and Public Staff witness 
Kent included an allowance for working capital in developing 
original cost net investment. 

From a regulatory point of view working capital represents 
an investment in materials and supplie s  plus the c·ash 
requ'ired to pay operating expenses prior to the time 
revenues for services rendered are received.. &n allowanc e 
fol: wor king ca p ital is included in the rate bas e in order t o  
provide the investor vith a return o n  the capital furnished 
by him for these purposes. 

Hr. ciavardini1s working capital allowance of $252,118 
consists of 1/8 of the operation and maintenance expenses 
plus minimum bank balances a nd ma terials and supplies, less 
�verage tax accruals and customer deposits. This vas the 
same metho d employed in determ ining wor king capital in 
Docket No. G-3, sub 58, the company's last general Cate 
case;. 

rrir. Kent employed the same metho d in developing the 
working capital allowance for the company. eovever, because 
of other adjustments made by Mr. Kent, the total working 
capital allowance was c alculated to be $255,929. 

While the Commission adopts the method us ed by both !'.'Ir .. 
Ciavardini and �r .. Kent, the Commission has not adopted all 
of the adjustments as prop ose d by either vitness. 
Therefore, it is necessary for the Commission to calculat e 
the p roper level of working capital. Using the method 
employed by the two witnesses. the commission concludes that 
t be reasonable allowance for working capital of $259,813 is 
appropriate for use herein. 
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EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 5 

Exhibit 3 of the company's application presented a fair 
value of t4,049,747 consisting of the $3,590,000 found fair 
by the Commission in its Order dated January 3, 1915, in 
Docket No. G-3, Sub 58, plus additions of $946,280 less 
retirements of $56,286 subseguent to the end of the test 
period in that docket and less depreciation expense net of 
retirements of $430,247. No other evidence vas offered with 
regard to fair value. The commission, therefore, concludes 
that the fair value of the Company• s investment of 
$4,309,560, which inclu des $259,813 as an allowance for 
working capital, is appropriate for 11se herein. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 6 

Company vi tness Ciavardini and Pub1ic Staff vitness Stone 
pre sented testimony concerning the annualized operating 
revenues. The company accepted ftr. Stone's calculation of 
operating revenues of $3,225,757. The Commission therefore 
adopts the adjusted test period revenues of Mr. Stone of 
$3,225,757 as the end-of-period revenues. 

Hr- stone testified that the rates proposed by the company 
would produce operating revenues of $3,899,004. In stone 
Exhibit Ro. 4, Mr. Stone applied the rat es proposed by the 
company to the same volume s  used in developing the revenues 
of $3,225, 757 under end-of-period rates. The Company 
accepted !!r. Stone• s adjusted revenue figur·es for the 
production of revenues under the proposed rate increase. 
The Commission, therefore, concludes that the rates proposed 
by the Company will produce revenues of $3,899, 004 .. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 7 

Company witness Ciavardini 
expenses of $3,296,742 after 
adjustments.. f.ilr. Kent made the 
operating expenses presented by 

presented total oper ating 
accounting and pro forma 

following adjustments to the 
l!r. Ciavardini: 

Increa se in cost of gas 
Decrease in pension expense 
Decrease in company wage adjustment 
Decrease in insurance expense 
Decrease in taxes - other than income 
Decrease in depreciation expense 
Elimination of expense projection 
Increase in expenses to include 

interest on average customer deposits 
Decrease in income taxes 

Total decrease in expenses 

$ 22,058 
(1,290) 

(11,555) 
(1,564) 

(10,219) 

(68,231) 

2,978 
-1.22.Jl.!l.!l)
$(124,911) 

The adjustment to the cost of 
errors in Companv .figures based 
end-of-period rates. 

gas of $22,058 results from 
on estimated volumes at 
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The vage a djustment of $11,555 by Staff witness �ent 
results prim:1.rily from th e  excl usio n of salaries paid to 
personnel during the test period vho were no longer employed 
vith the company at -the end of the test year vhile salaries 
were normalized for nev personnel. Staff witness Kent 
eliminated the co11panr adjustment of $68,2:::31 intended to 
annualize operating expenses to the level of recorded 
expenses during the last four months of the test year. �r
Ken t  stated th at while there may be an element of inflation 
in the future, he coUld not agree with the projection of 
expenses as determined by "r• Ciavardi ni. These expenses 
vere entirely an estimate at the time of f iling; at the 
hearing, the Company introduced a dditional exhibits t o  
support this adjustment. Hr. Kent stated that the expenses 
could f lu ctuate up or down depending on the short perio d 
used as a comparison. He stat ed that had the eight months 
ended 8-31-75 bee n  co11pared with the 8-31-77 period,. a 
decrease in expenses of 19.06% vould result and a comparison 
of the eight months endea 8-31-76 vith 8-31-75 vould produce 
a JqJ decrease in expenses. Mr. Kent aiso stated that , 
until the supple mental exhibit was filed on t he day of the 
hea ring, he had been unable to obt ain any information free 
the company as to how the .1i68,000 ad1ustment had been 
calculated. In the suppl emental exhibit presented at the 
hearing, a portion of this adjustment was dedicated to wage 
inct"€ases, said to have resulted from union negotiations. 

I.ate-filed exhibits vere requested by the commissi on to 
sup�ort the·expense projections. The late-filed exhibits 
in dicate an increase of $29 ,. 342 in operating expenses as 
compared to the supple mental exhibit f�xhibit A., 
page 1 of 3) amount of $39,320. Following the Compa ny's 
methodology, this would t ranslate into an aajustment of 
$4Lt,011 ($29,342 :- 2/3) or $14,970 less than the !58, 981 the 
Company included on supplemental Exhibit A., page 1 of 3. 
The commission is of the o pinion that the annualization of 
an eight months' pe riod to calculate an adjustment to 
ope rating expenses is unreliable and invalid due to the 
widely fluctuat ing result s obta ined depending on the periods 
compared as well as the inco nsistencies that exist in the 
Company's original adjustment, supplemental exhibit 
adjustment, a nd the adjustment in the late-filed exhibits. 

The late-filed exhibits do sboif, however, that a wage 
settlement made by the company effective August 1, 1977, 
would add $31,070 to the annual operating expenses of the 
company. Th2 Commission believ€s that the wag€ settlement 
made by the compa ny effective August 1, 1977, vould I:"esult 
in an increase in annual operating expenses of apl)roximately 
$31,070. 

The commission, therefore, adopts $3,187 ,01 8 as the prope r 
level of operat ing expenses for use herein, which sum is the 
$3,17 1 ,831 proposed by Staf.f witness Kent a djusted to 
include $31,070 of additional vage expense and the related 
income tax effect of the vage adjustment of $15,883. 
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EVIDENCE AND CONCLUSIONS POR FINDING OF FACT NO. 8 

Since there is no indication at the present time that 
volumes of gas available for sale may be su bstantially 
increased in the near future and there being no basis for 
assuming any s ubstantial grovth in customers or sales, the 
Commission concludes that it would be unreasonabl e to adjust 
the revenues and expenses by an annualization factoI:". 

EVIDENCE AND CONCLUSIONS FOR FINDING OF PACT NO. 9 

The evidence for this Finding of Pact is to be found in 
Staff Accountant Kent's testimony as referred to hereinabove 
in Findings of Fact Hos. 3, 5, 6, and 7, the Evidence and 
Conclusions for such findings, and the Company's schedules 
and exhibits con cerning end-of-test-period book common 
equity. The rates of return which result from these earlier 
findings are derived by simply m aking the proper divisions 
of net oper ating income for return (less int erest where 
appropriate) b y  (a) the fair value as her etofore determined,
(b) the actual per books common equity investment, and
(c) the per books common equity plus the fair value
increment.

No prudent investor, given the present day risks inherent 
in the natural gas business (e.g., customer demands, 
curt.ailment of supply and temperature variations), vould 
conceivably risk his investment capital for an anticipated 
loss of an actual inTestment.. The Commission ,. therefore, 
concludes that the revenues and rates of return earned by 
Penn & southern during the test. year are unjust and 
unreasonable since they a re insufficient to allow the 
Company to meet the earnin gs standards presctibed by 
G.S. 62-133 (b) (4). 

EVIDENCE ARD CONCLUSIONS POR FINDING OP PACT NO. 10 

The evidence for this Finding of Pact vas pre sented in the 
testimony of Company vi tnesses Ciavardini and Lohmann and 
Public Staff vitnesses Kent and Kiltie. 

Plr. Ciavardini' s Exhibit Ho. 7 shovs that the full amount 
of the rate incre ase requested b y  the co11pany, including all 
adjustments made or accepted by the Comp any, would produce a 
rate of return of B.92� on the fair value of its property 
and 12. 271 on common equity. nr. P::ent testified that after 
Staff adjustments the proposed rates would prod uce a r ate of 
return of 10.37:C on original cost net investment and a 
return of 14.251 on book common equity. 

Mr. Lohmann testified that the Company•s current rate of 
return vas insufficient to satisfy the tests of G. s. 
62-133 (b) (4) and that, even if the full increase vere 
allowed,. the return is "••• vell belov 15,c; vhich ve believe 
vould be the 11.inimum return that investors would find 
attractive in today•s ma rket." He stated on 
cross-examination, however ,. that he did not perfor■ any rate 
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of return or cost of capital studies and did not consider 
hi■self to be an expert in this area. !Ir. Loh■ann agreed 
that. the rate of return reco■■ended by St.a ff vi tness !Cil tie , 
if it. could be earned, would be sufficient. for Penn and 
Southern, since it. exceeds what the Co■p.any•s n ev figures 
shov it. vould earn if all of the proposed increase were 
allowed. 

Public Staff witness !Ciltie reco■■ended that. Penn & 
Southern be allowed to earn a rate of return of 12.51 on its 
co■■on equity and 9.51 on its original cost net invest■ent. 
His opinion vas based upon a co ■parison of Penn & Southern 
to 12 natural gas co■panies whose sha res are actively 
traded, using the Discounted Cas h P'lov (DCP) approach. 
Having thus det.er■ined the cost of co■■on equity to Penn & 
Southern, he arrived at. a we ighted cost of all capital using 
an adjusted Dece■ber 31, 1976, capital structure and cost 
rates for debt provided by the Co■pany .  

Alt.hough the DCP' i s  theoretically the ■ost precise ■e t.hod 
of  deter■ining cost. of equity capital since it. is derived 
fro■ ■arket data vhich enco■pass es f actors of actual 
perfor■ance, the econo■y, generally, i nflation, outside 
influences, and investor expecta tions, !Ir. !Ciltie perfor■ed 
other tests as a check on his DC!' results. These ■ay be 
bri efly su■■arized as follows: 

(1) Illlli i� £Qfil of £lil!il• !Ir. !Ciltie noted that, 
although the Co■■ission approved a rate of return of 13.51 
on Penn & southern•s co■■on equity in Docket Mo. G- 3, 
Sub 58, the cost of capital has significantly declined since 
the test period in that case. As evidence for this 
pos ition, he recited (a) a decline in the annual rate of 
inflation fr o■ 15.61 (August 19H) to 3.61 (August 1977); 
(b) a decline in the cost of nev "A" rated utility bonds 
fro■ 111 (Septe■ber 19711) to less than 8.51 
(Septe■ber 1977); (c) a decline in the priae interest rate 
fro■ over 12"( (Septe■ber 19711) to 7-1/141 (Septe■ber 19 77); 
(d) a decline in the risk to the Coap any•s investors due to

the i■ple ■antation of the volu■e variation a�just■e nt 
clause, the exploration surcharge, and the e■ergency 
purchase surcharge; and (e) i■proved prospects for future 
supplies of n atural gas. 

(2) �2.u!.ll:!.filfil !Q recent Coa■issj,on Otlers. !I r. !Ciltie
noted the Commissi on's recent orders in Docket No. G-9, 
Sub 158, and G-5, Sub 11q, wherein Pied■on t Natural Gas 
Company and Public Service Co■p any of llort.h Carolina vere 
allowed returns on co■■on equity of 12.751 and 13 .251, 
respectively. !Ir. !Ciltie stated that, since the fin ancial 
risk to Penn & Southern vas less du e to its higher equity 
ratio, this tended to support a 12.51 cost rate for Penn & 
Southern•s co■■on equ ity. 

(3) Ti■e§ i.n!f� tl!.!!,ed 
that his recoa■ended level of 
prod uce a pre-tax interest 

test. Witness !Ciltie stated 
return, if e arned, would 

covera ge of II. 7 ti■es. This 
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level of coverage is ample protection for the debt holder 
and exceeds the level of coverage presently being earned by 
many utilities vhose bonds are "A" rated. 

Based on Finding of Fact No. 9 above, the Commission is of 
the opinion that the Company has demonstrated a need for a 
substantial increase in its rates and charges .. Because of 
the ongoing inflation, increased costs of debt and equity 
capital in the money markets, and uncertainties of today's 
economy, the C ompany is entitled to a reasonable return on 
the fair value of its property. However, because of the 
effects that the Commission's Finding of Fact No. 12, supra, 
and its related Conclusions and Ordering Paragraphs will 
have on protecting the company from any future variations in 
lev els of curtailment, the Commission is of the opinion tba t 
t h e  need for additional gross revenues is not as gre at as 
contended by the Company. 

The Commission concludes that Penn & So uthern should have 
the opportunity to earn a return of approximate ly 7.55% on 
the fair value of its North Carolina property used and 
useful in renderi ng gas utility service as determined 
hereinabove. Such a rate of return vill produce a return on 
common equity of approximately 12.50t and a return on fair 
valu e equity of approximately 8.191. The Commission 
concludes that these rates of return vill be sufficient to 
produce a fair profit for the Company• s stockho lders, to 
maintain its facilities and service in accordance vith the 
reasonable requirements of its customers, and to compete in 
the market for capital funds o n  reasonable terms. 

EVIDENCE AND CONCLUSIONS POR FINDING OF FACT NO. 11 

The schedule set forth in Finding of Fact No. 7, supra, 
shows that a net operating income for return of 
approximately $325,372 will be required to produce a return 
of 7.55':C on the fair value of the company• s property as 
heretofore determined. In order to achieve such income fo r 
return, the Company vill have a gross rev enues requirement 
of  $3,867,848. The Company's test year revenues, after the
Staff's adjustments are $3,225,757 in Finding of Fact No. 6.
The difference betveen the company•s t est year revenues as
adjusted and the gross revenue requirement needed to produce
a 7.55':C return on fair value is $642,091. �he Commission,
therefore, concludes that the Company has a need to increase
its gross earnings iD the amount of !'642,091.

EVIDENCE AND CONCLUSIONS FOR FINDING OF F�CT NO. 12 

The ev idence for this Finding of Fact vas found in Docket 
No. G-3, sub 58, in the testimony of Company witness 
Coulter, the testimony of Staff witness Stone, the 
Commission's official files and records on this point in 
Docket Nos. G-100, Sub 18 (Curtailment Priorities for 
Shortage of Natural Gas), G-9, Sab 131 (Piedmont Natural Gas 
Rate Case), and G-5, sub 102 (Public Service company Rate 
case), vhich are incorporated herein by reference, the 
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proceedings before the Federal Power Co11mission (FPC, nov 
the Federal Energy �egulatory Comm ission or FERC) in its 
Docket No. RP72-99 (Transco curtailment Proceeding), and 
related court. cases. These facts have not changed 
substantially at the present time. 

Curtailment. of natural gas to North Car olina distribution 
companies, including Penn & Southern, has been steadily 
increasing since 1971, vhen Transco's supplies first. fell 
s hort of the contract demands placed on it by its customers. 
Transco is t he only pipelin e sup plying North Carolina gas 
utility companies. Its ability to meet its fU-1.l contract 
demands continues to decrease. The deepening shortfall of 
gas energy supply has not be en cons tant and steady b ut has 
fluctuated from 11100th to month and from season to season. 
Often, act ual deliveries vere quite (1ifferent from earlier 
project ions of such deliveries. 

The other factor, asid e from Tra nsco• s decreasin g  
supplies , vhich affects the actual amount o f  gas received in 
North Carolina is the curtailment plan a pproved by the FPC 
(PERq for Transco. Hearings have been held befo re the FPC 
(FF.RC) and three se?arate types of plans considered. 

The co11mission in its Order of January 3, 1975, i n  
�ennsylvania and Southern•s last general rate case, Docket 
No. G-3, Sub 58, approved a curtailment tracking adjustment 
(C'l'A) t,o track increases and decreases in the margin between 

gross revenues less the applicable gross receipts tax and 
the cost of gas which vas produced by changes in the 
curtailment of gas supply. The CTA was modified by 
subsequent. Order of the Commission. The Commission 
concludes that the CTA is a reasonable and necessary 
rate-making tool due to the continuing uncertainty of the 
gas supply situation. The Commission, therefore, concludes 
that the CTA should continue to be a .part of the company's 
rates. 

Usin g the most recent. projections from Transco available 
at the time of the bearing, the commission further concludes 
that the volumes, revenues, gross receipts tax, cost. of gas, 
and base margin to be used in the CTA. are as follovs: 

'T'otal supply 
Less: company use 

!Jnaccount.ed for 
Total l'ICF sales 

Pl'inimum bill volumes (l'ICF) 

V0LU8ES 

�L!!_65 
1,300,329 

81.i, 1.111 
========= 

Pevenues, Cost of Gas, Gross Receipts Tax and Base Margin* 
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Gas sales revenues 
Less: Cost of gas 

Gross receipts tax 

Base ?11.argin 

GAS 

$2,178,337 
--�ll, 011 

Amount 
$3, a61;Bi'ia 

�.a.lli&!!.� 

$1,457,440 

* Corcected by Order in Docket No. G-3, Sn b 76, dated 3-2-78

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 13 AND 14 

The rate schedules as proposed by the Company would 
produce test year revenues of $3,899,004 according to Staff 
calculations in Evidence and Conclusions for Finding of Fact 
No. 6 above. These revenues exceed, by approximately 
$31,156, the Company's gross r:evenue requirement as 
heretofore determined of $3,867,848, which will be necessary 
to produce a 7.55� return on the fair value of the Co11.pany 1 s 
property. The commission, therefore, concludes that the 
rate structure proposed by the Company is unjust and 
unreasonable and should not be allowed. 

Public Staff w itness stone testified that the presen t rate 
structure should be revised to conform to the nev priori ty 
svstem O soon to be adopted by the commission and that he 
vOuld file a late exhibit presenting a revised rate 
structure. (Tvo other purposes of the changes proposed by 
nr. Stone vere to simplify the rate structure and to 
eliminate promotional rates.) That exh ibit w as filed on 
November 30 r 1977. The five major changes proposed by ftr. 
Stone are briefly discussed below: 

( 1) £2�2li�!g lliilirut Schedules ! (R�fil&entia!J filill
A-1 ("ultip!e Dvell.i!lg Service). This change would simplify 
the rate struct u re by eliminating one rate schedule. 
F.vidence at the hearing tended to show that th ere was only 
one customer in Schedule A-1 and that such customer used 
less th an 50 PICP' per dayr all for residential purposes. 

( 2) Combine Schedule A-3 (Schools) vith Schei u·le £ 
(General £.Qmm.�.!.21). The end use of gas in both of these 
rate schedules is nea rly identical; i.e.r both types of 
customers primarily use sm all to intermediate volumes of 
natural gas for daytimer space bea ting purposes. Fur ther r 

public school s have traditionally been a ccorded preferential 
or promotion al rate treatment by all natural gas companies. 
Thus r this proposed change v ould further simplify the rate 
structure a nff remove a promotional rate. 

(3) Ch3.nge Rate Schedule E-1 (Industria l Service Rate) to
a flat rate. The p resent and company prop osed Rate Schedule 
i-1is a three-s tep r declining block rate which is r by
definition r promotional: i.e. r the more gas consumedr the
lover the per u nit cost of the gas. A flat rate would be
easier to administer r would simplify the rate st ructurer and
vould remove ano th er promotion al rate.
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(Q) Change 2£hedule G (Ceraaic Interrugtible) to a flat
rat,g and consolidate vith Schedul� P (General 
Interruptible). Rate Schedule F is already a flat rate. 
Rate Schedule G is a tvo-step, declin ing bloc.k rate vbicb i s  
promotional as  defined above. Given the size of  Penn & 
Southern and present curtailment levels, there is no need 
for two industrial, interruptible rate schedules. Adoption 
of the Staff's proposal would further simplify the overall 
rate structure, deCrease administrative expenses, and remove 
the promotional aspect of Rate Sched�le G. 

(5) Eliminate pate Schedules H (Storage Gas Seryice) and 
I (Large Volu11e Interrufil:ible summer Gas). Evidence at th'e 
hearing tended t o  indicate that Rate schedule I vas 
ide ntical to Rate Schedule F; that Duke Paver company was 
the only customer in Rate Schedule I; that no cus tomers vere 
being carried in Rate schedule H; and that there vere no 
test year sales in either of these two rate schedules. 
There is no necessity for th e continued existence of these 
rate schedules since they are no longer used. 

on October 25, 1977, the Commission issued an Order in 
Dock.et No .. G-100, Sub 24, establishing nev priorities for 
ctu:tail111ent of natural gas service. The Commi ssion takes 
judicial notice of the provisions of that oraer. 

The Commission concludes that the revised rate structure 
presented in Public Staff witness Stone's late-filed exhi bit 
is just and reasonable and that rates approved in this 
proceeding should be based on this revised rate structure 
and the nev priority system. 

IT IS, THEREFORE, ORDERED as follows: 

1. That the Public Staff North Carolina Utilities 
commission shall prepare and file sch edules of rates and 
c harges, based upon the revised rate structure proposed 
herein and hereby a pproved, designed to produce total annual 
gross revenues of $3.867,848 on test year contract demand 
volumes of 1,300,329 ftcf available for s ale by Pennsylvania 
and Souther n Gas Compa ny, North Carolina Gas Service 
Division. 

2. That 
effective on 
inc ceases in 

Penn & southern shall file tariffs to become 
one day's notice reflecting the adjustments and 
rates and charges approved herein. 

3. That the CTA shall. 

Company's r�tes and charges 
contained 1n this order in 
Finding of Fact No. 12. 

continue to be a part of the 
calculated usin g base data 

P.vidence a nd Conclusions for 

4. Penn & southern shall notify its customers concerning 
the effect on them of the rate increa se grant ed herein by 
appropriat e billing insert along with the next bill sent to 
each customer afte r the date of this order. 



330 GAS 

5. That the Undertaking for Refun d filed on 
September 14, 1977, in this docket is hereby discharged. 

ISSUED BY ORDER OF THE COftMISSION. 

This the 16th day of February, 1978. 

(SE AL) 

NORTH CAROLINA UTILITIES COMMISSION 
Katherine H. Pee le, Chief Cleek 

DOCKET NO. G-9, SUB 176 

BEPORE THE NORTH CAROLINA UTILITIES COftHISSION 

In the Matter of 
Application of Piedmont Natural Gas company, 
Inc., for an Adjustment of Its Rates and 
Charges 

ORDn SETTING 
UTES 

HEARD IN: 

BEFORE! 

APPEARANCES: 

Education center, Charlotte, Horth Carolina, on 
Tuesday, Hay 30, 1978; Guilford County 
Courthouse, Greensboro, North Carolina, on 
Wednesday, May 31, 1978; Commis sion Hearing 
Room, Dobbs Building, Raleigh, North Carolina, 
on Thursday and Friday, June 1 and 2, 1978, and 
Tuesday and Wednesday, June 6 and 7, 1978 

commis sioner 
commissioners 
Roney 

Robert Fischbach, Presiding; and 
Sarah Lindsay Tate and Ben E. 

For the Applicant: 

Jerry W. Amos, Brooks, Pierce, 
Attorneys at 
North Carolina 

Humphrey & Leonard, 
Draver u, Greensboro, 

Par the Int ervenors: 

McLendon, 
Lav, P.O. 
27402 

Thomas R. Eller, Jr., Attorney at Lav, P.O. 
Drawer 27866, Raleigh, No rth Caro lina 27611 
For: North Carolina Textile nanufacturers 

Association, Inc. 

Dennis Mye rs, Associ-ate Attorney 
Department of Justice, P.O. Box 629, 
North carol in a 27 6 02 
For: The Using and Consuming Public 

Genera l, 
Raleigh, 

Jerr y e. Fruitt, Chief Counsel, Public Staff, 
and Dwight w. Allen, staff Attorney, Public 
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Staff, Borth Carolin a Utilities Commission, 
P.O. Box 991, Raleigh, North Carolina 27602 
For: The Using and consuming Public 

BY THE co��ISSION: On December 
Gas Company, Inc. (hereinafteL 
Company), filed an application 
authority to adjust its rates and 
gas in North Carolina. 

30, 1977, Piedmont Na tural 
called Piedmont or th e 
vith this Commission for 

charges for re tail natural 

The commission on January 2Q, 1978, issued an Order 
setting the matter for hearing, suspended the p't'oposed rates 
for a period of 270 days froca the effective date of 
February 1, and required that public notice be given. 

On January 11, 1978, the Public st aff, by and through its 
Executive Director, Rugh A. Wel ls, file d notice of 
intervention on behalf of the using and cons uming public. 
Such intervention v as recognized i n  the Commission's order 
Setting Hearing issued on January 24, 1978. The Attor�ey 
General also filed a noti ce of intervention on behalf of the 
using and consuming public on January 26, 1978, which 
intervention was recognized by Commission Order issued 
April 12, 1978. A �otion for Leave to Intervene was file d 
on behalf of the North Carolina Textile Pfanufacturers 
Association, Inc., on April 11, 1978, which motion was 
allowed by Commission Order issued April 18, 1978. On 
May 5, 1978, a !'lotion for Extension of Time to File 
Test imony vas filed by the Public Staff. Such Motion was 
granted by commission Order issued on ftay 8, 1978. 

On May 1, 1978, represent atives of Piedmont, the Public 
Sta ff, and intervenors met with the Commission to discuss 
P ied mont's nroposed formula for the allo cation of the 
natural gas supply between North Carolina and South Carolina 
which would have an effect on this rate case. on l!ay 
B, 1978, the commission issued its order adopting the 
apportionm ent plan with some modification. 

The Company 
its request for 
$6,973,997. 

filed a revised petition on nay 16 amending 
additional revenues from SS,984,207 to 

The matter came· on for hearing as scheduled in the Order 
Setting Rearing. 

The Company presented the direct testimony and exhibits of 
six witnesses as follows: 

J.D. Pi ckard, President and Chief Executive Officer of 
Piedmont, testified to Piedmont's history, its service area, 
it.s customers, its sources of gas supplies, and its 
employees. 

Ted C. Coble, Assist ant Controller of 
to P iedmont's acc ounting exhibits (with 
revenues and cos t  of gas). 

Piedmont, testified 
the exception of 
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Everette c. Hinson, Vice Presi�ent and Treasurer of 
Pi edmont, testifiea to Pied■o n t•s financing history during 
the period 1972 through the end of the test period, 
Piedmont's present. financial condition, Piedmont• s need for 
rate relief to meet its financial needs, and Piedmont's 
proposal to withdraw its curtailment tracking adjustment 
(CT A) • 

Richard s. Johnson, Vice 
Nanagement Consultants, Inc., 
an expert in rate design 
cost-of-service study. 

President of stone & Webster 
testifiea for the Company as 
and pres ented the Company's 

ware F. Schiefer, Assistant Vice President of Pied11ont, 
testified to the cost of competitive fuels and the design of 
the proposed ra te schedules. 

Ronald B. Paige, Vice President of Kidd er, Peabody & 
In corporated, testified for the company as an e:r.pert in 
areas of cost of capital and fair rate of return. 

Co., 
the 

The Public Staff offered the testimonv and exhibits of 
eight witnesses as follows: 

J. Craig Stevens, Director, consumer Services Division,
testified to complain ts received by the Consumer Services 
Division from customers of Piedmont Natural Gas Company , 
Inc., durin g the last tvo calendar years. 

Jana K. Hermie, Accountant for the Public staff, presented 
testimony concerning the Company• s test period origina1 cost 
net investment, revenues, expenses, and return on original 
cost net rates and under the Public Staff's pr oposed rates. 

Dr. Colin c. Blaydon , 
testified to the results of 
ICF for the Public staff. 

Principal 
a gas rate 

of ICF, Incorporated, 
studv performed by 

Wesl ey A. �agat, Consultant, ICF, Incorporat ed, presented 
the rate design ■odel and co st estimates used in the ICF 
analysis. 

Donald E. D aniel, Assistant Direc tor of Acco unting for the 
Public Staff, testified to the Public Staff's recommended 
rate-making treatment for unamor.tized Job Development 
credits and stockholder fnnds invested in the co■pany•s 
approved exploration progra■s, and to the Public Staff's 
position on Piedmont• s proposal to vithdrav its curta ilment 
tracking ad·just11ent. 

Eugene ff. Curtis, Jr., Utilities Engineer for the Public 
Staff, presented a cost-of-service study. 

Daniel Pl. st.one, Utiliti es Engineer for the Public Staff, 
presented testimony on the proposed pro forma Yolumes,  
purchased gas cost, revenues , and rate design for the 12 
months ended September 30, 1977. 
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Tho■as 11. kiltie, Director of the Economics and Research 
Division of the Public staff, testified to Piedmont's cost 
of capital and required fair rate of return. 

�ark Henry Werner testified as a public witness that the 
Commission should reject Piedaont1s requested rate inc rease. 

Dr. Edvard w. Erickson, Professor of Economics and 
Business, Korth Carolina state University, offered rebuttal 
testimony to the Public staff's position on cost of capital 
and fair rate of return as testified to by witness Kiltie. 

Following the receipt of all testimony 3.Dd exhibits, it
vas agreed that Legal Briefs and Proposed Findings of Fact 
and conclusions of Lav could be filed by all parties, and 
the ..:ecord in this docket vas closed. 

Based upon the entire record in this proceedin g, the 
commission nov makes the following 

FINDINGS OF FACT 

1. That Piedmont Natural Gas Company, Inc., is a duly
created and existing tfev York corporation authorized to do 
business in North Carolina as a franchised public utility 
providing natural gas service in 42 North Carolin a 
communities and is properly before the Commission in this· 
proceeding for a determinati on of the justness and 
reasonableness of its proposed rates and charges as 
regulated by the Utilities Commission under Chapter 62 of 
t he General statutes of Horth Carolina. 

2. That
and utilized 
months ended 

the test period established by the 
by all parties in this proceeding 
September 30, 1977. 

3. That the annual increase in revenu es
Piedmont under its proposed rates as filed 
pcoceeding on !'lay 16, 1978, is $6,973,997. 

Commission 
is the 12 

sought by 
in this 

4. That Piedmont is providing
service to its existing custome rs in 
extent that it is able under 
curtailment of its pipeline supplies 

a dequate n atucal 
North Carolina to 
the present level 
of natural gas. 

gas 
the 

of 

5. That the original cost of Pieamont•s pl�nt i� serTice
used and useful in providing natural gas service in North 
Carolina is !111,780,320. To this amount should be added 
leasehold improvements net of amortization of $29,953, and 
from this amount should be deducted the accumulated 
depreciation associated vith the or iginal cost of this plant 
of !30,Q70,919 and customer advances for construction of 
$355,234. This results in a reasonable original cost less 
depreciation, or a net gas plant in service, of $80,994,120. 

6. That the reasonable allowance for working capital for
Piedmont Natural Gas company, Inc., is $7,998,486. 
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7. That the fair value of Piedmont Natural Gas Co11pany•s 
plant used and useful in providing gas service in North 
Carolina should be derived by adding additions and 
subtracting retirements and depreciation since Piedmont's 
last genera1:- rate case from. the fair value of such plant as 
established in said last rate case. By this method, the 
Commission finds that the fair valae of Piedmont's utility 
plant devoted to gas service in North Carolina is 
$112,250,753. This includes a reasonable fair value 
increment of $30,941,352. 

8. That the fair value of Piedmont's plant in service to 
customers within the State of North Carolina consist s of 
$112,250,753, plus th e reasonable allowance for working 
c apital of $7,99e.qe6, less customer aavances for 
construction of tJSS,234, plus net le asehold improvements of 
$29,953, less cost-free capital of SJ, 126,726. This yields 
a reasonable fair value of Piedmont's property used and 
useful to North Carolin a customers of $116,797,232.

9. That Piedmont's test year operating revenues, after
appropriate accounting and pro forma adjustments, under 
present rates are approximately $68,390,252 and ull.der the 
Company's H�y 16, 1978, proposed rates would have been 
approximately $75.364,249. 

10. That the level of Piedmont's operating revenue 
deductions after accounting and pro forma adjustments, 
including taxes and inte rest on customer deposits, is 
$62,584,234 which includes the amount of $3 ,121,419 for 
actual investment currently consumed through reasonable 
actual depreciation. 

11. Tha t the capital structure which is• pt'oper for use in
this procee ding is the following: 

Ite11 
Debt 
Preferred Stock 
Common Equity 

Total 

Percent 
sf:°65 

2.68 
_!!Q_.§.L 

100. 00
======= 

12. That vben fair value increment is added to
component of the original cost net investment, 
value capital stt"ucture is as follows: 

Item 
Debt 
Preferred Stock 
Common Equity 

Total 

���!!! 
Q1.64 

1.97 
_56.3:L_ 
1 00. 00 
======= 

the equity 
the fair 

13. That the Company• s proper _embedded cost of debt and
preferred stock are 7.50% and 5.22$, respectively. The rate 
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of return which should be applied to the fair value of 
property (or rate base) is 7 ,. 13i. This return on 
Pieamont•s rate base will allow the Company the opport unity 
to earn a return on fair value equity of 6. 92'1, after 
recovery of the embedded costs of aebt and preferred stock. 
This return on fair value equity results in a return 
of 13. 06'1 on original cost common equity. S uch returns on 
rate base, fair value egui ty, and common equity are just and 
rea sonable. 

14. That Piedmont's pro form.a return on the fair value of 
its property (or rate base) at the end of the test year is 
approximate ly 4.97% which is less than the Com•ission has 
aetermined to be just and reasonable. Therefore, in order 
t9 earn the level of returns 11hich the Co■mission finds to 
�e just and reasonable, Piedmont should be allowed to 
increase its rates and charges so as to produce an 
additional $5,527,619 based on operations during the test 
year, modified to reflect the p rovisi ons of the Commission's 
order of �ay 8, 1978, regarding natural gas apportionment. 
The commission finds that, given efficient management, this 
amount of aaditional gross revenue dollars will afford the
Company an opportunity to earn the levels of return on r ate 
base, fair value equity, and origin al cost eguity which the 
Commission has found to be fair, both to the company and to 
its customers. 

15. The schedule of rates and cha rges att ached hereto as

Appendix A of this Order is hereby found to be just and 
reasonable and should be used by the Company to generate the 
amount of additional annual gas sales revenues ($5,527,619) 
found proper and reasonable for Piedmont. 

16. That the curtailment tracking adjust11�nt {CTA) 
heretofore approved for use by Piedmont, and modified in

various prior proceedings before this Com11ission, is a just 
ana rea sonable rate-m aking device to protect Piedmont from 
vide fluctuations in th e level of cu rtai.lmen t fro■ its 
p ipeline supplier and to protect Piedmont's customers from 
the uncertai nties of continual rate cases, vhich would be 
required without the CTA. The nev base ma rqin, established 
herein, vhich is appropriate for future CTA filings is 
$28,843,824 (the difference between test-year revenues, less 
associated gross receipts taxes and test-year rev enues, less 
cost of gas),. The new base period supply volume s which are 
appropriate for use in future CT� filings are 274,421,098
therms. 

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF' FACT 
NOS. 1 THROUGH q 

The evidence for these findings is contained in the 
verified application, the Commission's Order Setti ng He aring 
and Investigation an d the testimony of Company vi tnesses 
Pickard, Hinson and Coble and Public staff witnesses Hemric 
and Stevens. The evidence 111 s uncon tra dieted and 
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uncontested. These findings are essentially informational, 
procedural, and jurisdictional in nature. 

EVIDEHCE lHD CONCLUSIONS FOR FINDING OF FACT NO. 5 

Both Company witness Coble and Public Staff witness Hemric 
presented identical amounts for gas plant in service, 
leasehold improvements net or amortization, accumulated 
depreciation and customer advances for construction. The 
resulting net original cost of gas plant in serTice is as 
follows: 

original cost of gas plant in service 
Plus: Leasehold improYements 

Less: Accnaulated de preciation $30,470,919 
custo■er advances for 

$111,780,320 

�--�29,953
$111,810,273 

construction 355 234 _30«A26, 153 

Net original cost of gas plant in service 

There being no evidence to the cont rary, the Commission 
concludes that the original cost of Piedmont's net gas plant 
in serYice for use in this proceeding is S80,9BQ,120. 

EVIDEHCE AND CONCLUSIONS POR PI!lDING OP PACT HO. 5 

The Public Staff's coaputation of working capital is found 
in He■ric's Exhibit 1, schedule 2. At the hearing, counsel 
for the Public Staff stated that if the actual test year 
level of interest on custom.er deposits is included in the 
cost of service then the Public Staff voald agree that 
average, rather than year-end, customer deposits should be 
used in computing working capital. No other party presented 
any evidence vith respect to the computation of vorking 
capital. Piedmont accepted t he Public Staff's calculation 
of working cap.ital as adjusted during the hearing. 

The com■ission, as vill be discussed subsequently, has 
included in the test year level of gas volumes aTailable for 
sale 540,790 ftCP above the lev el proposed by the company in 
its revised filing. This addition makes the test year level 
of gas volumes aTailable for sale reflect the total gas 
volumes available for sale based upon design weather 
conditions. 

The Company• s justification for excluding this incre11ent 
of gas supply was that in the event of a nonal vinter this 
volume should not be sold to low priority customers but 
should. be kept in storage for sale in the following vinter. 
This would preclude the need to purchase SQ0,790 ftCP of 
emergency gas voluses. If such a reauction is not reflected 
in test year operations, the company could be left v ith tvo 
undesirable courses of action. (1) The company could elect 
to keep the gas i n  storage for future use, but this vould 
postpone to a later accounting period, or pe rhaps 
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indefinitely, the recovery of the CTl aaa rgin" thereon; or, 
(2) The Coapany could elect to sell the gas to lov priority

customers. but thereby crea.te the need to purchase. 
additional emergency gas volumes to aeet future sales to 
priorities 1 and 2. 

The Co■■ission belieYes it is in the best interest of both 
the Company and its customers to ■inimize the purchase Of 
emergency gas. The Co11mi:ssion also belie-ms that it trould
be inequitabl e to require the company to postpone to a later 
accounting period, or perha ps indefinitely, the recovery of 
the "■argin" on gas volumes carried forward into a future 
period. As v11i be discussed subsequently, the Com■ission 
finds that in future true-ups of revenues collected under 
the CTA surcharge for Piedmont, recognition sha11 be given 
to gas volumes placed .in storage for carry oTer into the 
following winte r season. This will a llow Pied■ont 1:o 
recover through the CTA the margin postponed due to the 
placemen1: of gas volumes in storage for la1:er use. Since 
the base period margin does not include the •cost of gas n 

the Co■aissi.on is of the opinion and so concludes that the 
cost of gas to be placed in storage should be included in 
the allowance for working capital. 

The Comllission, therefore, concludes that the proper level 
of vorking capita l for use in this proceeding should be 
calculated as follovs: 

rte■ 
1/8 of operation and maintenance expense 
compensating balances 
rtaterials and supplies (average) 
!verage prepayments
Av erage tax accruals
customer deposits
Gas held in storage

Total Working Capital 

Amount 
$1:;i1ii�27 

2,002,050 
6,530,983 

735,220 
(2,467,Q01) 

(90Q, 702) 
_ _fil!!!L.!!J!.L 

$7,998,486 
===--======= 

EVIDEHCE AND COftCLUSIONS FOR FINDIHGS OF FACT HOS. 7 AND 8 

The commission is of the opin'ion and so concludes that 
since no Replacement cost Study was offered into evidence 
the fair value of Piedmont's plant used and useful·in 
providing natural gas service to North Carolina should be 
derived by updating its most recent fair v alu e determination 
to September 30, 1977. The fair value of $112, 2?0, 753 is 
found in Company vitness Coble• s Revised R-zhibit Ho. 1,
Schedule 4. This fair value of plant-in-s ervice includes a 
£air value  increoent of !30,9Q1,352 derived froa deducting 
the net original I cost of plant of $81,309,401 
($111,780,320-$30,470,919) fro12 the fair value of 
plan-t-in-service of $112,_250, 753. 

In determining the total fair value of Piedmont's 
property-in-service of $116,797,232 the Commission has added 
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to the fair value of Piedmont• s plant-in-service of 
$112,250,753 the a11ovance for working capital found pro per 
in Finding of Fact No. 6 of $7,998,486, net lease hold 
improvements of $29,953 (Finding of Fact Ro. 5), and has 
deducted customer a dvances for co nstruction of $355,234 
(a1so Finding of Fact No.5) and accumulated deferred income 
taxes of $3,126, 726. 

Testimony regarding the proper rate-making treatment of 
deferred income tazes vas presented by Public Staff witness 
Hemric and Company witness Coble. The Public Staff 
recommended that accumulated deferred income taxes be 
deducted by the commission in its determination of the fair 
value of property used and useful in providing public 
utility services. Company witness Coble recommended that 
the deferred income taxes be included in the capital 
structure a t  zero cost and that the resulting capitalization 
ratios form the ba sis for the allocation of the deferred 
income taxes to the co■pany•s utility operations. 

At the hearing, company witness Hinson offered testimony 
and an exhibit for capital structure which reflects an 
updating to Narch 31, 1978, an d which incorporates the 
Public Staff's exclusion of JDIC a nd adjustments for 
accumulated deferred income- ta1:es and ·subsidiary opera-tions. 
Witness Hinson stated that he did not contest the Public 
Staff's position vith respect to these adjustments. 

Therefore , the Commission 
recommendation vith regard to 
taxes. 

has adopted the Public staff's 
accumulated deferred income 

EVIDENCE AND CONCLUSIONS FOR FINDINGS OP' PACT ROS. 9 AND 10 

The evidence supporting these findings of fact is found in 
the v�rified petition and in the testimony and exhibits 
presented by Company witnesses Hinson and Coble, and Public 
Staff witnesses Hemric and Stone. 

Pieamont and the Public Staff are in substantial agreement 
with respect to the net operating income available for 
return under the present rates. The Company accepted the 
Public staff's computation o f  net income for return ti 
mised il the hearing to correct certain errors in the 
calculations of cost of gas and revenues and to include 
certain adjustments proposed by Piedmont and agreed to by 
the Public Staff. These revisions were as follows: 

1. $206,541 additional revenues to correct error;

2. $174,564 aaditionat cost of gas to correct error;

3. $111,274 addit ional operation and maintenance expense
to include the following additional expenses incurred
by Piedmont prior to the closing of the hearing in
this docket:
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(a) $32,000 (1/Sth of management audit fe e of
$160,000);

(bl $53,170 (additional pension costs); 

(c) $26,104 (additional postage cost);

339 

4. $12,392 gross receipts taxes on additional reYenues
[.06 X S206,511];

5. 

6. 

$5,501 Horth Carolina inco■e tax due to aboYe
111,274adjustments [.06 (206,541 17Q,56EJ 

12,392) ];

S41,370 reduction in 
above adjustments [ .48 
- 12,392 + 5,501) J; and

Federal income taxes due to
(206,541 - 174,564 - 111,274

7. $16,722 to restore interest on customer deposits
actually incurred.

Both the company and the Public Staff based their 
calculation of the test year level of revenues and expenses 
on a leTel of gas volu■es vhich ns 540,790 BCP less than
the total gas Yolu■es available for sale. The commission, 
as previously diScussed, after having very carefully 
considered the eTidence presented by the company in support 
of its proposal, and as a result of provis-ions contained 
her ein. belieTes that such a reduction in gas volumes 
available for sale is unwarranted and not in keeping with_ 
the nnor■alizatio_n conceptn. in the fixing of ratesi a nd, 
therefore, is inappropriate for use in this proceeding. 

therefore, has increased the test year The Com�ission, 
level of rev enues, 
discussed preTiously, 

expenses and operating income. As 

by the parties. The 
all other adjustments were agreed to 

co■11ission•s adjustments are as 

follows: 
I� 

Operating- Revenues 
Cost of Gas 
Oncollectibles Expense 
Gross Receipts Tax 
Income Taxes - State & PedeJ:"al 

Tot.al Expenses 

Oper ating Income 

A■ount 
$, i..TI�:6 8 !! 

688,009 
8,407 

70,037 

__ --1Q.2d.2.2 
S 975,652 
========== 

$ 200,032 

The Co�mission therefore concludes, for purposes of this 
proceedingr that the proper level of Piedmont's revenues r 

expenses and net oper ating income for return under present 
rates after accounting and pro forma adjustments is as 
follows: 
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Description 
Ooera ti nq revenues 

Sales of gas 

GAS 

Other operating revenues 
Total operating revenues 

Operatin.g_��penses 
cost of gas 
Operation and maintenance 
Depreciation 
Taxes - other than income 
Income taxes - State 
Income ta 1:es - Feder al: 

Current and deferred 
Investment tax credit 
Amortization of inTestment tax 
credits 

Total operating expenses 
Net operating income 
Interest on customer deposits (deduct) 
Net operat ing income for retu rn 

$68,286,81lJ 
-�3,1138 
�.2!!L252 

Ll0,541, 774 
11,323,020 

3,121,IJ19 
5,697,250 

232,417 

1,321,ll46 
349,256 

_ _ii;_i.425) 
_62,5�

L
157 

5 ,.866 ,095 
_ _l!!.[l,077) 
$ 5,806,018 

EVIDENCE AND CONCLUSIONS POR FINDINGS OP FACT NOS. 11-12 

The capital structure as 
an d as pr esented by the 
following respects: 

present ed in the company's filing 
Public Staff differed i n  the 

1. In -its filing, the Coapany used its capital structur e
at September 30• 1977. The Public Staff updat ed the capital 
structure to December 31, 1977. During the cours e of 
hearings in this docket, the Company contended that the 
capital structure should be further updated to 
March 31, 1978. 

G.s .. 62-133 (cl permits the updating of historical te st
period data to shov actual chan ges occurring up to the t ime 
the hearing is closed. Indeed, the Public Staff recogni�ed 
the appropriat eness of such updating vhen it updated the 
capital structure from September 30, 1977, to 
De cember 31. 1977. 

The commission believes that the purpose of the tes t yea r 
concept in the fixing of rates is to arrive at an annual 
level of revenue s and costs that is �gE.;g�g!!tative of the 
level t he Company can be expected to exp erience on an 
on-going basis. 

T he Commission has reviewed Piedmont's capital structure 
in prior periods and concludes that the capital structure 
should be updated to "arch 31, 1978, because this adjustment 
reflects a kn own change prior to 1:he close of hearing and is 
a change the Commission deems reasonable and approp riate. 

2. The Company treated accuuulate d deferred income taxes 
as a cost-free itea in the capital structure, vhereas the 
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Public Staff excluded this time from the capit al structure 
and took i t  as a de duction .to r ate base. 

This issue vas di scussed under Evidence and Coriclusions 
for Findings of Fact Nos. 7 and 8 and need not · be repeated 
here. The Commission concludes, therefore, that the 
accu11ula ted · d.eferred income taxes shall not be include d in 
the capital structure. 

3. The Public Staff deducted the Company's investment in
approved exploration programs from col!lmon equ ity, which ha s 
the effect of treating this investment as i f  it ha d been 
provided 100� by the Company's common stockholders. The 
Company d id not make this deduction, which has the effect of 
tr e·ating this investment as if it were suppo rted by the 
tota\ capital structure. Both the comp any and the Public 
Staff made an addition to common equity to reflect the 
company• s losses attributable to these approved explora tion 
programs. 

The Commission has very car efully considered the evidence 
pre sented on the issue of company investments in approved 
exploration programs. The commission taltes note of the need 
for further evidence on the overall question of exploration 
programs and specifically hov th� benefits for both 
ratepayers and stockholders will be determined.. This topic 
is sche·duled. for further hearings i n  Docket No. G-100, 
Sub 22, scheduled ·f or later this year. For the µux:poses ·of 
this proceeding, the commission conclu:les that both 
adjustments to common egnity are improper and, accordingly, 
are disallowed. 

4. In its filing the company included the unamortized 
balance of the Job Development Investment Tax credit (JDIC) 
as a part of common eguity. The Public staff through the 
testimony of w itness Daniel recommended ex cluding JDIC from 
the company• s capital structure. At the hearing, Company 
witness Hinson offered testimony and an exhibit for capital 
structure which re flects an updating to !!ar:::h 31, 1978, and 
which incorpor at es the Public Staff's exclusion of JDIC and 
adjustments for accumulated def erred income tax es and 
subsidiary operations. Witness Hinso n stated that he did 
not contest the Public Staff's position vi th respect to 
these adjustments. 

As previously stated in t his Pinding, the Commission 
adopts Piedmont's position to update the capital structure 
and, accordingly, excludes JDTC from commo n equ ity. 

Based on the fo regoing, the Commission concludes that the 
proper c apitalization ratios for use in the proceedings are 
56.651 long-term debt, 2.681 preferred stock, and 40.671
common equity, vhich ratios are c alculated as fo llows: 
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Ite!! 
Long-Term debt 
Preferred stock 
common equity 

Tot.al 

GAS 

Amo!!_!!! 
$ 71,361,517 

3,380,700 
__ 51L229£ 717 
$125,971,934 
========== 

Per�,nt (il 
56.65 

2.68� 
_!!.Q�§l 
100.00 
====== 

When the excess of the fair value of Piedmont's property, 
or rate base, over the original cost net investment in th e 
amount of $30,941,352 is added to the equity component of 
the capital structure, the resulting fair value capital 
structure is as follows: 

It� 
Long-term debt 
Preferred stock 
Common s tock 

A.mount 

$ 48,637:-356 
2,300 ,. 938 

6 5,858
& 93§ 

$116,797,232 

C apitalization 
__ Ratio_Jll__ 

41.64 

Total 
=========== 

1.97 

_2bJ2 
1 00.00 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 13 

The evidence supporting these findings of fact is 
the 
and 

Staff 

contained in the company• s data responses on Form G-1, 
testimony and exhibits of Company witnesses Paige 
Erickson and the testimony and exhibits of Public 
witness Kiltie. 

There is no dispute with respect to the embedded cost of 
Piedmont•s long-te rm debt and preferred stock. The Company 
and the Public Staff agree that the embedded cost of 
Piedmont's long-term debt and preferred stock are 7.50% and 
5.221., respectively. There being no evi dence to the 
contrary, we adopt these costs. 

Three witnesses presented evidence as to the cost of 
equity c apital to Piedmont. Ronald B. Paige, Vice President 
of Kidder Peabody, testified that Piedmont should be allowed 
to earn between 14.37% and 15.031 on its book common equity. 
Michael Kiltie, of the Public staff, testified that Piedmont 
should be permitted to e arn between 12.71 and 12.92% on book 
common equity. Dr. Edvard Erickson, Professor of "Economics 
and Business at North Carolina St ate University, testifie d 
that when �r. Kiltie•s DCF a pproach is properly usea it 
produces a fair return on book co111mon equity of 14.6,: 
to 15. 6�. 

"r• Paige employed tvo separate m ethods in determining his 
r ecommended rate of return on common equity of 14. 371 
to 15 .. 03�. The basis for his first method vas his opinion 
that the Compa ny must maintain a single-A rating on its deb t 
in order to be reasonably certain of acc ess to the capit al 
markets in "periods of extreme market stress. n In the 
opinion of Mr. Paige, a single-A debt rating would require 
authorb;ed rates designed to produ:e a pre-tax interest 
coverage of 3.5 times. Using a 61 attrition aajustment, ftr. 
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Paige cont.ended that such ra tes would pro duce an achieved 
pre-tax coverage level of 3. 29 times •.  which compares to an 
average pre-tax coverage of 3.31 times for the debt issues 
of natural gas distribution companies rated A by both 
ftooay•s and St and ard ·and Poor•s during 1977. ftr. Paige then 
concluded that a r ate of return on book common equity 
of 14.37, would be required to provide this desir ed level of 
intErest coverage. 

Tbe key parameter in P'lr. Paige's sec ond method vas the 
dividend to book v alue ratio . ftr . Paige testified th at a 
dividend to book ratio of 8. 5� is required b y  investors to 
provide a market to book ratio of approximately 100,. 
assuming a reason able payout level. �r. Paige based his 
a-pi nion of an 8 ,,. 5% dividend t o  book value r atio o n  an
examination of t he average D/B for th ose gas distribution 
companies with.in his 24-company sample group whose current 
market price exceeded book value. He then proceed ed to
argue that a dividend ra te of !1.68 a share vas necessary to 
produce a D/B of 8.5% for Piedmont. given his book value
calculation of $19.74 per share. At a payout r atio of 601,
which he de emed appropriate. this dividend rate implied 
ea-rnings per share, of !2. BO or a return on book common 
equity of 14.18%. !'Ir. Paige adjnsted his 14.18% rate of
return by 6,; for attrition, to arrive at an attrition
adjusted return en common equity of 15.03%.

Mr. Kiltie derived an estimate of the cost of equity 
capital for Piedmont by perform ing a Discounted Cash Flow 
{DCP) analysis of th e company and a selected group of 16 

natural qas �istribution companies vhic h he believed to be 
comparable in investment risk to Piedmont. r!r. Kiltie 
used 3 alternate techniques as chec ks on h is DCF results: 

1. The bond yield plus risk premium method;
2. The interest coveraqe method; and
3. An examination of the achieved rates of return on

common- egui ty in the unregulated industries.

Based on his DCF analysis of Piedmont. !'tr. Kiltie 
conclu ded that the cost of common equity capital was within 
the range of 12.141 to 13.25J vith a mid-point of 12.70�. 
He further stated that be did not recommend an adjustment i n  
the allowed rate of return on e quity for floatation costs of 
new co111mon stock issues. since the Company has not issued 
nev equity in the primary market since 1973 and has no 
apparent intention to do so in the foreseeab-le future. 
However. should the Commission choose to allow a floatation 
cost adjustmen t, ftr. Kiltie recommended that the authorized 
rate of retu rn on book common equity be se t no hi gher 
than 12.921. 

Th e rebuttal testimony of Dr. Erickson purported to s h ov 
that the results of Mr. Kiltie 1 s DCF analysis were sensiti ve 
to the assumptions which he mad e concerning the di vidend 
yield and growth components of the DCF model. 
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The determination of cost of equity capital admittedly 
requires expert judgment. However, traditional method s and 
procedure s couched in financial theory have been devised to 
eliminate as much :Judgment as possible. The use of these 
traditional methods has the added benefit of being proven 
over time. 

The Commission is recept ive to the final result of any 
analytical technique used to determine the cost of equity 
capital. Indeed, the commission finds that a diversity of 
methodology i s  a desirable end in itself. However, any 
particular technique requires the use of expert judgment, 
and hence raises questions concerning the amount of 
objectivity used in the analysis. 

The Commission takes notice of 
Court of the State of Hort h 
Commission, et al. v. Doke 
(197q), wherein the following 
level of the fair rate of return 

the opinion :>f the supreme 
Carolin a • 1.n Utilities 

� Company, 285 N.c. 377 
statements concerning the 
appear at page 396. 

"The capital structure of the company is a ■ajor factor in 
the determination of what is a fair rate of return for the 
company upon its properties. There are, at least, two 
reasons vhy the addition of the fair valu e increment to 
the actual capital structure of the company tends to 

,.reduce the fair rate of return as computed on. the actual 
capital structure. First, treating this increment as if 
it vere an actual addition to the equity capital of the 
co■pany, as ve have held G.s. 62-133(b) requires, enlarges 
t:he equity. component: in relation to the debt co11ponent so 
that the risk of the investor in conman stock is reduced •. 
Second ., the assu rance that, year by year, in times of 
inflation, the fair value of the eiisting properties vill 
rise, and the resulting increment vill he added to the 
rate base so as to increase earnings allowable i� the 
future, gives to the investor in the company's com■on 
stock an assurance of grovth of dollar earnings per share , 
over and above the growth incident to the reinvestment in 
the business of the co11pany•s actual ret ained earnings. 
As indicated by the te stimony of all of the expert 
witnesses., vho testified in this case on the question of 
fair rate of return ., this expectation of growth in 
earnings is an important part of their computations of the 
present cost' of capital to the company. When these 
aa tters are properly taken into accot1 nt, the Commission 
may, in its own expert judgaent, find that a fair rate of
return on  equity capital iq a fair Talue state, such as 
North Carolina., is presently less than the amount which 
the Co■mission would find.to be a fair return on the same 
equity capital without considering the f air Yalue equity 
increment. n 

The Com■ission ., therefore, concludes that it is fair and 
reasonable to consider in its findings on rate.of return the 
reduction in risk to Piedmont's equity holders and the 
protection against inflation which is afforded by the 
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addition of the fai� wa1ue increment to the equity coaponent 
of Piedmont's capital st.ruct_ure. considering the nature of 
Piedmont's current invest■ent needs. and their present 
status with regard to equity financing. as vell as other 
t.esti■ony relating to rate of return, the co■mission 
concludes that a rate of return of 7 .. 131: on the fair value 
of Pied■ont•s property used and useful in rendering natural 
gas ut.ili ty sen ice to its customers in North Carolina is 
just and reasonable. The actual return on boolt co ■mon 
equity yielded by the Fair Value rate of return herein found 
fai r (7. 13'.IJ is approxi■ately 13.06l. 

The Coa11ission has cons idered the tests laid down by 
G.S. 62-133 (b) (lJ)... The co■mission concludes that the rate s 
her e in allowed should enable the Compan y, given effi cient 
management. to attract sufficient debt and equity capital 
from the market to discharge its obli gations, including its 
dividend obligation. and to achieve and maintain a high 
level of service to the public. 

EVIDBRCE AND CONCLUSIONS FOR FINDING OF FACT NO. 1� 

The coml!lission in its order of flfay e. 1 978 • in Docket 
wo. G-9, sub 181. appro ved a gas apportionaent plan for 
Piedmont whereby all regular sources of gas ·would be 
apportioned to North carolin_a based on the approved plan. 
and supplemental gas supplie s vould make up any deficiencies 
necessary to serve Prioritie_s 1 and 2 under de sign veather 
conditions. The effectiYe d ate of this plan. hovever. is 
contingent upon appr_oYal by both t his Commission and 1:be 
sou th carolina Public Service.com■ission. Subsequent to the 
Commission's Order of Kay 8, 1978, the Company filed r evised 
tes timo ny and exhibi ts for th e instant pr oceeding which 
reflect t he•necessary fina ncial adjustments to comply vi1:h 
the provisions of the apportionment plan. 

Th e following schedules, which incorporate the revised 
filing adjustments, summarize the gross revenues and rates 
of retnrn which the Company should have a reasonable 
opportunity to achieve, based on the increa se s approved 
here in. such schedules. illustrating the C ompany's gross 
revenue requirements. incorporate the findings, adjust■ents 
and conclusions heretofore and herein made by the 
Colllmission. The commissio n is con't'in ced t hat Piedmont vill 
take all such necessary actions to obtain concu rrence in the 
apportionment plan by sooth Carolina and to promptly 
i uipl ement the gas supply provisio ns ill accordance vith this 
plan. However. the commission is also adver tent to the need 
to p rotect the interests of Piedmont's Rorth Carolina 
cu.sto■ers in the interim. We therefore conclude that the 
company shall file with this commission an Undertaking in an 
amount not less than s1,soo,ooo. which is the approximate 
benefit to North Carolina customers Of not purch asin g abou t 
900,000 KCP of emergency gas. 
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SCHEDULE I 
PIED PIO NT NA.TUR AL GAS COftPA?ft, INC. 

DOCKET NO. G-9, StJB 176 
STATEMENT OP PAIR VALUE RATE OP RETURN 
TWELVE MONTHS EHDED SEPTEaBER 30, 1977 

After 
Operating Present Increase Approved 
Jevenues Rat.es !.I!l!roveg ll££�!!,§g, 
Gas Sales $ 68,286,814 $5,527,619 $ 73,811',ti33 
other Operating 

Revenues 103 q39 ___ 1[�.438 
Tota1 Operating 

Revenues 68,390,252 _2i,2i1 ... g1� _ 73,911,871 
operating Revenue 

Deductions 
-Purchased Gas rio,srn,774 40,541,774 
Operation & 

!'faintenance Expense 11,323,020 39,527 11,362,-547 
Depreciation 3,121,419 3,121,419 
Taxes - Other than

Income 5 .,697, 250 329,286 6,026,536 

State Income Taxes 232, q17 309,528 sq 1,9q5 
Federal Incom.e Taxes 1,321,4116 2,327,653 3.,6119,099 
Investment Tax Credit Jq9, 256 H9,256 
A11.ortization of 

In'Testment Tax 
credit (62, q2,2) (62,425) 

Total Operating 
Expenses 62,52Q,157 3 ,oos ,994 _65,530,151 

Ret opera ti lg' Income 5 ,. 866, 095 2,521,625 8,387,720 
Interest on 

customer Deposits (60,077) __ _l§_ 0 , 077)

Ret Operating Inco'11e 
for Return $ 5

,.
806, 018 $2,521,625 $ 8,.327,6Q3 

====--====::== ========= ============ 

Original Cost. 
Ret Investment $ 85,. 855,880 $ 85,855,880 

========= -_------- =========== 

Fair Value Rate Base $116,797,232 $116,797,232 
========= -------- ===========

Rate of Return 
on Fair Value q_ 971 7.13� 

=== ====== 
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SCHEDULE II 
PIB:DftOHT NATUR ll GAS CO!IPA.HT, IliC. 

DOCKET RO. ,. G-9, SUB 176 
STATEftEST OF RETURN ON FAIR VALUE COftftOB EQUITY 

TWELVE NOHTHS ENDED SEPTEI!BER 30, 1977 

Embedded Cost Net 
Fai·r Value Ratio or Re turn on Operating 

capitalizatio!L:,ll.�t�e'--'B�a�s�e,_ __ -�.__ Co!�Q!!_!!l!!!!L!....l!!.99.!!L.__ 

Present Rates - �ir value eate_!a§!! 

Long-Tera 
Debt $ 48,637,356 q1. 64 7.50 

Preferred 
Stock 2,300,938 1. 97 5.22 

Common 
Equityl __§!i.858.938 2&.....ll 1 ... 22 

$116,797,232 100.00 
============ ==== ==== 

Al!l!rovea Rates - Fgj,& Vs!ilUe

t.ong-Term 
Debt $ 48,637,356 

Preferred 
stock 2,300,938 

Co■mon 

Rquity1 6:i, 858. 938 
$116,797,232 
=========== 

ieook com■on equity 
Pair value incre■ent 

Total 

q1.64 7.50 

1. 97 s. 22

56._ll !i ... 21 
100. 00
==== 

$34,917,586 
-ll.&WL12l 
$6 5, 8 SB, 938 
========= 

==== 

$J,6q7,802 

120,109 

2, 03B,1Q1 

SS,806,018 
========= 

Rate Base 

3,6ll7,802 

120,109 

__L,559, �32 
$8,327,643 
=-======== 

EVIDENCE ABD CORCLDSIONS FOR FINDING OF FACT HO. 15 

The evidence f9r this Finding of Pact is contained in the 
testimony and exhibits of company vit nesses Johnson and 
Schiefer and Public Staff witnesses ftagat, Blaydon, Stone, 
and Curtis. 

1. Both the company and the Public staff have arranged
their rate schedules in accordance with the priority system 
established by this Commission in Docket Mo. G-100, Sub 24. 
The c ommission concludes that this grouping of rate 
schedules, 11hich reflects the availability a nd reliability 
of gas service is appropriate. 

2. The Co11pany proposed the adoption of Rate 
Schedule 108 applicable to spot sales. Company witness 
Schiefer testified that Rate Schedule 108 is needed to 
prevent North Carolina from losing gas. North Carolina is 
already the most curtailed state in the United States, ana 
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we do not vish to take any action to lose more gas. 
Although some of the parties indicated a concern that Rate 
Schedule 108 could be used to move substantial volumes of 
gas to favored customers, the commission doe s not believe 
the ir concerns are fully justified. Rate Schedule 108 may 
be used "only in the event the Company has volumes of gas 
that cannot be so ld under other rate schedules of the 
Company or placed into storage for subsequent sale. " 
Further,. there is no incentive for Piedmont to sell large 
quantities of gas under Rate Schedule 108 at prices � 
than it could sell it under other rate scheclules. Finally, 
this Commission can ea sily monitor the sales of gas under 
Rate Schedule 108 to assure that it is not being used i n  a 
discriminatory manner. The Commission, therefore, concludes 
that Rat e Schedu le 108, modified to permit sales only to 
priorities belov N.c.u.c. 1 and 2, shall be adopted on an 
experimen tal basis, provided that the negotiated rate never 
falls belov the cost of gas to Piedmont. The commission 
further concludes that the Company shall file monthly 
reports of all sales under Rate Schedule 108 along vith an 
explanation of the need therefor. 

3. Both the C ompany and the Public Staff recommended
tha t the basic billing unit for Piedmont be changed froa the 
cubit foot to the ther11. This change was necessitated by a 
change in billing units to the company from its pipeline 
supplier. None of the intervenors objected to this cha nge, 
and the Commission concludes that it should be allowed. 
However, the Commission i s  concerned that there will be some 
confusion among customers becau·se their 11eter reads in CCP 
and their hilling will be bas ed on therms. Piedmont should 
be sensitive to this a nd shall seek opportunities to 
alleviate a potential problem. At the least, Piedmont shall 
make ava ilable to its cus tomers the in formation necess ary to 
make the computational conversion from one system to the 
other. 

It is our opini on, considering the cost of service 
studies., the marginal cost data, the historical ra te 
comparisons, the competitive cost relationship be�ween 
natural ga s �nd other alternat e energy sources, the need for 
a more simplifie d rate structure, and the desirabilit y of 
encouraging consumer conservation, th at rates designe d 
accordinq to the following guidelines are just and 
reasonable and should be approved. 

(a) R ate 101 should allow some consumption (3 therms) at
a l!linimum bill level. The Commission considers the minimum 
bill to· be a more desirable method of recovering a portion 
of customer costs than the fixed charge proposed by the 
Company. In tb.eir Briefs in this docl::et, the Compan y 
proposed a nd the Public Staff supported a minimum bill of 
$4. 75 which the Commission considers just and rea sonable in 
light of testimony that it costs Piedmont appror:imately 
$4.00 per month to serve Rat e Schedule 101 customers 
excludin g the cost of gas. 
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(bl The rates should contain a sum11er-vint.er 
differential. vhich is appropriate in viev of Piecl.mont•s 
customer mix and historical consumption patterns. Both the 
Company and the Public Staff proposed a differential of 
approximately $.05 per therm which the commission considers 
just and reasonable. This differential reflects the higher 
cost of service during the winter season due to storage 
costs. Additionally. the sum■er-vinter dif f erential vill 
alloH the Company to meet the price of coapetitive fuels 
vhich normally decreases by 10-151 in the summer. 

(c) The rates should b e  flat and, by elminating declining
blocks, should encourage customer conserYation. 

(d) The rates should be unifor111 among the c1asses a n d
thereby eliminate revenue variations caus ed by the shifti ng 
of volumes between cu stomer classes. 

(e) The rate structure 
classification. for service 
Doc ket Jo. G-100. Sub 2Q. 

should conform to the priority 
established by the co■mission in 

(f) The rates should be design ed to r eflect the actual 
heat value of the gas, since the basic billing unit is being 
changed from the cubic foot to the therm. 

(g) The tariffs to be filed in this docket 
generate only the revenue requirement approved herein 
Commission. 

should 
by the 

The Commission concludes that 
just and reasonable to all parties 
pursuant thereto vil1 meet 
G.S. 62-133(b) (5) and 62-1QO. 

the above guidelines are 
an d that rates designed 
fully the criteria· of 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT HO. 16 

The curtailment Tracking Adjustment (CTA) vas initiated 
for the purpose of stabilizing the base period margin (gas 
sal es revenue less cost of gas less gr oss receipts tax), 
v hich had been subject to variation due to t he curtailment .. 
of the Company's flowing gas supplies from Tran sco. 
Although the CTA does not and vas never intended t.o 
gu arantee a specific rate of return betwe en general rate 
proceedings, it has tended to protect · the C om pany's base 
period margin when fluctuations in flowing gas su pplies have 
cha racterized annual operations. 

The CTA is not without its problems, hoveYer, and the 
Commission is rece pti ve t o  Piedmont's proposal that it be 
eliminated. Nevertheless, Transco•s supplies have not yet 
stabilized; its natural gas deliveries continue to vary from 
its projections., Moreover, Transco•s curtailment plan is 
sub1ect to further change by the FERC and th e courts. For 
these reasons, the Commission concludes that it woul d be 
"Premature to eliminate. the CTA fro11 the Company's rate 
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structure until present uncertainties have dirilini shed 
regarding futu�e gas supplies. 

The Commission further concludes that 
supply volume and the nev base period 
calculated as follows: 

the nev base period 
margin should be 

Base period s upply - T h er11s 
Less: Company use and unaccounted for 

Base period volume - Therms 

Gas Revenues 
Less: Cost of gas 

Gas receipts tax 

Base Period Margin 

$40,541 ,. 144 
__h4281 862, 

286,895,348 
_1£&.!! 14, 22.2 
27CJ,421,098 
""========== 

$ 73,814,433 

============ 

Further, the Commission concludes in future true-ups of 
revenues collected under the CTA surcharge that recognition 
should be given to gas volumes placed in storage to be 
cacried over into the folloving winter sea so n. ' ·This vill 

allov Piedmont to recover through the CTA the margin lost 
doe to the placement of gas volumes in storage for lat e r  
use. 

IT IS, THEREFORE, ORDERED as follows: 

( 1) That Piedmont Natur al Gas Company, Inc .. , be, and the 
same is hereby, authorized to adjust and i ncrease its rates 
and charges so a s  to produce additional annual revenues of 
$5,527,619. Such increase shall b ecome effective o n  all gas 

sold as provided hereafter. 

(2) That effective for all 
7, 1978, Pie3.mont Na tural G as 
allowed to place into effect 
forth in Appendix A vhich rates 
additional annu�l revenues in the 

gas sold on or after August 
Company, Inc., is hereby 

the increased rates as set 
are designed to produce 
amount of SS,527,619. 

(3) That the Company shall file 
reflecting the rates contain ed in Appe ndix 
August 11, 1q79_ 

amended 
A on or 

tariffs 
befo re 

(Lt) That the proposed rates file d by Piedmont on 
December 30, 1977, which vere desiqned to produce additional 
annual revenues of $5,984,207, be, and are he reby, 

disapproved and denied. 

( 5) That the propo sed rates 
May 16, 1978, which ver e design ed 
annual reven ues of $6, 1:173,997, 
disapproved and denied. 

file d by Piedmont on 
t o  produce additional 

be, and are he reby, 

(.6) That in future true-ups of revenue s collected unde r 
the CTA surcharge, r ecognitio n shall be given t o  gas volumes 
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placed in storage for carry over to the following winter 
s ea son so that Piedmont aay recover through the CTA the 
aargin postponed due to the plac em ent of gas voluaes in 
storage for later use. 

(7) That t ha Coapany  shall file aonthly r eports setting 
forth all sales of -ga s under Rate Schedule 108. Suc h 
rep ort, at a mini■u■ shall r eflect by cu stomer the nu■ber of 
therms sold, prices per therm, total billing, and an 
explanation o f  the ne ed for each sale thereto. 

(8) That Piedmont sha ll file within 10 days fro■ the 
effective date of this Ord er an Unde rtaking to refund to its 
North Carolina cus to■ers an annual a ■o unt of not less than 
$1,500,000, which sum will protect such custom ers fro■ 
i ncreased ra tes until suc h  time as the recently approved 
Apportionaent Plan becomes effective. 

ISSO!D BY ORD!R OP' THE CO"l'II SSION. 

This th e 7th day of August, 1978. 

HORTH CAROLINA OTilITIES COl'll'IISSIOK 
(SE AL) 11'.atherine I'!. Peele, Chief Clerk 

APP Elf DIX A ud PI!Dl'IOHT lfATURAL GAS COl'IPAKY, 
DOCICET NO. G-9, SOB 176 

APPROVED RATE DES IG M 

Rate 
Sc!!..tll!M! Chg_gfili 

101 P'irst 3 t heras or le ss s 4.75 
P'irst 3 ther■s or less 

(Heat Only)• 6.75 
Sum■er (April - October) • 21293
Winter (lfoveab er - !'larch) .26293

1 02 !!inimum charge s 8.00 
sua■er (April - Oc tober) • 21293
II int.er (N o veaber - !'larch) • 26293

103 !!ini■ ua charge $75.00 
sua■er (April-October) .21293 
Win ter (lfoveaber-!!arch) .26293 

104 All therms s • 212 93
105 Each fixtur e s 5.00 
106 Off-peak s • 42 03 3

on-peak • 615 84
107 Option A s .02444

Option B .04399

•Based on 1'1inimu11 Bill Charge for Eight Months
(October - l"Ja y) •

per month 

per ■onth 
p er therm 
per therm 
per month 
p er therm 
per therm 
per a onth 
per thera 
per thera 
per ther■ 
per f ixture 
per therm 
per therm 
per therm 
per therm 
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DOCKET NO. G-5, SUB 136 

BEFORE THE NORTH CAROLINA UTILITIES co""IS SIO N 

In t he "atter of 
Application of P ublic Service Company of North 
Carolina, Inc., for an Adjust■ent of Its Rates 
and Charges 

) ORDER 
) SETTING 
) PATES 

HEARD IN: 

BEPOPE: 

APPEARA1'CE S: 

Buncombe Superior Courtroo■ No. 2, Bunco■be 
County courthouse, Asheville, North Carolina , 
on Tuesday, April 25, 1978, a t  9:3 0 a.111. 

Gaston Superior courtroom F, Gaston county 
Courthouse, Gastonia, North Carolina, on 
Wednesday, April 26, 1978, at 9:30 a.11. 

The co■■ission Bearing Roo■, Second Floor, 
Dobbs Building, q30 North Salisb ury S treet , 
Raleigh, North Carolina, on April 27, 1q79, 
"ay 2-5, 1978, and "ay 9- 11, 1978 

commissioner Robert K. Koger, Chair ■an, 
Pres iding; commissioners Ben B. Roney and Sarah 
Lindsay Tate 

For the Applicant: 

F. Kent Burns and James 11. Day, Boyce,
" itchell, Burns & Saith, Attorneys at Lav, P.O.
Box 1qo6, Raleiqh, North Carolina 2760 2 

J. "aclc Rolland, "ullen, 
P.A., Attorneys at Lav, P.O.
North Carolina 28052
For: Publi c serv ice Com pany 

Inc. 

For the Intervenors: 

Holland & Harrell, 
Box qs9, Gastonia, 

of 1'orth Carolina,

Thomas R. Eller , Jr., Attorney at Lav, NC1'B 
Regional O perations Center, Suite 105, 1305 
Navaho Drive, P.O. Drawer 27866, Raleigh, North 
Carol ina 27611 
For: North Carolina Textile ,.anufacturers 

A ssocia t:ion 

W.I. Thornton ,
Durham, 10 1 City 
Carolina 27701 

Jr., :itv Attorney - City of 
Rall Plaza, Durham, North 

For: The City of Durham 
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For the Using and Consuming Public: 

Rober.t F. Page and Theodore c. Brown, Jr., 
Assistant St aff Att orneys, Public Staff - North 
Carolina Util ities Commission, P.O. Box 991, · 
Dobbs Building, Raleigh, North Ca rolina 27602 

Jesse 
General, 
General, 
General, 
Raleigh , 

c. Brake, Special Deputy Attorney 
Richard L. Griffin, Assistant Attorn ey 

and Dennis rtyers, Associate Attorney 
Department of Justice, P.O. Box 629, 
North Ca rolina 27602 

BT THE COMftISSIOH: On Dece mber 15, 1977, Public SerTice 
company of North Carolina, Inc. (Public Service, the 
Applicant, or the company), filed an application vith this 
commission for authority to adjust and increase its rates 
and charges for retail natural gas service in North 
Car olina. The Applicant proposed to make the requested rate 
adjustments effectiv e and applicable to all bills rendered 
on and after January 16, 1978. 

Tbe Att orney General of North Carolina fil e d  a Notice of 
Int ervention on December 19, 1977, which Notice was 
recognized by Order of the Commission issu ed on 
December 22, 1977. 

On January 3, 1978, t he Public Staff, by and through its 
Executive Director Hugh A. Rells, filed Notice of 
Intervention on behalf of the using and consuming publi c •. 
such Intervention vas recognized by the Commissi on's Order 
Setting nearing issued on January 12, 1978. On 
!'larch 19, 1978, th e city of Durham p!:!titioned for Leave to 
Intervene and on Narch 21, 1978, the Commission issued an 
order allowing the Intervention of the City of nurbam. On 
April 1, 1978, the North Car olina Textile ftanufacturers 
Association, Inc., filed for permission to intervene, and 
the Commission is s ued an Order allowing the Intervention on 
April 18, 1978. 

on January 12, 1978, the commission issued an Order 
Setting Hearing which dec lared the matter to be a general 
rate case under the p rovision s of G.S. 62-137, set t he 
application of Public Service for in"restigation and heari ng 
in Docket No. G-5, Sob 136, suspended the prop osed rates , 
established and declared the test period. for use by all 
parties to be the 12 mon ths ended September 30, 1Q77, and 
required t he Company to give prescribe d notice of the 
application t o  the public in its general service area. 

Between the time of the Commission's order setting thi s 
matter for hearing and the actual begi nning of public 
hearings, several motions vere filed by various parties 
concern1.ng supplemental testimony, extensions of time t o  
file testimony, and other procedural matters. such motions 
and the Commission• s orders in response thereto are 
reflected in the Clerk •s official files of this proceeding. 
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The matter came on for hearing as scheauled in the Order 
Setting Hearing, vith the company's having the burden of 
proof in shoving that its present rates were unjust and 
unreasonable and that its proposed rates vere just and 
reasonable. 

The hearing began at 9�30 a.m. in Asheville, North 
Ca-rolina, on Tuesday, April 25, 1978, with statements by tvo 
puhlic witnesses.. Thomasine Underwood testified th at she 
was retired on a limited income an� was basically opposed to 
any rate increase. Rachel Smith, an apa rtment house owne r, 
complained of high gas bills and urged the Commission not to 
allow any increase i n  present rates. 

l\t the hearing in Gastonia on Wednesday, April 26, 1978, 
the Commis sion heara testimony from one public witness, Ben 
A. Bracken, vho requ ested t he Commission to use great
judgment in decidi ng the issues raised in the proceeding. 

The Company offered the tes timony of the following 
vi tnesses: Charles E. Zeigler, Pres ident a n d  C hief 
Execntive officer of Public service Company of North 
Ca rolina, Inc.; Crawford ftar shall Dickey, Vice President , 
Gas Supply servi ces and Vice President and General Manager 
of Tar Heel Energy Co rporation; Joseph F. Noon, Senior Vice 
President Engin eering and Operatio ns Services; ii. Clyde 
Rodgers, senior Vice President of Finance and Administration 
of Public Service C ompany; E.L. Flanagan, Jr., Vice 
Pr eside nt and .Treasurer of Puhlic Service company of North 
Carolina, Inc.; John n. R11ssell, V ice President of 
Associated Utility Services, Inc.; Richard S. Johnson, Vice 
Presi dent of Stone & Vebster rianagem.ent Consultants, Inc.; 
and Roberts. Jackson, Sen ior Vice President and Director of 
Stone an d Rehster ftanagement Consultant s. 

Following the presentation of evidence by the Public 
Staff, Public Service o ffered rebuttal testimony by E.L. 
Flanagan concerni ng the appropria_te capital st ructure for 
use in sett ing rat es, the Job Development Investment Tax 
credit (JDC), the appropriate treatment to be accorded 
certa in items of "cost free" capital, the appropriate amount 
of worki ng capita l to be used in the rate base, and certain 
adiustments to Company expenses proposed by the Public 
Staff. 

The Public Staff offered the testimony of the fo llowing 
�ight witnesse s: J. C r aig Stev ens, Director of the con sumer 
Services Division: Jesse Kent, Jr., Accountant for the 
Public Staff: Donald E. Daniel, Assistant Director of  
Accounting for the Public Staff; Dr. Wesl ey :\. Magat, a 
Professo r in the Graduate School of Business Administratio n 
at Duke University an d a cons11ltant of ICP, Incorporated; 
D r. Colin c. Blayden, Professor of Policy Sciences a nd 
Business Administ ration at Duke University a nd a Principal 
of ICP', In corpo rated; Daniels. Sto ne, Otilities Engineer i n  
the Gas Engin eering Division of the P11blic Staffi Eugene H. 
Curtis, Otili ties Engineer in the 3as Engineering Division 
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of the Public Staff; and Edwin l. Rosenberg, an Bcono■ist 
with the Econo■ics and Research Division of the Public 
Sta ff. 

While the hearing was in progress in Raleigh, Willia■ w.

Hannah, a cnsto■er of Public service, testified as a public 
witness that he felt the mini■um service charge should be 
discontinued for heat-only custo■ers . Mo witnesses were 
offered by the other tntervenors. 

Based upon the foregoing, the testimony and exhibits 
offered during the hearings, the late filei exhibits and 
proposed orders sub■itted by the parties, and the 
Commission's files and records in the matter, the Co■■ission 
now reaches t he following 

PIMDIMGS OP FACT 

1. That Public Service co■pany of !forth Carolina, Inc ••
is a duly licensed public utility corporation providing 
natural gas service in its franchise area in North Carolina 
cities and com11.unities and is properly before the Commission 
in this proceeding for a d etermination of the justness and 
reasonableness of its proposed rates and charges as 
regulated by the Utilities Com■ission under Chapter 62 of 
the General Statutes of !forth Carolina. 

2. That the test period established by the Com■ission 
and utilized by a-11 parties in this proceeding is the 12 
months ended Septe mber 30, 1977 . 

3. That the annual increase in rat es and charges sought
by Public service under its proposed rates as filed in thi s 
proceeding is approximately $5,868,656. 

4. That Public service is providing r easonably adequate 
natural gas service to its existing custo■ers in Horth 
Carolina to the extent t hat it is able to do so under the 
present level of curtailment of its pipeline supply of 
natural gas . 

5. That the reasonab le original cost of Public Service's
pla nt in service u sed and usefu l in providing natural gas 
service in North Carolina at September 30, 1977, is 
$89,452,155. Such amoun t is composed of gas plant in 
service of $12 0 ,888,571 less the accumu lated provision for 
depreciation of $31,436,416. 

6. That the reasonable 
depreciation of Public Service's 
usefu l in providing natural 
North Carolina is $152,030,9�0. 

replacement cost less 
plant which is used and 

gas service to customers in 

7. That the reasonable allowance for working capital for
Public Service Co mpany is $6,587,895. 
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8. That the fair value of Public Service •s plant used
ana useful in providing natural gas service in North 
Caro1ina should be derived by giving a 701 weighting to the 
reasonable original cost less depreciation of Public 
Service• s plant ·in service and a 30,C weighting to the net 
replacement cost of Public Service's utility plant. By this 
method, using the depreciated reasonable original cost of 
$89,452,155 and the depreciated replacement cost of 
$152,030,980, the Commission finds that th·e fair value of 
Public Service's utility plant devoted to gas service in 
North Carolina plus the reasonable allowance for working 
capital of S6,S87,B95 is $114,813,697. This fair value 
includes a reasonable fair value increment of $18,773,647. 

9. That the Company's test year operating revenues,
after appropriate accounting and engineering adjustments, 
under present rates are approzimately $66,380,445 and under 
the Company's proposed rates wou ld have been approximately 
$72,249,101. 

10 •. That the appropriate level of the company's operating 
_revenue deilu=tions (or expenses) after accounting and pro 
forma adjustments, including taxes and interes t on customer 
deposits, is $59,492,018 vhich includes the amount of 
$3,614,156 for actual in vestment currently consumed through 
actual depreciation. 

11.. That the c_apital structure vhich is appropriate foe 
use in this proceeding is as follows: 

!.1fil! 
Long-term debt 
Preferred and preference stock 
cost-f ree capital 
Common egui ty 

Total 

12. That vben the excess of the fair value of the
Company's property used and useful at the end of the test 
year over and above the original cost net inves tment (fai r 
value increment) is added to the equity component of the 
original cost net investment, the resulting fair value 
capital structure is as follows: 

1� 
Long-term debt 
Preferred and preference stock 
Cost-free capital 
common egui ty 

Total 

Percent 
q 3 • 3 iii"°" 

8.691 

q_ 99� 
ij2.981 

100.001 

13. That the fair rate of return which Public Service
Company of fforth Carolina, Inc., should have the opportunity 
to earn on the fair value of its investment used and useful 
to the ratepayers of North Carolina is 7.61i, vbich implies 
a return of 8.6.9% on the stockholder• s equity component. of 
the fair value of its investment .. 
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1Q. That, in order to earn the 1evel of returns vhich the 
Commission finds to be just and reasonable, Public Service 
Company should be alloved to increase its rates and charges 
so as to produce an additional $11,023,956 based on 
operations during the test year. The Co■■ission finds that, 
given efficient management, this a■ ount of additional gross 
revenue dollars will. afford the company a fair opportunity 
to earn the leTel of returns on iate base, fair value 
equity, and original cost eguity which the co■■ission has 
found to be fair, both to the Co■pany and to its custo■ers. 

15. Tht 
include a 
incorporate 
Co1111ission 

the rate design 
su■■er Vint.er 

a ■inimu■ bill 
finds 

of the Campany should not 
differential and should 

for rat e schedu1e 21. The 
that. rate 

groups 21, 22, 23-A, 
should be utili�ed 
proceeding. 

23-B, 24, 25-, and 
in the set.ting

e■ergency services 
of rates in this 

16. That the Volu■e Variation Adjust■ent Factor (VVAF) 
heretofore appro.ed for use by Public Service and ■odified 
in various prior proceedings before this commission is a 
just and reasonabl e rat.e-aaking tool or method of protecting 
Public Service from fluctuations in the leYel of curtailment. 
from its sole pipeline supplier and of protecting the 
Company• s c ustotaers fro■ the un certainties of continual rate 
cases, vhich vould be required vit.ho11t the VVJ.F. The VVA.P 
should reflect prospectively volumes tendered but not. taken 
as curtailed voluaes. The nev base margin, established 
here, which is appropriate for future VVAl' £ilings is 
$30,798,634 (the difference be t.ween test year gas sales 
revenue less associated gross receipts taxes and test year 
cost of ga s). The new base period s�pply volu.•e vhich is 
app ropriate f or use in future VVAF filings is 251,796,300
ther11s. 

EVIDEHCE �HD CONCLUSIONS FOR FINDINGS OF FACT NOS. 1-Q 

T-he evidence for these Findings is contained in the
verified application, the Commission's Order Setting 
Hearing, the testimony of the public vi tnesses, the 
testimony and exhibits of Coapany witnesses 'Zeigler and 
Flanagan, and the testitsony and exhibits of Public Staff 
witnesses Kent and Curtis. These findings are essentially 
informational, procedural, and jurisdictional in nature and 
are, for the most part, uncontested. 

EVIDENCE AHO CORCLD5IOHS FOR FINDING OF FACT NO. 5 

The evidence for this Finding is contained in the verified 
applica tion, the te sti11ony and exhibits of Company witness 
Flanagan and the testimony and exhibits of Public Staff 
witness Kent. The aaount.s presented vere as follows: 
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Gas utility plant 
in service 

Less: Accumulated 
d eprec ia ti on 

Cost-free capital 

original cost net 
investment 

GAS 

Company W it:ness 
Flanagan 

$120,892,588 

31,436 ,. 416 

$ 89,456,172 
=========== 

Public Staff 
Wit!!!U!�!l!: 

$120,888,571 

31,EJ36,416 

__ 2.&65,4Q.H, 

$ 83,586,747 
=========== 

The only difference in gas utility plant in service 
between the two vi tnesses is the adjustment of $4,017 made 
by Public Staff witness Kent to remove civic and country 
club dues capita1ized d nring the test period. The 
Commission concludes that the adjustment to remove civic and 
country club dues of $4,017 from plant in service is proper. 
The Commission is also of the opinion that the country club 
dues should not be included in the cost of service, but that 
civic club dues in the amount of $1,687 should be alloved as 
an operating expense. 

-Public S taff vitness lCent and co11pany witness Planagan
disagreed as to the proper rate-making treatment of deferred 
income taxes. The Public Staff recommended that the 
accumulated deferred income taxes be treated as ncost-f"Cee" 
funds to the Company vhi ch were provided by the ratepayer 
and, as such, be deducted from the original cost net 
investment. 

Company witness Flanagan r ecommended that the deferred 
income tai:es be included in the capital structure at zero 
cost and that the resulting calculated capitalization ratios 
form the basis for the alloca tion of the rate base. His 
sugges ted trea tment would allocate a portion of the deferred 
tai:es to nonutility property and to construction work in 
progress. 

Public Staff witnes s Kent testified that the accumulated 
deferred income taxes should be deducted from the rate base 
so that no portion of the cost-free capital would be 
assigned to construction vork in pr ogress (CWIP). There i s  
no depr eciation on Cli'IP and, therefore, it does not generate 
deferred tai:es or cost-free capital. Witness Kent contended 
that Public Service customers have paid in rates which are 
based on a higher income tax liability than that which the 
Company has actually incurred. The result is that Public 
Service has the use of these cost-free funds provided by the 
ratepayers until such time as  -Public Service actually has to 
pay the income taxes which vere previously deferred. 

The Co11mission is aware that in this c ase the treatment of 
cost-free capital does not make a substantial difference in 

and 
the 

the revenue r equirements which are ultimately found just 
reasonable by the Commission. The Commission also is of 
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opinion that treatment of these funds as cost-free capita1 
in the capita.l structure will result in rates in the f11t.ure 
lover than they otherwise vould be. The commission 
therefore concludes that cost-free capital shall be included 
in the capital structure at zero cost as in the Company's 
prior rate proceeding. 

Having found that cost-£ree funds in the amount of 
$5,865,qoe should �ot be deducted in determining the 
original cost net investment, the Commission concludes that 
the reasonable original cost net investment of Public 
service •s plant in service at September 30, 1977, is 
$89,452,155 ($120,888,571 - $31,436,416). 

EVIDENCE AND CONCLUSIONS FOR FINDING _OF FACT NJ. 6 

company vitness Russell testified vith respect to his 
determination of the net trended original cost valuation of 
Public service's properties used and useful in providing gas 
service to North Carolina as of September 30, 1977. Witness 
Russell's valuation up dated a previous trended cost study 
dated December 31, 1976. All of the replacement cost and 
depreciation factors had been adjust ed to the period ending 
September 30, 1977. A reproduction cost study was made to 
bring the original cost dollars to the en d of the test 
per iod and t·hen adjustmen ts were made to proviae a 
replacement cost new ·valuation. The total amount for 
replacement cost nev determined by wit ness Fussell was 
$204,556,939. 

From the replacement cost dollars was deducted an amount 
for depreciation to give a net replacement cost figure. The 
total· amount for replacemen t cost new less d ep�ec iation 
calculated by witness Russell was $162,361,516. comp any 
witness Rossell uti lized a condition percent based primarily 
on the present worth methodology for calculating 
depreciation. The commission concludes that the present 
worth methodology utilized by witness Russell is not a 
proper means of calculating depreciation to be de ducted from 
t he replacement cost nev. The Commission concludes that a 
more a ppropriate , method of calculating depreciation is in 
ntiliz·ing the percent which the book reserve bears to the 
original cost dollars. This methodolo gy has been utilized 
and a pprovei\ in a o umber of past rate cases and is 
appropriate in this case. 

As Company witness Rus sell testified on cross-examination 
(TR., Vol. IV, pp. 167-169), the Commission has previously 

rejected his present worth methodology in calculating 
depreciation or condition percent of re.placement cost nev in 
favor of t he book depreciation reserve method. Using, ftr. 
Russell's method, the appraisal condition percent is 79.4%, 
whereas using the book reserve method, it would be 74.0%. 

No other 
analysis. 
figure to 

intervenor provid ed testimony on repla cement cost 
The Commission concludes that t he appropriate 

use for the net replacement cost or replacement 
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cost less depreciation, utilizing the book reserve 
methodology for calculating depreciation, is $152,030,980. 

EVIDRRCE ARD CONCLUSIONS FOR FINDING OP FACT NO. 7 

co■pany witness Flanagan and Public Staff witness Kent 
presented testimony on the all owance for working capital. 
company witness Flanagan also presented rebutta l testimony 
relating to working capital. A summary of the amounts 
presented by the witnesses follows: 

1/8 of operation and 
maintenance expense 

Compensating bank balances 
Materials and supplies 
Average prepayments 
·Average tax accruals
customer deposits 

Total w orking capital 
require 1:1.e nt 

company Witness 
Flanagan ___ _ 

$1,S30,7EJ5 
1,600,000 
6,298,910 

391,328 
(43,661) 

$9,777,322 

Public Staff 
!iitne§e.:_Kfill! 

$1 .523 .519 
1.600.000 
S.93 B. 299

391,328
(2.587.999) 

--1.fi�}.253) 

Both witnesses used the formula method in determining 
working capital. and both used a 1/8 factor in the formula 
to calculate th e cash component of working capital. Public 
staff witness Kent.reduced the Co11pany•s amount by S7.226 to 
include the effect of his adjustment to operation and 
maintenance expense. 

Having found. in Finding o.f Fact No. 10. the proper level 
of operation and maintenance exp ense to be !12,231.275, the 
commissi on concludes that the 1/8 factor should be applied 
to this level of operation and maintenance expense. The 
proper amount to be included in working capital is therefore 
$1,528,909 ($12,231,275 X 1/8) • 

Both Public Staff witness Kent and compa ny witness 
Flanagan added $6,298,910 of materials and supplies to the 
working capital requirement. However, Public Staff wit ness 
Kent reduced this amount by $360.611. the amount of average 
accounts payable applicable to the m3terials and  supplies. 

Company vitness Flanagan stated in his rebuttal testimony 
that "the allowance for vor1cing capital is included in rate 
base as the •ethod of compensati ng investors for the 
approximate cost of their capital which is needed to operate 
the business and which is in addition to the capital used 
for net utility plant in serYice. 0 Public Staff witness 
�ent and Company witness Plan agan allude to and refer at 
1ength to the accounting basis upon vhich the company keeps 
its books and records. While the co■mission is aware of the 
necessity of using the accrual basis of accounting to 
provide a proper 11easure and matching of .costs, it 
recognizes that the timing of the recording a nd asset or 
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liability neither justifies nor refutes the deduction of the 
accounts payable applicable to �aterials and supplies. 

The Public Staff contends that the justification for 
deducting the $360,611 of accou nts payabl e from. the 
materials and supplies is that the payables represent 
capital which is not supplied by the debt or equity 
investors and therefore is not entitled to a return. 

After carefully considering the ·evidence presented by each 
vi tness, the co■11.ission beli eves that it is inappropriate to 
make piecemeal adjustments to an allowance for working 
capital determined by use of the formula method. The 
commission acknowledges that the formula method is not, and 
for that 11atter ne•er has been, ' a p recise means of 
determining the allowance for working capital.. However, the 
Comm ission would be remiss if it did not point out that the 
formula method as a technique or tool u sed in estimating the 
allowance for working c apital of a public utility has been 
in exist ence for as many a s  30 years and that, in recent 
yea rs, the propri e_ty and reas onableness of this method have 
bee n challenged by reliable expert s in the utility field. 
Without question, over the years, there have been many 
economic and regulatory changes which would have affected 
the working capital requirements of most utilities both 
positively and negatively. The se. chan ges ■ay or ■ay not 
h ave been reflected in the allowance for working capital as 
determined by use of the formula method. As previously 
stated, the Public staff contends that the justification for 
deducting $360,611 of account s payable from the balance ·of 
materials and supplies included in the St aff's calculation 
of the allowance for vorlting capital is that the pa yables 
represent capital vhich vas not provided b y the Coapany•s 
debt or equity investors. ana. therefore, the c ost of such 
capital should n�t be included in the cost of service on 
which rates are fixed. obviously, the Public S,taf'f' s 
contention that accounts payable represent s cost-free funds 
�o the u tility is well founded. However, the Public Staff 
did not off er any evidence t hat would tend to show that 
t•hese cost-free funds represented by account s payable had 
not been properly considered in the calculation of the 
allowance for vorlcing capital by use of the tradit'ional 
formula method. A.ccordingly, absent a lead-lag study or a 
properly prepared balance sheet analysis, the. commission 
continues to believe that the unadjusted formula method of 
determining the allowance for worltlng capital is, on 
balance, the 11ethod that most accurately reflects a utility 
company's act ual working capital needs. 

Therefore, the commission concludes that the proper level 
of materials and supplies to be included in the calculation 
of allowance for working capit al for use in this proceeding 
is $6,298,910. 

Company witness Flanagan deducted 1/8 of 
income tax expense amounting to $43,661 from 
capital requirement, while Public St aff 

the pro forma 
his working 

witness Kent 
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deducted the average of all t.ax accruals amounting to 
$2,587,999. 

Company 
he did not 
and do not 

witness Flanagan stated on cross-examination tha t 
deduct a ll tax accruals beca-use they are accruals 
represent cash ('.l'R., Val. IV, p. 11). 

The Commission concludes that there is a continuing or 
ongoing level of accrued ta :z:es which re present cos t-f ree 
capital that is not supplied by the debt a nd equity 
investor. The commission al so concludes that the $2,587,999 
of average tax accruals deducted by Public staff witness 
Kent are a reasonable represent ation of the amou nt of that 
cost-free capital. 

The Commission does not believe that there is sufficient 
evidence to indicate that any material pm::·tion of the tax 
accruals are app1icable to nonu tility operations and 
theref ore conclude s that the entire avera ge tall'. accruals of 
$2,587,999 should be deducted in determining the proper 
a mount of working capital. 

Public staff witness Kent deducted $643,253 of custome r 
deposits. Company witness Planagan did not deduct customer 
deposits in his working capital computation. The Commission 
concludes that cust om er aeposi ts represent cust omer supplied 
capital and that the Coapany is a·deguately compensated for 
the cost of this capital by the inclusion of i nterest on 
customer deposit s in operating expenses. customer deposits 
are therefore a ,;,roper deduction from working capital. 

Both vi tnesses include compensat ing bank balances 
$1,600,000 and average prepayments of $391,328 
determining vorki ng capital. The commission concludes 
these amounts are properly included in working capital. 

of 
in 

that 

Based on the foregoing, the Commissio n 
reasonable allowance for wo rking capital 
$6,587,895, co nstituted as follows: 

1/8 of operation and maintenance expens e 
excluding c ost of purcha sed gas 

Compensating bank balances 
�aterials and supplies 
Average prepayments 
Average tax accruals 
customer deposits 

Total worki ng c apital allowance 

concludes that the 
in this case is 

$1,528,909 
1,600,000 
6,298,910 

391,328 
(2,587,999) 

_ _ill1L
25J) 

$6,587,895 
========== 

EVIDENCE AND CONCLUSIONS FOR FINDING OP PACT NO. B 

Having determined the reasonable original cost less 
depreciation to be $89,452,155 and the reasonable estimate 
of net replacement c ost to be $152,030,980, the commission 
must determine the fai r value of the· Company• s Net Plant in 
Service. Company vi t.ness Russell testified to a fair value 
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weighting based on the capital structure of the Company. 
The Commission is inclined to utilize this methodology since 
evidence has been presented in other rate c ases which 
support it. While this methodology may not be s uitable for 
all cases, the Commission is of the opinion that it is 
reasonable under all the facts in this case . The commission 
feels that so11e re asonable weightin g must b� given to net 
replacemen t cost for the protection of the Company's equity 
holders an d some re asonable weighting must be given to the 
original c ost for the protection of its debt holders and 
ratepayers. The commission is of the opinion, and thus 
concludes, that a wei ghting of 30" should be given to net 
replaceme nt cost and that a weighting of 70" should be given 
the net original cost in calcuh. ting the fair value of 
Public Servioe •s plant in service. 

By weighting the o riginal cost less depreciation of 
$89,452,155 by a 70� factor and the replacement cost less 
depreciation of $152,030,qao by a 30� factor, the Commission 
concludes that the .fair value of Public Service's utility 
plant in se rvice in North Carolin a, plus the reasonable 
allowance for working capital of S6,587 ,B95, is 
$114,813.697. This fair val ue determination im:ludes a 
rea sonable fair va lue i ncrement of $18,773,647. 

EVIDENCE AHO CONCLUSIONS POB FINDING OF FACT NO. 9 

Testimomy and exhibits concerning revenues an d expenses 
were presented by Company witnesses Johnson and Flanagan and 
Public staff witnesses Kent and Curtis. A comparison of the 
revenues presented by the Company and the Public Staff 
witn esses follows: 

,Ij;g� comnan1 Public Staff Diffe��!!� 
Gas sales $65,882, IJ19 $64,028,017 $1,854,402 
Other operating 

revenues __ ri98,02§. ____ 498
4

026 
Tot.al operating 

revenues $66,380,445 $64,526, 04] $1,854,402 
=========== =========== ========== 

P.nd-of-period gas s ales revenu es are shown in Company 
w itness Johnson's Schedule 1, Page 2 of 2 .  The 
end-of-perioa gas sales r evenues of $67,077,146 are those 
revenues generated by the pres ent rates a t  
September 30, 1977, includin g sa les i n  Priorities 3 and 4. 
Public staff witness Curtis testi fiea to an end-of-p eriod 
gas sales revenue calculation of $64,028,017. The primary 
difference between the end-of-period gas sales revenues 
calculated by the Company a:nd those of the Public Staff 
comes from an exclusion of summer sales to Priori ties 3 and 
4 by Staff witness Curtis. Both Company and Public Staff 
include S!J98,026 of other operating revenues in their 
ena-of-periol revenues resulting in total operating revenues 
of $66,380,445 under the company's presentation and 
$64,526.043 under the Public Staff's pres entation. 
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The Commission is of the opinion that inclusion of sumaer 
sales to Priorities 3 and 4 is propec-. Public Service has 
presented evidence shoving that the likely market vill 
be 24 1/2 BC? including soae summer sales in priorities 3 
and Q. One of the reasons advanced for this position vas 
l'!r. Dickey's statement that often during the latter part of 
the summer, Transco gives back or increases the CD-2 supply 
by rather large volumes. If these give backs from Transco 
occur in the late summer after storage ls filled and all 
emergency gas has been purchased for the following winter, 
there vill of necessity be sales in Priorities 3 and 4. The 
commission hastens to add, however, that the inclusion of 
sales to Priorities 3 and 4 in this general rate proceeding 
as sought by Public Servi ce cannot be construed to mean that 
emergency purchases vill be allowed for any but Priorities 1 
and 2 in the f ut ure. 

Prom the evidence presented, the Commission concludes that 
end-of-period t otal operating revenues are !66,380,445. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF PACT NO. 10 

The evidence for this Finding of Fact is contained in the 
testimony and exhibits of company witnesses Flanagan and 
Johnson and Public Staff witnesses Kent and Curtis. 

The following is a comparative schedule of oper ating 
expenses presented by the company and the Public Staff: 

�.! Co11gany Public_St aff 
Purchased gas $34,913,359 $33,555,697 
operation and 

maintenance 12,2ll5,958 12,195,344 
Depreciation 3,6111,156 3,611l,156 
Taxes - other 

than income 5,659,224 5,547,960 
State income 

t axes 367,057 3ll7,216 
Federal i nco■e 

t axes 1,889,120 1,739,918 
Investment credit 

normalization 857,649 857,6tl9 
Amortization of 

investment tax 
credits !128, 139) ___ 1JE�,_n2> 

Total operating 
expenses $59,Q18,384 $57,729,801 

==-====== =========== 

niffe£�� 
$1,357,662 

50,614 

111,264 

19,81l1 

149,202 

$1,688,583 
========== 

The difference of $1,357,662 in the cost of gas of 
$33,555,697 proposed by Public St aff vitness Curtis and the 
$Jq,913,359 proposed by the Company result s froa a reduction 
in supply requirements caused by the Public staff's deletion 
of the volumes required to serv e Priorit ies 3 and ll in the 
summer, vhich deletion vas found to be improper in Evidence 

,and Conclusions for Finding of Fact No. 9. The Co■11ission 
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therefore concludes that the proper leve1 for cost of 
purchased gas is $34,913,359. 

The differenc e of $50,61«l be·tveen the operation and 
maintenance expe nse of 112,245,958 used by Company witness 
Flanagan and Public Staff vitness Kent•s $12,195,344 results 
from several adjustments made by witness Kent. Those 
adjustments are listed belov: 

,. 

2. 
3. 
4. 
5. 
6. 
7. 
a. 

Pension expense 
Erroneous charges to adTertising 
GA�A advertising 
Appli:1nce advertisin g 
Life insurance premiums-officers 
Insura nee on applia nces 
Interest on customer deposits 
Rate case expense 

Increase 
l!!ecre!!§.!!.l 

S (17,644) 
(1,604) 

(12,708) 
(28,487) 

(5,896) 
(2,880) 
38,595 

_fl!!..!l!lQ.l 
$ (50,614) 

Adjustments numbered 1, 2, 5, and 6 above vere no t 
challenged by the company on cross-exami nation or rebuttal. 
The commission therefore concludes that these adjustments· 
are r e asonable and proper based on the testimony of witness 
Kent. 

Public Staff witness Kent eliminated $12,708 of Company 
advertising through the Gas Appliance Pl.anufacturers 
Association and $28,487 which represents one-half of the 
balance in sales advertising expense. Witness Kent 
testified tha t these amounts were applicable to appliance 
sales or nonutili t y ope rations. 

Witness Flanagan testified (TR •• Vol. IV, pp. 27-29) that 
t he Company vas relying on the Commission's letter of 
November 14, 1975. This letter approved utility advertising 
which wa s designed to promot e conservation of energy by 
consumers. Plr. Flanagan stated that the company belie ved 
the advertising challenged by witness Kent vas a part of 
the ir utility obligation. 

Witness Kent testified (TR., Vol. VI, p. 182) that the 
advertisin g by Public Service did not conform to the inte nt 
of the Commission's letter because it vas not designed to 
conserve energy but merely encouraged customers to change 
from one form of energy to another. Witness Kent furthe r 
te·s tified (TR., Vol. VI, p. 185) that he did not believe the 
commission intended to allov a dvertising as a reasonable 
operating expense which vas in tended to change 5:1.les of 
energy from one utili ty to a nother. He finally testified 
that he only di.sallowed one-half of the non-3APIA advertising 
expense as appliance a dvertising even though all of it 
s hould arguably have been removed. 



366 GAS 

The commission still encourages the prom otion of e nergy 
conservation. The commission is also avare that certain 
uses of natural gas may be more efficient than other forms 
of energy. The Commission believes, however, that n atural 
gas co mpanies should direct their efforts toward the 
conservation of natural gas vhich is in such sho rt supply 
and n ot toward encouraging consumers of other e nergy sources 
to convert to natural gas. 

The Commission concludes that a portion of the advertising 
at issu e here is simply to promote the sale of gas 
appliances and would have little impact on the conservation 
of natural gas. The Commission further concludes that the 
customers of Public service should not bear the cost of 
advertising applicable to appliance sale s. The commission 
concludes that all of the advertising associa ted vith Gas 
Appliance Manufacturers Association and 1/4 of the non-GAHA 
advertising or a total of $26,952 should be eliminated from 
operating expenses (.$12,708 + $14,244). 

Public Staff witn ess Kent included interest o n customer 
deposits of $38,595 as an operating expense. This is 
cons istent vitb deducting customer deposits from working 
capital and ansures that the Company recovers the costs 
associated vith that capital. The c ommission therefore 
adopts as reasonable and pr oper the inclusion of interest o n  
customer deposits of $38,595 as an operating expense. 

'rhe last item of expense on which the companr and Public 
st aff differ is rate case expense. company witne ss Flan agan 
included $60,000 as rate case expense based on a two-year 
amortiza tion period. Public St aff v itness Kent decreased 
this amount by 1/3 or dovn to $-'l0,00 0 based on a three-yea r 
amortization p eriod. 

'Ritness KP-nt testified (TR., Vol. VI, pp . 200-201) that 
rate case expense has no rmally b een amorti'Zed over a 
three-year perio d. He also stated in response to a 
cross-examim.tion question on the number of rate cases over 
a four-year period that the last Public Service general rate 
case vas brought about pri11arily becau se of the addition of 
the Company's n ev LNG plant in Cary to the rat e base. 

The Commission concludes that, at present, tvo 
re asonable perio d  over vhich to amortize general 
expense and therefore rejects the reduction of 
rate cas e expense proposed by witness Kent. 

years is a 
rate case 
$20,000 in 

The differe nce in taxe� o ther than i nco11e of $111,264, 
state in come t axes of $19,841 and Federal income taxes of 
$149,202 are a direct result of the other adjustments to 
revenues and expenses made by the witnesses. Based on the 
a djustments accepted by the commission, the commission 
conc1udes that the proper level of taxes - other than income 
is $5,659,224 and the prope r level of State and Federal 
income taxes is $3,074,004. 
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Based on the foregoing the coamission concludes that the· 
level of operating revenue deductions which should be 
included in the cost of service in this procee:ling is 
$59,492,018. This amount includes S3,61Q,156 for actual 
investment currently consumed t hrough actual depreciation. 

EVIDENCE AND CONCLUSIONS FOR FIHDIHGS OF FACT HOS. 11-13 

The evidence which supports the above Findings of Fact are 
found in the testimonies of ftr. Jackson and ftr. Flanagan for 
the Compa ny and Hr. Bosenberg, ftr. Kent, and Plr. Daniel for 
the Public Staff. These witnesses presented the results of 
studies vhich they made to determine the appropriate capital 
structure for use in this proceeding and the current cost of 
capital to the Company. Additional eTidence is found in the 
Company's data filed in response to the minimum filing 
requirements. 

l!r .. Jackson, senior Vice President and Director of Stone 
and Webster Ranagement Consultants, Inc., offered his 
deter111ination of the cur rent fair r ate of return for the 
company and_ his opinion that the JDC should be allowed the 
same level of return as that alloved the common equity 
component of investor supplied capital. His conclusion vas 
that the fair rate of return or cost of capital to the 
Company is 9.70� when calculated on a net original cost 
basis. Included in this return figure is a cost or return 
allowance of 161 or 16.s,: on the c ommon equity component of 
capital depend ing on whether or not the convertible 
preference stock i ssues are treated as common equity. !!r. 
Flanagan test ified concerning the capital structure and 
app ropriate capitalization ratios for use in this 
proceeding. 

Mr. Edwin A. Rosenberg, an Economist in the Economics and 
'Research Division of the Public Staff, testified that, if 
the company vere able to earn a retur n of 9.1 Sl on the net 
original cost of its invest111ent, the economic test of a just 
and reasonable return vould be met. Included in his return 
recommendation vas an allowance of 13.25� for the common 
equity component. Public Staff witness Donald E. Da niel, 
Assistant Director of Accounting for the Public Staff, 
presented testi mony regarding two items which enter into th e 
determin ation of the appropriate capital structure. These 
items vere ( 1) JDC and (2) the Company• s investment in 
approved exploration programs. 

These witnesses• testimonies differed in a number of 
respects. They used different capital structures, different 
cost rates for the common equity component, and different 
cost rates for the preferred and preference stock component. 
The only 11a tter on which they a greed. vas t he proper embedded 
cost rate for the long-term debt component of capital. l!r. 
Jackson used a cos t rate of 7. 531 and l!r. Rosenberg adopted 
that rate. 
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The differences in  capital structure stem from several 
adjustments vhich the Public S taff witnesses ■a de to the 
bo ok figures as of the end of the test year. These 
adjustmen ts vere required to produce what the Pub1ic Staff 
.felt to be the proper treat■ent of cost-free capita1 ,. JDC, 
investor supplied capital commi tted  to approved exploration 
programs, and the company's two issues of convertible 
preference stock. The Public Staff's treatment of the 
convertible preference stock also resulted in the difference 
between the et1bedded cost rate which Jllr. Jackson used for 
this component (7.06�) and the cost rate used by ftr. 
Rosenberg (7.18J). 

The capital amounts and rati os presented by the Company 
and the Public Staff vere as follovs: 

..llm& 

I.ong-term debt 
Preferrea and

preference stock 
Deferred income 

taxes 
St oclcholder•s equi ty 

per books 
converted 

preference stock 
S tockholder's 

investment in 
exploration prograa 

Job development 
investment 
tax credit 

Total equity 

Tot al capitalization 

Company 
Al!onn:t 

$50.910 , 000 

10,201,000 

5,865, Q08 

26,6ll9, 894 

2,220,700 

2.398. 781 

31,269,375 

$98,251,783 
========= 

Ratio 
51.82 

10.39 

5.97 

}1.82 

100.00 
====== 

fil!h!k_§,U,Il 
!mQJ!!!! Ratio 

$50,910,000 57. 68 

11,124,362 12.60 

26,708,076 

1,303.338 

( 1,777,398) 

ZhZlQ.016 29.72 

$88,268,378 100. 00 
======== ====== 

Mr. Jackson (and also Sr. Ro dgers testifying for the 
company) treated the entire amount of conYertible preference 
stock as if it vere common equity. !Ir. Rosenberg treated 
all of the outstanding amount of the Q.4oi issue and 
one-half of the outstanding amount of the 8� issue as comaon 
equity. Based on the testi■ony of these tvo witnesses (and 
that of Br. Ro dgers) 8.s vell as the co■pany• s data 
response, it ap p ears that conwersi on of these issues is 
taking place and that the present preference shareholder can 
increase his dividend by converting his shares to co■■on 
sto ck. The co■pany is encouraged to increase its common 
equity ratio and, in this case, the Commission concludes 
th at all of the preference stock should be included as 
common equity. The choice of the 8abeddea cost rate for the 
p referred and preference stock capital is also based on the 
adoption of Sr. Jackson •s treatment. of the convertible 
preference issues. The coallssion vi�l therefore aaop t Sr •. 
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Jackson•.s figure. of· 1.06� as the propeJ? eabedaea cost rate 
for this class of capital. : 

Bot:h the Company and the Public S taff agreed on the a■ount 
of long-ter■ debt. .There being no· eY1:.dence to the contrary, 
the Co■11.issi.on concludes that the a■ount of $50,910,000 
presented bJ both the CO■ pa.ny and .the P.ablic -Staff should. be 
used in the co11:pllta·t1on of the· long-:-ter11 ·debt rittio. 

The re■aining, differences in total capit alization and, 
therefore, in the capitaliza:tion · ratios "- concern the 
treat■ent of acCu■ulat.ed deferred inco■e-taxes, stockholder 
i'.!l,Vest.ment in ·exploration. pr9gra■s.; and the UTia■orti�ed 
balance of the -J:.DC.-The-·Coirlaission has _prewiously found in 
Evidence and Conclusions for !'inding of Pact Bo •. 5 that the 
accu■ulated deferred incoae taxes shotild be includea as a 
'Zero""."veight component of the cap�tJl structure. We vill not 
repeat those FiDding s.and Conc1usions here. 

The three basic issUes to be resolTed in computing the 
proper capitali,zatiqn ratios are as follows: 

( 1) Should t he .. a■ount of 1:he JDC be included in coaaon
equity in computj.ng .the common ,eq\lity capitali-zation ratio 
and, therefore,, a11ov� the investment supported by this 
source of funds to earn the ·full equity rate of return a s  
opposea t o  the overall rate of return? 

' 

(2) Should the book coaaon .equity be red,uced by the total
amount of Public serTice•s 251 matching investment in 
exploration progr�as? 

(3) shoula t he 
stock b e  treated 
previously adopted 
•atter ana vill not· 

total aaount of conv ertible preference 
as coamon equity? The Com■ission 

vitness Jackson's treatment of this 
repeat the conclusions. 

The Co■pany an·a t he Staff a isagree �ith regard to the 
rate-■aking treatment to be accordea the JDC. The company 
contenas that the ,legislatiTe intent vas for the company to 
earn the full equity return on the, a.na11ortized balanc;e of 
the J DC, while the Staff maintains that the Revenue Act 
of 1971 requires only that the funds a�ising from the JDC 
shoula receive no· less than the overall.cost o� capital. 
The coapany•s position is based ?n the House ways and Beans 
Committee Report Ho. ,92-533-and the Senate Finance Com■ittee 
Report No. 92-437. The following excerpts from the House 
and Senate committee Reports tend ·to support the company's 
contention: 

Hous.e Report Ro. 92-533: 

"In determini�g whether or to vhat extent a credit has 
been used to reduce the rate base, reference is to be ■ade 
to any accounting treataent that can affect the company•s 
permitted pro�it on investment by treating the credit in 
any way other t:han .as though it had been contributea by 
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the company's common shareholders. For example, any 
lesser •cost of capita11 assigned to the credit would be 
treated as, in effect, a rate base adjustment. n 

Senate Be port No. , 92-437: 

"In determining whether or to what extent a credit has 
been used to reduce the rate base, reference is to be made 
to any accounting treatment that can affect the company's 
permit ted profit on investmen t by treating the credit in 
any vay other than as though it had been contributed by 
the co mpany• s common shareholder. For example, if the 
•cost of capital.' r ate assigned t o  the ct=edit is less than
that assigned to common shareholders• investment, that 
would be treated as, in _E?ffect:, a rate base adjustme nt." 

The follov i ng excerpt from t.he Internal 
proposed Reg. Section No. 1 of q6-5 tends 
Sta ff' s po sition: 

Revenue Service's 
to support the 

"In determining wheth er or to what extent a cr8di t  allowed 
under section 38 (determined without regard to section 
q6(e)) reduces the rate base, reference shall be made to 
any accounting treatment of such credit that can affect 
the taxpayer's per■itted profit on inve stment. Thus, for 
exaople, assigning a •cost of capital' rate to t�e a mount 
of such credit vhich i s  less than the permissible overall 
rate of return (determined without regard to the credit) 
would be treated as, in effect, a r ate base adjustment. 
What is tbe overall rate of re turn depends upon the 
practic e of the regul.atory body. Thus, for example, an 
overall rate of retur n may be a rate determined on the 
basis of an a'l'erage or weighted average of allowable rates 
of return on investments by common stockholders, preferred 
s tockholders, and creditors." 

For purposes of setting rates in this case, the Coumission 
concludes tlat the JDC should be treated as co mmon equi ty. 

The Commission vill nov discuss the appro priate level of 
the shareholders• investm ent in the company' s exploration 
program and whether the book common equity should be reduced 
by the amount of this investment for the purpose of 
calculatin g the c apitali-zat.ion ratios . 

In his testimony, Public Staff vitness Daniel s tated (TB., 
Vol. 6, p. 213) 1:hat the Commission Is Revised Order 
approving the exploration programs in Docket No. G-100, 
sub 22 required 25" of the co st of the programs to be 
support.ea by sto ckholder .capita l. Re further stated tha t 
t he only vay to insure that the stockholders contribute 
their full 251 share of the cost of the exploration program 
vas to provide specific treatment of the s tockholder portion 
of the contributi'on in a manner such as that accorded to it 
by Public Staff witness Rosenberg (i.e., exclude st,ockholder 
investmen1: in exploration program from �o■mon equity in, 
calculating the c apitali-zation ratios). He furth�r sta ted 
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tha·t 
vith 

this treatment vas necessary in order to be consistent 
the comsission•s orders regarding the exploration 

pcOgra11. 

on cross-examination, vitness Daniel agreed (TR., Vol. 6, 
pp. 224-225) that the exploration program. may in fact be 
sup�orted by the total capital structure: however, witness 
Dan•iel reiterated that anything less than a specific 
deduction of the stockholder investment vould result in the 
company's contribution to exploration being made by the 
overall, capital structure and, therefore, by someone other 
than the stockholders of the c:o■pany. 

The Co1111ission has very c ar efollJ' era mined and considered 
the evidence presented on this issue and concludes that the 
Public Staff's contention that the stockholder investment in 
the company's exploration program should be cons idered 100J 
equity fin anced is unfounded and inco nsisten t with the 
commission• s Order in Docket Ro. G-1 oo. sub 22 • and G-5. 
sub 109, and therefore is improper. 

Based upon the foregoing. the commission conclud es that 
the net Origina l cost capital structure of the Company a t  
September 30. 1977. which ve deem proper for rate-making 
purposes in this proceeding is as follows: 

Long-ter■ d ebt 
P r eferred and preference stock 
Cost-free capital 

51.811 

10.3 9� 

5.971 

31. 831

100:001 
Common equity 

Tot al 

The re�aining area of disagreement between these witnesses 
va s the determination of the proper cost rate to be assigned 
to the common equity component of capital. ftr. Jackson 
testified concerning the results of a "comparable earningsn 

analysis which he performed. based o n  the achieved egoi ty 
returns of q1 compa rison c011pan ies. His conclusion was that 
thes e companies (all engaged in the nat.ural ga s distribution 
business) had not been able to earn reasonable rates of 
return over the years 1971 - 1976. Re also reported the 
achie-Ved returns of a group of 22 "highly-rated" industri al 
firms o ver the 1967 to 1976 perio d. Thes e firms vere able 
to achieve average equity returns of 15.4'1 ove r that perj.od. 
Hr. Jackson reported that the firms in the Standard and 
Poor1s 400 gro up had earned an average return on boolt equity 
of 13.61 over the 1q11 to 1976 per iod. ftr. Jackson also 
statea that the realized returns which investors had 
receiTed from investments in Public Service Company, the 
comparison group of utilities. and the 22 "highly-r ated" 
industrial firms in recent years vere too lov in light of 
the returns available to inTestors in fixed-charge 
securities. 

l'lr. Jackson 
his group of 41 
fir ms were to 

performed a discounted cash flow analysis on 
comparison utilities and founcl that if these 
,have the oppor tuni'ty to successfully .market 
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their equity securities, they vonld have to earn an equity 
return of 16�. This vas based on his belief that the 
allowed return should - be sufficient to allow for a 25� 
cushion between market price and book value to all ow for 
selling expenses, market p ressure , and market declines. He 
felt that the total effect of these forces could be as much 
as 20'1 of t he pre-sale market price which implie s that the 
market price should be 251 above book value in order to 
sustain a 20� dec line in price. 

Finally, nr. Jackson presented the results of a regression 
which he calculated using da ta for the avet"age rati o of 
market price to book value and average embedded interest 
cost rates for his gr oup of 41 comparison utilities for 
the 1971 to 1976 period. Based on t his analysis, he 
concl uded that in order for Public Service's commo n stock to 
sell at a marke t to book ratio of 1.0 to 1.2, the equ ity 
return would h ave to be in t he range of 13.2� to 14.51. 
Based on the re sults of the above analyses and on hi s 
judgment about the impact of the company's relatively thin 
equity rati o of approximat ely 30% as compared with the other 
firms in his comparison groups, "r• Jackson stated that it 
vas his o pinion that the current cost of common equity is 
fait:ly stated at 161 if the convertible preference stock i s  
included in comm on eguit y and 16 1/2% if it is no t. 

Mr. Rosenberg's recommendation of 13.25� as the proper 
cost rate for common equity vas based on his application of 
the discounted cash flov technique to a group of 19 natural 
gas distribution firms includ ing Public Service Company. 
His s._tudy consisted of analyzing the growth in earnings and 
dividends per share for each of the firms for various 
periods within the period 1966 .to 1977 and cal culating a 
gro wth rate for each firm. This growth rate, vhen combined 
vith the dividend yield for each firm as of !larc h 31, 1978, 
l ed bim to conclude that the minimum cost of equity for the 
group of firms vas 12.21. Because Public Service compan y
had a lover equity ratio than the group as a whole, be 
adiusted the minimum c ost rate for Public service company
upwards by .ri,r; t o  .5% to reflect this additional fi na·ncial 
risk. He further adjusted the minimum cost of equity f or 
Public SerTice Co11pany upward to reflect vhat he fel"t vere
reasonable selling expenses (5! to 10,::) associated vith the 
sale of additional equity and arri"Ted at a range of 12.9'J 
to 13_q,: wit hin which he recoamended 13.25,C as a reas�nable
estimate of th e cost of equity to Public Service Company.
Finally. he Checked t he reasonableness of this
recommendation against the achieved equity returns of a
number of groups of industrial and nonindustr ial firms·and
conclu ded that, based on his ana lysis of the achieved equity
returns f or vide groups of firms, his recommendation
of 13.251 for Public Service vas not unreasonable.

As noted in the cr oss-ei:amination of both !Ir. Rosenberg 
and Rr. Jackson, it is difficult to select a rep resentatiTe 
number of companies vhich is troly co�parable to Public 
Service Company. Included in ftr. Jackson's group of Q1 
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co■panies and �r. Rosenberg's group of 18 fir■s are 
in di•idual co■pauies which, judged on an indi•idual basis, 
■ight not be closely co■parable to Public Service Co■pany.
Yet, each of the fir■s on both lists share so■e
characteristics with Public Ser•ice co■p any, and it is not
unreasonable to h old that so■e useful results ■ay be
achieved by the study of these groups. Within the two
groups of co■parison co■panies presented by the two
witnesses were nu■erous duplications. Indeed, it ■ay be
sa id that the list of fir•s used by l'lr. Rosenberg was
basically a subset of the fir■s used by l'lr. Jackson. It
appears that l'lr. Rosenberg was so■ewh at ■ore selecti•e than
was l'lr. Jackson in the choice of co■parison co■panies,
although a nu■ber of fir■s on either list ■ight be
challenged on one or ■ore grounds.

When the 
the co■■on 
deter■ined, 
fol lows: 

fair •alue incre■ent of $18,773, 647 is added to 
equity co■ponent of capital pre•iously 

the resulting fair •alue capit al structure is as 

L ong-ter■ debt 
Preferred and preference stock 
cost-free capital 
co■■on equity 

Total 

43.341 
8.691 
4.991 

Ss.281 
100.001 

The Co■■ission takes notice of the opinion of the Supre■e 
court of the state of Worth Carolina in Utilities 
CO■!ission, et !l• .!• fil!ke f2l!�!: �l?!�!!I• 2 85 II. C. 37 7  
(1974), wherein the following statements concerning the 

lev el of the fair rate of return appear at page 396. 

"The capital structure of the co■p¼ny is a ■ajor factor in 
the deter ■inatlon of what is a fair rate of return for the 
co■pany upon its properties. There are at least two 
reasons why the additio n of the fair nlue incre■ent to 
the actual capital structure of the co■pany tends to 
reduce the fair rate of return as co■puted on the actual 
capital structure. Pirst, treating this i ncre■ent as if 
it were an actual addition to the equity capital of the 
co■pany, as we ha•e held G.S. 62-133 (b) requires, enlarges 

the equity co■ponent in relation to the debt co■ponent so 
that the risk of the in•estor in co■■on stock is reduced. 
Second, the assu rance that, year by year, in ti■es of 
inflation, the fair value of the existing properties will 
rise, and the resulting incre■ent will be added to the 
rate base so as to increase earnings allowable in the 
future, gives to the investor in the co■pany •s co■■on 
stock an assurance of growth of dollar earnings per share, 
over an d above the· growth incident to the reinvest■ent in 
the business of the co■pany•s actual retained earnings. 
�s indicated by the testi■ony of all of the expert 
witnesses, who testified in this case on the question of 
fair rate of return, this expectation of growth in 
earnings is an i■portant part of their co■putations of the 
p resent cost of capital to the co■pany. Vhen these 
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matters are properly taken into account, the Commission 
may, in its ovn expert judgment, find that a fair rate of 
retur n on equity capital in a fair value state, such as 
North Carolina, is presently less than the amount which 
the Commission would find to be a fair retur n on the s ame 
equity capital without considering the fair value equity 
increment • 11 

The Co1111.ission therefore conclui!es that it is fair and 
reasonable to consider in its findings on rate of return the 
r eduction in risk to Public Service •S e quity h olders and th e 
protection against inflation which is afforded by the
addition of the fair value increment to the eguity component 
of the Company's capital structure. considering the nature 
of Public Service's current investment nee ds and its present 
sta tus with rega rd to equity financing, a s  well as other 
testimony relati ng to rate of return, the Commission 
concludes that a return of 7.611 on the fair value capital 
structure calculated above will allow the Company to·m�et 
its fixed obligations and will produce a return of 8.69,: on 
the fair value common equity or approximately 1q.02� on the 
net original cost or book valu e of the equity component. 
The Commission c oncludes that this is a fair and reasonabl e 
rate of return. It will enable the Company to 11eet the 
re.asonable requirements of its customers and compete i n  the 
capital mark.et on te rms vhicb are re asonable to both 
ratepayer and investor and, the refore, the rates allowed the 
Company should be set at a level vhich reflects this fair 
rate of retorn and provides the Com pany a reasonable 
opportunity, given efficient �anagement, to earn that level 
of return. 

The commission cannot guarant ee that the Company vill 
achiev e the level of return herein found to be just and 
reasonable. Indeed, the Commission vould not guarantee it 
if it could. Such a guarantee vould remove necessary 
incentives for the Company to undertake to achiev e the 
utmost in operational and managerial efficien=y. 

Tbe Commissi on believes that it has given the co�p any a 
re asonable opportunity to earn a reasonable return for its 
stockholders vhi le providing adequate and econo11ical se rvice 
to the ratepaye rs. The Commission can do no more .. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 14 

The following sch edules summarize the gross r evenues and 
the rates of return vhich the Company should have a 
reasonable opportunity to achieve, based on the increases 
approved he rein. Such schedules, illustrating the Company's 
gross revenue requirements, incorpora te the findings, 
adjustments, and conclusions hereto.fore and herein made by 
the commission. 
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SCHEDULE I 
PUBLIC SERVICE COl'IPA.tfY OF BORTH ClROLIHA, IRC. 

DOCKET NO•. G-5, SUB 136 
STATE�ENT OF PAIR VALUE RATE OF RETURN 
TWELVE ftONTHS ENDED SEPTEMBER 30, 1977 

Q£,erating ReYenue� 
Gas sales 
P!iscellaneous 
Total revenues 

Present 
Rates 

$ 65,882,419 
498. 02!; 

�filh..!Jll2 

Operating RevenuP._Dedoct.ions 
Pu re based gas 34, 9 13, 359 
Operating and 
maintenance expense 

Depreciation 
Taxes other than income 
Income taxes - State 

1 2,231,275 
3,614,156 
5,659,224 

and Federal
Total operating 

revenue deductions 
Net operating income 

for return 

Investment !D�§_Plant 

59.492 • 018 

Gas plant in se�vice $120,888,571 
Less: Accumulated 

depreciation 
Net gas plant 

Allowance for Working Capital 
cash 1,528,909 
compensating bank 

balances 
P!aterials and supplies 
A.verage prepayments 
Less: Average tax 

accruals 

1,600,000 
6,298,910 

391,328 

2,587, 999} 

643. 253)
customer 
deposits 

Total allowance for 
working capital 

Original cost net 
investment 

�filL 89 � 

$ 96,0110,050 
========== 

Fair value rate base $114,813,697 

Rate of return on 
fair value rate base 

========== 

6. 00�
========== 

Increase 
Al!PE'9�.!! 

A.ft.er 
Approved 
Iru::a;:�:H!§!! 

$4,023,956 $ 69,906,375 
___ 42,L.026 

�;§JjL22§ _70,flQ9c401 

241 ,. 1137 

$jL2JJ�i! 

2,172illi 

$1,848,895 $ 

315,913,359 

12,231,275 
3,61Q ,. 156 
5,900,661 

hlQJ,628 

8,737,322 
::======= 

$12 0,888,571 

1,52 8,909 

1,600,000 
6,298,910 

391,328 

2,587,999) 

�3.253) 

-�§1Ll!.22.

$ 96,0IS0,050
========= ========== 

7.61l 
========== 
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SCHEDULE II 
POBLIC SERVICE COMPANY OF HORrH CAROLINA. INC. 

STATE�ENT OF RETURN OH FAIR VALUE CO�ftON EQUITY 
DOC�ET ffO. G-5, SUB 136 

TWELVE �ONTHS ENDED SEPTEMBER 30, 1977 

Fair Value 
J!.ate Base 

Embedded Cost 
Ratio or Return on 
-· L Common_gguity

Net 
Operating 
_I!!.� 

Capitalization, 
Ratio __ Present Rates_ -_Fair_Value Rate Base 

Long-term 
debt $ 49,758,350 43.341 

Preferred and 
preference 
stock 

Cost-free 
c apit al 

common equity 

Total 

Long-term 
debt 

Preferred and 
preference 
stock 

Cost-free 
capital 

common equity 

Total 

9,978,561 B.69 

5,733,591 4. 99 
_q9,343,195• -'!.Z.2!! 

$114,813,697 100.00% 

$ 

========== ====== 

A !!J:?t:'OVed___futtes 

49,758,350 43. 34

9,978,561 8.69 

5,733,591 4.99 
49,343, 195• -'!.Z.2!! 

-

$114,813,697 100.00J 
====· ===== ====== 

*Book common equity !30,569,548 
Fair value increment 181

7731647 
$49,343,195

======== 

7. 53 $3,746,804 

7. 06 704,486 

.'h2.'! b,S,�7,137 

$6,888,427 
=== --------

Fair Value Rate BafilL __ 

7.53 $3,-7lf6,804 

7. 06 704,486 

l!.§2 !i.i�6,032 

$8,737,322 
==== --------

EVIDENCE �ND CONCLUSIONS FOB FINDING OP ¥ACT NO. 15 

The evidence for this Finding of Pact. is contained in the 
testimony and exhibits of Co■pany witnesses Dickey and
Johnson and those of Public Staff witnesses Blaydon, ftagat, 
Curtis, and Stone. 

The company and t.he Public Staff have both arranged the 
rate sche4nles under vhich service is offered in accordance 
vith the priority system established by the Commission in 
Docket Ro. G-100, Sub 24. Tn so doing the Company has 
reduced the nu■ber of rate schedules under vhich service is 
to l:e offered from 12 to 6; whereas, the Public Staff has 
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added one additional rate schedule to d istinguish between 
those industrial customers vith propane as an a1ternate fuel 
versus those vith oil as an alternate. The Commission feels 
that the grouping set forth by the Public Staff is 
appropriate in reflecting the availability and reliability 
of gas serTice to Public Service's custo■ers in Horth 
Carolina. 

Company witness Johnson provided a rate design vhich 
employed declining blocks for Rate schedules 21 and 22. The 
remainder of the rate schedules were flat year-round rates. 
Public Staff vitnass curt.is proposed a rate design using 
flat ra. teS for all schedules, vith a sum■er - winter 
differential which pro•ides a slightly reduced flat rate to 
those custo■ers vbo buy gas during the su1111er months. 

The Commission concludes that rates incorporating a summer 
- winter differe ntial are undesirable in that such rates
would be less effective than average flat t:ates in 
encouraging consumer c onservation and therefore are 
inappropriate for use in this proceeding. 

The commission (in the emergency surcharge Docket 
No-. G-100, sub 33)' has authorized Public Service to provide 
service to customers in Priorities 1 and 2 on de sign vinter 
conditions. Public Service, through its witnesses Johnson 
and Dickey, established a design of rates based on making 
summer sales to Priorities 3 a nd 4. Public Staff witness 
Curtis excluded sales to Priorities 3 and 4 in the sumner 
for his design of rates. The total volume of gas in these 
two priorities for the summer period is 1,281,622 KCF. The 
Company presented testimony that often during the latter 
part of the summer Tra nsco gives back or increases the cn-2 
supply by rather large volumes. If these give backs from 
Transco occur in the late summer after storage is filled and 
all emergency gas has been purchased for the following 
winter, there will of necessity be sales in Priorities 3 and 
4. The commission there.fore finds that the design of rates
should be based on sales to Priorities 1 and 2 and s ummer
sales to Prioriti es 3 and 4. The Commission i s  still of the
opinion, h owever, that emergency purchases shall only be
made to serve Priorities 1 and 2, both nov a nd in the
foreseeable future.

Both the Company an d the Public Staff recommended that the 
basic bil1ing unit for Public Service be changed from the 
cubic foot to the therm. This change was nece ssitated by a 
change i n  billing units to the Company from its pipeline 
supplier. None of the intervenors opposed this change and 
the Commission concludes that it should be allowed. 

The Company use d  251,796,·300 therms in designing rates 
whereas the Public staff used 238,624,557 therms, the 
difference being in the exclusion of summer sales to 
Priorities 3 and 4. Revenues generated by Coapany witness 
Johnson in his testimony show tota·l revenues of $71,751,075. 
Public staff witness Curtis generated proposed revenues of 
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$67,190,584. The Commission, in Finding of. Pact No. 9, 
accepted fir. John son's revenue calculation s and such 
Findings and conclusions vill not be repeated here. 

company vitness Johnson proposed a facilities charge for 
Rate 21, whereas the Public Staff proposed a minimum bill 
concept. The Commi ssion feels that, due to residential 
custo11er acceptance of the minimum bill c oncept where the 
custo111er receives some gas before he is billed, the minimum 
hill should be employed in the design of these rates. The 
Public staff's recommendation including three therms is 
considered appropriate here. 

The Commission has before it tvo cost-of-service studies 
which reflect various cost allocation methodologies. 
Company witness Johnson prepared a cost-o f-service st udy 
showing an overall .rate of return of 9. 731. The rate of 
ret urn by class of customer ranged from 6.22% to 29.7J.. 
Public .Staff witness Stone presented a class cost-of-service 
study shoving an overall return of 10.06�. ranging by cla�s 
of customer from a low of 5. 53'1 return to a high of 24.52,: 
.ret urn.. The main difference in these tvo cost-of-service 
studies is in the allocation of the demand a nd commodity 
components a nd in averaging the tvo. company witness 
Johnson used a 50-50 weighting of the de11a nd a nd - commodity 
components. Public Staff witness Stone use� a 25% weight ing 
factor on the demand component and a 75'1 weighting of the 
commodity component. The commission concludes that 
the 25-75% weighting is more appropriate in light of the 
present gas supply picture. The commission concludes that 
cost-of-service studies are appropriate for use as a guide 
in setting rates b ut are not the ultimate goal of 
rat emaJdng. 

Public staff witnesses fllagat and Blaydon testified that 
alloca ted cost-of-service studies were not an appropriate 
method for designing Public Service's rates in this case. 
They contended that r ates s hou1d be set which would force 
each c ustom9r to f ace the marginal cos t of providing one 
additional deca therm of service to such c ustomer. 

The Commission has reviewed the maC'ginal cost testimony of 
witnesses aagat and Blaydon testifying on behalf of the 
Pub lie Staff. These two vi tnesses proposed the following 
criteria for use in r at e  design: 

(1) Rates sho uld induce an economically efficient 
allocation of re sources. 

(2) Rates should produce the required revenue,

(3) Rates should be nondiscriminatory, 

(q) Ch ang es in rates should take place gradu ally, and 

(5) Rates should provide reasonably stable revenue 
patterns.
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Witnes ses Plagat and Blaydon argued that criteria 
and (5) implied nothing vith regara to the des�gn 
and that criteria (1) and (3) implied that rates 
set equal to marginal cost. 

379 

(21 , (ij), 
of' rates 
should be 

The company and the Public Staff further presented to the 
Commission, through rate design 11it.nesses Johnson and 
Curtis, an historical ·co■parison between the rates currently 
in effect and the revenues generated by the proposed rates 
of the Compan y and the Publi c Staff. Company vi tness 
Johnson's exhibits shoved an oYerall 8.91i increase, ranging 
from no increase to an increase of 12.471 by proposed rate 
schedule. Public Staff witness Curtis, using the present 
rate schedules, shoved an overall increase of 7.51 vith a 
variat ion amon g rate schedules from no increase to a 15 .. 2,C 
inc rease. 

The Public Staff fart.her presented testimony on the cost 
of alternative fuels for the various rate classes and 
priorities, vhich s tudy indi cates that the proposed rate 
levels for each rate class as fil ed by Public Service and as 
proposed by the Public Staff are all less than the 
competitive cost of alternative fuels. 

A.fter ha ving consider ed the cost of s erv ice studies, the 
marginal cost data, the historical rate coaparisons, the 
competitive c ost relationship between natural gas and other 
alternat e energy sources, the need for a 11.ore simplified 
ra te structure, and the desirability of encouraging co nsu•er 
conservation through rate design, the Comai.ssion concludes 
that the additional !4,023,956 in gr oss revenues approved 
hecein should b e  der i ved pursuant to the fol lowing 
guidelines: 

1. The commission concludes that the m1n1.mu11 bill is the 
most desirable method of recove ring a portion of custome r 
costs and t hat suc h a charge for residential customers 
s hould include the first three therms of natural gas 
consumed .. 

2. The commission concludes that rates incorporating a
suemer - winter diffe rential are undesirable in that such 
rates would be less effective than average flat rates in 
encouraging consuaer conservation and th erefore are 
inappropriate for use in this proceeding. 

3. The commission concludes t hat the ra tes should be
flat, thereby elimi nating declining blocks and encouraging 
conservation. 

4. The Commission concludes that the number of rate
schedules should be reduced from 12 to seven as presented by 
the Public Staff. 

5 .. The coa■ission concludes that the basic billing unit 
should be chan ged from the cubic foot to the therm. 
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6. �he Com■ission concludes
presently master metered sh ould 
customer charge. 

that customers vho are 
not each pay the ful1 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT HO. 16 

VVA:P or curtailment tracking rate (CTR) vas initiated for 
the purpose of .stabilizing the base period margin (gas sales 
revenue - cost of gas - gross receipts tax) vhich had been 
subject to Tariation due to the curtailment of the Company's 
flowing gas supply from Transco._ Although the VVAF does not. 
guarantee any specific rate of return in ti■e intervals 
between general rate case proceedings (and vas never 
intended to), it has functioned vell in protecting the 
co■panr•s base period ■argin where fluctuation of flowing 
gas supply has characterized annual operations. This 
uncertainty concerning gas supply Tolumes and its attendant 
consequences continue to affect Public Service company. 
Transco•s supplies have not stabilized and Transco•s actual 
deliveries continue to vary from its projections. The 
Commission concludes that the instability and Tariability of 
fut ure pipeline gas supplies merit the continuation of the 
VVAF. 

One of the co■pany•s objections to the VVAP is that 
volumes tendered but not taken are included as Yoluaes sold 
under the present formula. In order to aleviate the 
Company's concern and make the formula equitable in this 
regard. the Com■ission concludes that prospectively these 
volumes tendered but not taken vill be treated as curtailed 
volumes. 

The commission further concludes t hat the nev base period 
supplJ Yolume of 251,796.300 ther■s and the nev base period 
margin of $30,798,634 vbich are established in this 
proceeding. should be calculated as follows: 

Base -period supplJ. - ther■s 
Less: Co■p&ny use and unaccounted for 

Base periol Yoln■e - therms 

Gas- re•enues 
Less: cost of gas 

Gross receipts tax 

Base period margin 

IT IS• THBBBPORE. ORDBBED 'AS POLI.OVS: 

262.177 .330 
_10.381.030 
1_51.796.300 

$69,905,375 
3q,913,359 

�,Q.382 
_39.IQJ..741 

$30,798,634 
========= 

1. That Public SerYice Co■pany of North Carolina. Inc.•
be. and the same is hereby. �utborized to adjust and 
in crease i�s rat es and charges so as to produce additional 
annual revenues of $4 ., 023.956. 
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2. That the proposed rates filed by Public serYice which
were designei to produce additional annual revenues of 
$5,868,656 are in excess of those vhicb are just and 
reasonable and the'same are hereby disapproYed and denied. 

3. That the co■pany and the Public Staff shall file
within 5 days of the date of this order rates which vill 
produce S69,906,375 in annual gross gas sales reYenues 
accord ing to the following guide lines: 

a. Rate schedules 21, 22, 23A, 23B, 24, 25, and 
e■ergency services as proposed bJ the Public 
Staff shall be utilized. 

b. The unit. of measurement shall be the t:her11. 

c. Bate Schedule 21 shall incorporate a mini■um 
bill of $5. 25 vith 3 therms of gas included. 
The aini■om bill for heat only customers sh ould
be S7.00 per •onth for nine aonths.

d. The rates shall be flat rates vith n o  summer -
vinter differential. 

e. Those
metered
bill.

customers vho are pres ently 
shall not each pay the ■onthly 

■aste r
■inimum

f. su1111.er sales to Priorities 3 and 4 shall be
included in sales in accordance vith the
conclusions set forth above.

Exceptions and co■11.ents to said proposed rates shall be 
filed vithin fiYe days thereafter. 

q_ That the rates and charges necessary t o  p�oduce the 
additional annual gross reve nues authorized he rein shall 
become effective on all gas sold froo and after the issu ance 
of a further order approving the tariffs filed pursuant to 
Paragraph 3 aboYe. 

5. That, prospectively, volumes tendered but not taken 
will be treated as curtailed volumes in the calculations of 
the VHP. 

ISSUED BJ ORDER OP THI! C088ISSION. 

This the 26th d ay of Joly, 1978. 

NORTH CAROLINA UTILITIES C088ISSION 
Katherine�- Peele, Chief Clerk 

(SEAL) 

COBftISSIOMBR TATE. COBCUBRING �RD DISSEHTIRG: I concur in 
the_ aajor issues decided in this case, but I do d issent to 
that portion of the order vhich deals with the ■ini■u■ bill 
provision. It is ■Y belief that a facilities c harge is cost 
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justified, in that i t  represents that fair charge to each 
customer based on his being hooked up to the service, having 
his meter read and billing. Additionally, I believe that it 
is an honest attempt to tell ea�h custo■er what charges he 
is respon sible for by being on the system. The Public 
staff's recommendation for a m1.n1.mu11. bill which also 
provides three therms of gas will, in my opinion, lead to an 
unn ecessarily co11plicated calculation of all the various 
su rcharges placed on each therm of gas as veil as the 
calculation of the CTA. The only reason given by the Public 
staff for a minimum charge as opposei to a facilities charge 
is customer acceptance, and I believe that most Nor th 
Car olina cus tomers would accept t he facilities charg e as 
fai r  if there vere efforts to explain the reasons for it. 

Sarah Lindsay Tate, Commissione r 

PUBLIC SERVICE COftPANY OF NOBrH CAROLINA, INC. 

KOGlrn, CHA.IRPIAH, CONCURRING IN PART AND DISSENTING IN 
PA.RT: (1) Rate of Return on Book Equity: Rith the 
exception of the revenue effect of cer tain accounting 
adjustments, I agree vith the resul tant re ven ue dollars 
anticipa ted to be produc ed by rates based on the order's 
allowed rate of return on fair value common equity of 8.6q" 
and return on book common equity of 14i. Howeve r, I do not 
agree vith the stated reasoning a nd conclusions found i n  the 
order re gar ding the granting of these rate s of return. 

It is my opinion that a rate of return of 13.25i - 13.50% 
on book equity (approximately that recommended by the Public 
Sta.ff) would be sufficient and produce a fair and reasonable 
ret urn to the company. But. I recognize also that the 
Volumetric: variation Adjus tment 'Factor (VVAF} operates to 
limit the Company's ability to offset inflationary costs 
with increased sales of gas. While the VVAP works to 
"protect" t he company from declining volumes of sales, it . 
also prevents the Company fro m realizing any additional net 
income from inc reased sales of gas. If one assumes that 
inflation will continue at or near eu rrent l evels. then VVAF 
will effeetively ·eliminate the Co■pany•s ability to earn a 
given rate of re tur n  based on a past test period. For that 
reason. I vould vote to allov an attr ition allowa nce of .501

• 751 on the book equity return. (It shoul d be noted that 
neither the electric nor the telephone utilities i n  this 
State have an automatic "volume" adjustment: clause, thereby 
permitting the possibility of improvement in system load 
factors and an opportunity to offset inflationary easts.} 

Recognizing the aboye-described prob lem vith the VVAF. one 
may question whether it should be eliminated? I would say 
no. because during this period of gas supply uncertainty, 
elimination of the VVAF eould possibly lead to windfall. 
profits for the Company if natural gas legislation. vhich 
could sig nificantly increase Transco•s supplies. is passed 
by Congress. 
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While the possibility of vindfa11 profits may be small due 
to the fact that Public Service is buyin g a significant 
portion of emergency ga s for which other gas would be 
substituted. I believe it would be prudent to ■ain1:ain the 
VVAP foe- t he present and near future time period,. 
concurrent. vith retaining the VVAP. I believe the Commission 
most recognize that the VVl.1" vill operate to almost 
completely preclude the Company from earning any 
predetermined rate of return based on a past test period if 
inflation continues to outstrip productivity improvements as 
it has during the recen.t pas t.., Por those reasons, I would 
include a mode st attrition allowance as discussed above .. 

(2) Job Development Investment Tax Credit: I disa gree
vith the order's de termination that the cost of book. equity 
should be the rate of return required to be earned on the 
funds generated b_y this tax credit,. I believe such 
tr'=!atm.ent unduly benefits the stockholde r at the expense of 
the consumer. Vhi le I recognize that the tax lavs are 
onclEar on this matter and that our adoption of a procedure 
contrary to the lav could conceivably jeopardize the 
company• s previous investment tax credi ts, the great 
majority of publi c service commissions in the country (35) 
are assigning the lover overall capital cost as the rate of 
return which must be earned by these fund s.. Public Staff 
accountants testified that it vas ver y unlikely that any IRS 
ruling would be applicable retrospectively. 

However, to guard against that likelihood (even though 
thought to be small) of an adverse ruling applicable 
retrospectively, I would advocate that the return on book 
equity figure be used but that a memorandum account be 
est ablished to permit the difference in a ssigning the 
overall cost of ca pital and the cost of book equity to be 
collected and later refunded to the customers pending a 
favorable ruling b y  IRS. -

Date July 25, 1978 R�bert K. Koger, Chair11an 

DOCKET NO •. G-5, SUB 136 

BEFORE THE NORTH CAROLINA UTILITIES COl'll'lISSION 

In the natter of 
Application of Public Service Company of 
North Carolina, Inc .. , for an Adjustment of 
Its Rates and Charges 

) FINAL ORDER 
) SETTING RATES 

J 

HEARD IN: 

BEFORE: 

The Commission Reari ng Room, Second Floor, 
Dobbs Building, QJO North Salisbury street, 
R aleigh, North Carolina, on September 11, 1978

Chairman Robert K. Koger, Presiding: and 
Commissioners 1.eigh H .. Hammond, Sarah Lindsay 
Tate, Ben E,. Roney, Rober t Fischbach, Edvard�
Hipp, and John w. Winters 
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'APPEARANCES: 

For the Applicant: 

F. Kent
Mitchell,
Box 1406,

Burns and James n. Day, Boyce, 
Burns & Smith, Attorneys at Lav, P.O. 
Raleigh, North Carolina 27602 

For the Intervenors: 

Thomas R. P.ller, Jr., Attorney at Lav, NCNB 
Regional Operations center, Suite 105, 1305 
Navaho Drive, P.a. Drawer 27866, Raleigh, North 
Carolina 27611 
For: North Carolina Textile l'lanufacture rs 

Association, Inc. 

R. I. Thornton, 
Durham, 101 City 
Carolina 27701 

Jr., City Attorney - City of 
Hall Plaza, Durham, North 

For: The City of Durham 

Dennis P. ftyers, Associate Attorney 
Department of Justic e, P.O. Box 629, 
North Carolina 27602 
Por: The Using and Consuming Public 

General, 
Raleigh, 

Robert F. Page, Staff Attorney-Public Staff, 
North Caro1ina Ut ilities Commission, P. o. •Box
991, Dobbs Building, Raleigh, Nor th Carolina 
27602 
For: The Using and Consuming Public 

ijy THE CO�RISSION: On December 15, 1977, Public Service 
Company of North Carolina, Inc. (Public Service, the 
Applicant, or the Company), filed an Application with this 
Commission for authority to adjust and increase its rat es 
and charges for ret ail natural gas service in North 
Ca rolin_a. The Application propos ed to make the requested 
rate adjustments effective for service rendered on and after 
January 16, 1978. By Order of January 12, 1978, the 
commission declared t he matter to be a general rate case, 
set the Application for Investi gation and He aring, slispended 
the propose:1 rates, and required the company to give Notice 
of its Application to its customers and to the public. 

The following parties intervened in this proceeding and 
par t icipated in the hearings: Public Staff - Nor th Carolina 
Utilities Com11.ission, the &ttorney General, City of Durham, 
and the North Caroli na Textile ftanufacturers Association 
(WCTftA). The company's Applic ation was heard in Asheville, 
Gas tonia, and Raleigh before Chairman Robert K. F;:oger, 
Presiding; and commissioners Ben E. Roney and Sarah Lindsay 
Tate.. Evidence was received from all Parties 0£ Record and 
public witnesses. The Commission hereby adopts the recital 
of the witnesses and the scope of the testimony at said 
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p ublic hearings as set out in the Reco1111ende d order issued 
July 26p 1978, by referen ce, as if set out herein. 

On July 26 ,: 1978, the co1111ission issu ed its Beco11men ded 
Order Setting Rates in this docket authorizing Public 
Service to adjust and increas e its rates and charges so as 
to produce additional annual re venues of S4, 023, 956. The 
Recommended Order also directed Public Service and the 
Public Staff to file proposed rates which would produce 
$69,q06,375 in annual gross gas sales revenues, such rates 
to· be designed accordi•g to guidelines set forth in the 
Order. 

Public Service filed its proposed rates on July 31, 1978, 
pursuant to the Recommended order. The Public Staff filed 
its proposed rates on August. 2, 1978. By Order issued 
August q, 1978, the commissi on allowed the Company to place 
proposed rates filed on Joly 31, 1978, into effec t on August 
7, 1978. These ra·tes were lover than those originally 
proposed in the Company's Application. (G.S. 62-135 allows 
the Co■pany to place its rates into effect under bond or 
undertaking six months afte r  the rat.es would have gone into 
effect if the Commission has no t issu ed its f i nal Order.) 

The following pa rties filed exc eptions to the Recommend ed 
order of July 26, 1978, and request.ea oral argument on the 
exceptions before the Fu ll commission: the Public Staff -
North Carolina Utilities Commission; th e city of Durham and 
the Att orney General of North Caroli na, adopting the 
exceptions filed by the Public s-taff; the North Carolina 
Textile Ma nufacturers Association, Inc.; and Public service 
Company of N01:-th Carolina, Inc. on August 16, 1978, -the 
Commission issued an Order s etting September 11, 1978, as 
the time for hearing oral ar gument on the except ions to th e 
Recommended Order; the proposed ra-tes filed by Public 
Service on July 3.1, 1978; and the proposed rat es filed by 
the Public Staff on August 1, 1978. 

Thereafter, on August 31, 1978, the Public Staff filed a 
Pl!ot ion r equesting the Commissi o n  to issue a Show Cause Order 
requiring the Cotilpany to appear befor e the commission and 
show cause why the Company failed to comply with the 
Recommended o rder and its own tariff schedule s. The l!otion 
specif ically alleged tha-t the company improperly billed its 
residential customers (Rat e S chedule No. 21) and its 
commercial custo mers (Rate Schedule Ro. 22) vi-th respect to 
mo nthly minimum bills. On September 1, 1978, Public Service 
filed a Response to the Motion for a Show Cause Order. On 
September 6, 1978, the commissi on ordered that the �otion 
for Shov ca use order and the Response of -the company be 
con solidated for hearing with the oral a rgument previously 
set for hearing on September 11, 1978. 

Oral argument vas held before the 
September 11, 1978, and all parties 
represented hy counsel. 

Full Commission on 
v ere present and 



386 GAS 

Upon full consi�eration of the exceptions filed by the 
parties, the Recommended Order of July 26, 1978, the 
Motions, comments and responses filed by the parties, the 
oral argument of counsel, and the entire record in this 
docke t including the transcript of the hearings, the 
Commissi on makes the following 

FINDINGS OF PACT 

1. That Public Service Company of North Carolina, Inc., 
is a duly licensed public utility corporation provirling 
natural gas service in its franchise area in North Carolina 
cities and communities and is properly before the Commission 
in this proceeding for a determination of the justness and 
re asonabl eness of its proposed rates and charges as 
regulated by the Utilities Commission under Chapter 62 of 
the General Statutes of North Carolina .. 

2. That
and utilized 
months ended 

the test peri od established by the 
by all parties in this proceeding 
September 30, 1977. 

Commission 
is the 12 

3. That the annual increase in rates and charges sought
by Pub lic service under its proposed rat es as filed in this 
proceeding is approximately $5,868,656. 

4. That Public Service is providing reasonably adequate
natural gas service to its existing customers in North 
Carolina to the extent tha t it is able to do so under the 
present level of curtailment of its pipeline supply of 
natural gas. 

5.. That the reasonable original cost of Public Service• s 
plant in serv ice used and useful in providing natural gas 
service in North Carolina at September 30, 1977, is 
$120 ,.888 ,. 571. The reasonable accumulated provision for 
depreciation of $31,436,416 and =ost-free capital in the 
amount of $5,865,408 should be deducted in dete rmining the 
reasonabl e original cost net investmen t of $83,586,. 747. 

6. That the reasonable replacement cost less 
dep-reciation of Public service's plant which is used and 
useful in pro viding natur al gas seLvi ce t o  custo11ers in 
North Carolina is $152,030,980. 

7. That the reasonabl e  allowance for voLking capital for
Pub lie Service is $6 ,. 585,395. 

e. Tha t the fair valu e of Public service's plant use d
and useful in providing natural gas ser vice in Horth 
Carolina should be derived by giving a 70'1 wei ghting to the 
reasonable original cost less depreciation of Public 
service's plant in service and a Joi weighting to the ne t 
replacement cost of Public serv ice's utili ty plant. By this 
method, using the depreciated re asonable original c ost of 
$89,452,155 and the depreciated replacemen t  cost . of 
$152,030,980 and deducting cost-free capital in the amount 
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of $5,865,408, the Commission finds that the fair value of 
Public Service's utility plant devoted to gas service in 
North Carolina plus the reasonable allowance for working 
capital of $6,585,395 is $108,945 ,790. This fair value 
includes a reasonable fair va lue increment of S 18, 773,6Q8. 

9. That. the company's test year operating revenues, 
aft. er appropriate accounting a nd engineeriitg adjustments, 
under present. rates are approximat ely $66,380,445 and under 
the Company's proposed rates vould have been approximately 
$72,21.19,101. 

10. That the appropria te level of the Company's operating
revenue deduc tions (or expenses) after a ccount ing and pro 
forma adjustments, including taxes a nd interest on customer 
deposits, is $59,413,950 vhich includes th e amoun t o f  
$3,614,156 for actual investme nt cur rently consumed through 
actual depreciation. 

11. That the capital structure vhich is appropriate for
use in this proceeding is as follows: 

Item 
Long-term debt 
Preferred and preference stock 
common egui ty 

Total 
======= 

12. That when the excess of t he fair value of the 
company•s property used and useful at the end of the test 
year over a nd above the original cost net investment (fair 
value increment) is added to the equ ity component of the 
original cost net investment, the resu lting fair value 
capital structure is as follows: 

!!.m!! 
Long-term debt 
Preferred and preference stock 
common egui ty 

Total 

�ent 
46. A 3� 
10.2n 
42.941 

,aii:oiii 

13. That the fair rate of return vh ich Public Service 
should have the opportunity to earn on the fair value of its 
invest ment used an d useful to the ratepayers of Horth 
Carolina is 7 e 84l, vhich implies a return of 8.34% on the 
stockholder's equity componen t of the fair value of i ts 
investment. 

14. Tha t, in order to earn the level of retu rns which the 
Commission finds to be just and reasonable , Public Service 
should be allowed to increase its rates and cha rges so as to 
produce an additional $J,q27,532 based on operations during 
the test year. The Commission finds that, given efficien t 
m anagement, this amount of additional gross revenue dollars 
will afford the Company a fair opportunity to earn the level 
of returns on rate base, fair value equity, and original 
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cost equity vhich the Commission has f ound to be fair. both 
to the Company and to its customers. 

15. That the rate design of the Company should not
include a su1111er vinter differentia1 and should 
incorporate a facilities charge for Rate Schedule No. 21. 
The Commission finas that rate 
groups 21, 22, 23, 34, 24, 25, 26, and emergency services 
should be utiliz ed in the setting of rates in this 
proceeding. 

16. That the Volume Variation Adjust aent Factor (VVAF)
�eretof?re  appr?ved for use by Public SerYice and modified 
in various prior proceedings before this Col!l11ission is a
just and reasonable rate-making tool or method of protecting 
Public Servi=e from fluctuations in the level of curtailment 
from its sole p ipeline supplier and of protecting the 
company's customers froa the uncertainties of continual rate 
cases, which would be required without the VVAF. The new 
base margin, established her e, which is appropriate for 
future VVlF filings is !30,237,995 (the difference between 
test year gas sales reven ue less assoc ia ted gross receipts 
taxes and test year cost of gas). The nev base period 
supply volume which is appropriate for use in future VVlP 
filings is 251,796,300 therms. 

EVIDENCE AND CONCLUSIONS FOR FINDINGS OP FACT NOS. 1-4 

Ro exceptions were made to these findings, and th e 
findings and conclusions of the Panel in the Recommended 
Order are hereby affirmed. 

EVIDENCE AND CONCLUSIONS POR FINDING OF FACT RO. 5 

The Rec ommended Order found that the proper level of gas 
utility plant in se rvice is $120,888,571 and the proper 
level of accumulated depreciation is $31,436,416. That 
finding is hereby affirmed by the commission. 

The Public Staff excepted to that po rtion of the Panel's 
Recommended Conclusion to Finding of Fact Ho. 5 which· found 
that cost-free capital should be included in the capital 
structure at zero cost. 

The Commission has considered the evidence p;esented with 
regard to the treatment of cost-free capital in this and 
other proceedings and finds that the recommendation of the 
Panel's order should be reversed. In rec e nt com■ission 
Orders including the Duke Power company Order in Docket 
No. E-7, Sub 237, this Commission has concluded that the 
accumulated deferred inco■e taxes should be excluded fro■ 
the company's investment for the- purpose of deter mining the 
o riginal cost net investaent in utility plant in service. 
The co■missi on con cludes that the treatment of cost-free 
capita1 should be consistent for all companies. Therefore, 
the Com11ission concludes that Publ ic Service• s reasonable 
original cost net investment is  $83,586,747. Such amount is 
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co■posed of gas plant in service of S120,888,571 less the 
accu■ulated provision for deprecution of S 31,tH6,1116 and 
cost-free capital of SS,865,1108. 

!fID!IC! AID COICLOSTOJS FOR PIIDIIG OP FlCT 10. 6

The Public Staff excepted to the P anel's R eco■■ended 
Finding of Fact 10. 6 vhich found that the reasonable 
replace■ent ::ost less depreciation of Public Service's plant 
which is used and useful in prodding natural gas service to 
custo■ers in Jorth Carolina is S152,03 0,980. 

The Co■■ission finds that the Panel's Rec o■■ended order 
■ade an adjustaent to the replace■ent cost nev of ss,o,3 31
to  reflect the addition of two new division office buildings
an d the retire■ent of the old buildings. Using the total
replace■ent cost new of S 205,11117,270 ($204,556,9 39 t
$89 0,331) the Co■■ission fin ds that no ■atheaatical error
vas ■ade in the calculati on of the net replace■ent cost of
$15 2,030,980. Therefore, the coa■ission concludes that
Finding of Pact lo. 6 in the Reco■■ended Order should be
affir■ed.

EVID!IC/ AJD COJCLOSIOI S FOR PIIDIIG OP PACT 10. 7 

Both the 
the finding 
allowance 
S6, 587,895. 

Public Staff and the Co ■panr took e xception to 
of the Beco■■ended Order that the reasonable 
for working capital for Public Service is 

The Co■■ission finds the argu■ents and conclusions of the 
Reco■aended Order persuasive and hereby a ffiras the ite■s 
and ■ethod used by the Panel in the Reco■■ended order to 
calculate the working capital allowance. The co■aissi on 
finds, however, that due to a change aade by the co■■ission 
in total operati on and ■aintenance expenses the reasonable 
allowance for working capital for Public Service co■pany is 
$6,585,395 which is calculated as follows: 

1/8 operati on and ■aintenance expense 
Coapensating bank balances 
�aterials and supplies 
Average prepay■ents 
Average tax accruals 
custo■er deposits 

Total 

S 1,526,409 
1,600, 000 
6,298,910 

391,328 
(2,587,999 ) 

_L .... §!1A. 25 3) 
S 6,585,395 
============ 

EVIDENCE llD CONCLOSIOIS FOR PIIDIIG OP PlCT NO. 8 

Both the Public Staff and the co■pany excepted to the 
finding of the Recoa■ended Order that the fair value of 
Public Service's utilit y plant devoted to gas service in 
North Carolina plus the reasonable allowance for working 
capital of $6,587,895 is $1111,813,697. 
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The Com■ission hereby affirms the 70% weighting given to
the origina1 cost less depreciation of Public Service•s 
plant in service and the 30'!1: weighting given to the net 
replacement cost of Public Service's utili ty plant in the 
calculation of fair value. The Commission however concludes 
that consistent vith Finding of Fact No. 5 of this Order, 
cost-free capital in the amount of $5,865,408 should be 
deducted in the calcula tion of the fair value of Publi c 
Service's plant in service. By giving the depreciated
original cost of $89,452,155 ($12o,·saa,571 - $31,436,416) 
from Finding of Fac t No. 5 a 701 weighting and the 
depreciated replacement cost of $152,030,980 a 301 weighting 
and deducting cost-free capital in the amount of $5,865,408, 
the Co■�ission finds that the fair value of Publi c Service's 
utility plant devoted t o  gas service in Horth Carolina plus 
the reasonable allowance for working capital of $6,585,395 
is !108.945.790. This fair value includes a reasonable fair 
v alue increment of_ S18, 773,648. 

EVIDENCE UD CONCLUSIONS FOR FINDING OF FACT NO. 9 

The Public staff ex cepted to the finding of the 
Recommended Order that the Company's test year operating 
revenu es under present rates are approxi■ately $66,380,445
including summer sales to Priorities 3 and 4. The North 
Carolina TeXtile �anufa cturers excepted t o  the conclusion of 
the Reco■mended Order that "the inclusion of sales to 
Priorities 3 and 4 in this general rate pr oceeding as soug ht 
by Public service cannot be construed to mean that emergency 
purchases vill be allowed for any but Priorities 1 a nd 2 in
the future. 11 

The Coa■ission h as considered the evidence and hereby 
af:fir11s the finding of the Recommended Order. It is the 
opinion of the Commission that, considering t he problems of 
supply and distribution vhich t he C ompany has, it is 
re ason able to assume tha t there vill be so11e sales to 
Priorities 3 and 4 d uring the summer months. The commissi on 
also affirss the Panel's co nclusion that emergen cy ga s 
purchases. for any but P rioritie s 1 and 2 vill not be allowed 
nov or in the fore seeable future. 

T he Pabli:::: Staff argues that t he commission has give n a 
"green light" 1:.o the Company for summer sales below 
Priorities 1 and 2. The Commission is of the opinion. 
however, th at the finding of the Recommended Order ■erely 
recognizes the reality that some level of sales to 
Priorities 3 and q will occur d'uring the sammer due to the 
uncertainties of su pply. The Commission also affirms the 
conclusion of the Recommended order that "the inclusion of 
sales to Priorities 3 and 4 in this general rate proceed ing 
as sought by Public Service cannot be construed to mean that 
emergency pur chases will be allowed for any but Priorities 1 
and 2 in the future." 
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EVIDENCE ARD CONCLUSIONS FOR FINDING OF FACT RO. 10 

The Public staff excepted to the finding of the coa■ission 
that the appropriate level of the company's operating 
re venue d educti ons after account.ing a n d  pro forma 
adjust■ents is $59,q92,01e. Fiest, the Public Staff argued 
that the cost of gas included in operating expenses vas 
overstated by the amount included f or su.■mer sa.les to 
Priorities 3 and 4. The co■mission has discussed th is 
exception previously in Evidence and Conclusions for Finding 
of Fact No. 9 and consistent vith that finding hereby 
affirms the Recomme nded Orde r as t o  the appropriate level of 
expense to be incl uded as the· cost of gas for the test 
period. 

Next, the Public Staff excepted to the level of non-GAftA 
(Gas A:ppliance H.anufactur ers A.ss ociati on) advertising 
expense inclu ded in operating revenue deductions. The 
commission affirms the conclusions of the Recommended Order 
that 1/EJ of the non-GAl!IA a dvertising sh ould be eliminated 
from opera ting expense. 

The last exception of the Public Staff t o  the level of 
operating expenses found reason able by the Recommended order 
concerns the amount of r ate case expense included in the 
test year. c ompany witness Flanagan included $60,000 as 
rate case expense based on a two-year amortization. per iod. 
Public Stilff witness Kent decreased the Co11pany's level of 
expense by $20,000 based on a three-year amortization 

period. The commission is aware that the i nstant ·proceeding 
1.s the Company's second rate proceeding vitb.in the las t  
thr ee y ears. The commission is also aware, however, that 
the Company's last general rate case resulted from the 
commercialization of the Company's LNG plant in Ca ry and 
that no such large additional investment is contemplated for 
the immediate future . 

Based o n  the evidence presented, the commission concludes 
that in setting rates for the future a reasonable 
amortization period for rate case expense is thr ee years and 
a reasonable level of aaortiza ti on is $EJ 0, 000. The 
c onclusion of the Recommended Order that the rate case 
expenses s hould be amortized over a_ two-year period is 
reversed. 

The Commission has stud ied the record in this proceeding 
and concludes that n o  provision for the income tax effects 
of the inclusion of interest on customer deposits as a n  
operating expense was made by either t he Public Staff or the 
Recommended Order. The Commission conclud es that such a 
provision should be made in the calculation of inco11e tax 

expense for the test peri od. The Commission also finds t hat 
State and Federal income tax expense should be a djusted t o  
reflect: the end-of-period level of interest e11:pense on 
long-term debt found fair in this order. 
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Based on the Commission's adjustment to the Recommended 
Order decr easing rate case expense by $20 ,ODO, the 
adjustment to include interest on customer deposits as a 
deduction in the calculation of income tax expense, and the 
Commission's adjustment to the end-of-period level of 
interest on long-term debt, the Commission concludes that 
the proper level of State and Federal income tax expense is 
!3,015., 936. 

The con c lu sions of the Recommended Order as to the proper 
level of all items of operating expense not specifically 
mentioned herein are affirmed. The commission concludes 
that the .level of operating revenue deductions which should 
be included in the cost of service in this proceeding is 
$59,413,950. such amount is composed of the folloving 
items: 

Purchased gas 
Operation and maintenance expense 
Deprec iation 

$34,913,359 
12,211,275 
3,614,156 
5,659,224 Taxes - other 

Income taxes 
Total 

�..Lo 1 s, 93§. 
!59,ll13,950

EVIDENCE AND CONCLUSIONS FOR FINDING OP FACT NO. 11 

The Public' Staff 
Recommended Order as 
capital structure for 
following conclusions: 

excepted to the finding of the 
to the appropriate original cost 
use in the proceeding and to the 

(1) That the Job Development In•estment Tax Credit (JDC)
should be included i n  common equity in computing the common 
equity capitalization ratio and allow the i nvestment 
supported by this source of funds to earn the full equity 
rate of return as opposed to the overall ratE_; of return. 

(2) That the book common equity should not be reduced by
the total amount of Public service's 251 matching invest11ent 
in explora tion programs in computing the common equity 
capitalization ratio. 

(3) That the total amoun t of convertible p reference stock
should be treated as common equity in the calculation of the 
common equity capitalization ratio. 

Cq) That cost-free capital should be included as a 
componen t of the capital struc ture at zero cost. 

The-first conclusion of the Recommended Order listed above 
relates to the treatment of JDC for rate-ma.ki ng purposes. 
As discussed i n  the Recommended Order, the C ompany con tends 
that the legislative intent is for the Company to earn the 
full equity re turn on. the unamor tized balance of the JDC, 
while the Public St aff maintains that the Revenue Act 



RATES 393 

of 1971 requ ires only that the funds arising froa the JDC 
should receiYe no less than the overall cost of capital .. 

The commission has carefully reviewed and considered the 
evid.ence presented regarding this issue in this and other 
proceedings including the aost recent Duke Power co■pany 
general rate case, Docket Ho. B-7, Sub 237, and concludes 
that the finding of the Recom.11ended order should be 
re versed. Therefore, the Co1111ission concludes that as i n  
other recent general rate proceedings the unaaortized 
portion of JDC should not be included as co■mon equity in 
det ermining the common equity capitalization ratio. 

The second item listed above relates to the Public Staff's 
contenti on that Publ ic serYice•s book common equity shou1d 
be reduced by the amount of shareholder investment in the 
company's expl oration program for the purpose of calculating 
the cap italizati on ratios. The commission hereby affir•s 
the conclusions o f  the Rec ommended Order that the 
e�ploration program is in fact supported by funds fro• the 
total capital structure and that the Public Staff's 
contention that the stockholder• s investment in the progra■ 
should be considered 100% equity financed is unfounded an d 
inconsistent vith the Commission •s Order in Docket 
No. G-100, Sub 22, and G-5, Sub 109, anil is therefore 
improper. 

The third item to vhich the Public staff excepted concerns 
the treatment of the Company's con vertible preference stock. 
Compa ny witnesses Jackson and Rodgers treated the entire 
amount of convertible preference stock as if it vere comaon 
equ ity.. Public staff vitness Rosenberg treated all of the 
au tstanding amount of the 4. 401 i ssue and 1/2 of the 
ou tstanding amount of the Bl issue as common equity. 

In his direct testimony, Rra R odgers sta ted that aore 
than 1/2 of the Bl cumulative Preference stock issued has 
been conve rted into shares of common stock since its 
iss·uance in 1970. He also stated that it vas anticipated 
that the convers ion vould take p lace at the point in time 
when the common dividend exceeded 88¢ per share.. On 
cross-e:z:amina. tion Kr. Ro dgers stated t hat the co11pany• s 
dividend has exceeded 88¢ per share since 1974 and that 
except for the conversion of one large block of stock in one 
year there has bee n a gradual conversion s iru:::e 1970. 

The Commission has considered the evidence presented on 
t h is issue and concludes that since there has been only a 
gradual conversion of the preference stock to c omaon equity 
even though the Company h as calculated that it has been 
beneficial to the preference stockh olders to convert for 
over four years, only 1/2 of the outstanding 8% convertible 
preference stock should be included as common eguity. To 
include more than this amoun t vould unduly burden the 
ratepayers vith a cost of capital which the Co■pany is not 
incurring. The finding of the Recommended Order on this 
issue is reversed. 
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The fourth item vith vhich the Public Staff took exception 
conc�rns the treatment of cost-free capital. The Commission 
has previously reversed the finding of the Recommended order 
in Bvidence and Conclusions for Finding of Fact No. 5. The 
Commission therefore concludes that cost-free capital will 
not be included in the capital structure at zero cost. 

Incorporating the 
issues relating to 
concludes that the 
for use herein is as 

Long-term debt 

Commission• s findings on 
capital structure, the 
capital structure vhich is 

follows: 

Preferred and preference stock 
common equity 

Total 
Capihl 

$50,910,000 
11,124,362 
11 .. ��]i.i.ii 

$89,987,594 Total 
========= 

the various 
Commission 

appropriate 

��g,!l.t 
56.58 

12.36 
21,.Q.§ 
100.00 
====== 

The Commission also con cludes that the cost ntes for 
long-term debt and preferred stock are 7.53J and 7.181. 
respectively. The adoption of the Pmblic Staff's embedded 
cost rate for the preferred and preference stock capital of 
7.18% is based on the Commission's treatmen t of the a,: 
convertible preferred stock. 

EVIDENCE AND CONCLUSIONS FOR FINDING OP FACT NO. 12 

The Public Staff excepted to the finding 
Recommended order that the following fair value 
structure is reasonable: 

It.em 
Long-t.er11 debt 
Preferred and preference stock 
cost-free capital 
Common egui ty 

Tot.al 

�grgent. 
q3_ 3q 
a. 69
q_ 99 

_gz�-2.!! 
100. 00 
====== 

of the 
capital 

The Comaission concludes that the finding of the 
Recommended order as to the fair value capital structure 
a ppro priate for use in this proceeding should be reversed. 
Based on previous Commission findings. th e Commission 
further concludes that vhen the fair value incremen t of 
$18.173.648 is added to the original cost common equity. the 
resulting fair value capital structure vhich is appr opriate 
for use in this pr oceeding is as follows: 

,Item 
Long-term debt 
Preferred and preference st ock 
common equity 

Total 

Percent 
46:-83 

10.23 
Q2.94 

100:- 00 
====== 
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EVIDENCE UD CORCLUSIOlfS FOR FINDINGS OF FACT NOS. 13 AHD 14 

The Public st aff and the Company excepted to the findirrn 
of the Reco1111enaea order that the fair rate of return vhich 
Public Service should haYe the opportunity to earn on the 
fair value of its investment used and useful to the 
ratepayers of Horth Carolina is 7. 61,C. 

The determination of the fair rate of return is of great 
importance and must be made vith great care. Vhatever 
return is allowed will have an immediate i ■pa«;t on the 
C'ompany., its stockhol'ders. and its custoaers. The 
Commission has the statutory responsibility to insure that 
all parties are fairly and equitably treated. In the final 
analysis the determination of a fair rate of return is to be 
made by this Commission in its own impartial judgment, 
informed by the testimony of expert witnesses and othe r 
evide nce of record. The commission has considered carefully 
all of the releYant evidence presented in this case. 

The Com■ission takes notice of the opinion of the Supreme 
coutt of the state of North Carolina in Dtilities 
£..Q!missiru!, et i!.!• !• Dyke l!Q.�£ Company. 285 N. c. 377 
(1974), vherei� the following statements concerning the 
level of the fair rate of retur n appear on pag e 396: 

"The capital struc ture of the Col'llpany is a major factor in 
the determination of what is a fair rate of ret urn for the 
Company upon its p roperties. There are at least tvo 
reasons vhy the addition of the fair value increment to 
the actual capital structu re of the Co■pany tends to 
reduce the fair rate of return as computed on the actual 
capital structure. First, treating this inc rement as if 
it were a n  actual .addition to the equity capit al of the 
Comp any, as ve have held G.S. 62-133(b) requires, enlarges 
the equity compon ent in relation to the debt co■ponent so 
that the risk of the investor in common stock i s  reduced. 
Second, the assurance that, year by y ear, in times of 
inflation, the fair value of the existing properties vill 
rise. and the resulting increment will be added to the 
rate base so as to increase earnings allowable in the 
f uture, gives to the investor in the Company's commo n 
st ock an assu ran ce of growth of d ollar earnings per share, 
over and above the growth incident to the reinvest?tent in 
the business of the company's actu al retained earnings. As 
indicated by the testimon y of all of the expert witnesses. 
vho testified in this c ase on the question of fai r rate of 
return. this expectation o f  growth in earnings is an 
important part of their computa tions of the present cost 
of ,capital to the company. 'ilhen these matters are 
properly taken into account, the Commission may, in its 
ovn expert judgment, find that a fair rate of i;-eturn on 
equity capital in a fair value state. such as North 
Carolina, is pre sently less than the amount which the 
Commission would find to be a fair return on the same 
equit y capital without consid ering the fair value equity 
incre•ent. n. 
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The Commission therefore concludes that it is fair a nd 
reasona b le to consider in its findings on rate of return the 
reduction in risk to eublic Service •s egui ty holders and the 
protection against inflation which is afforded by the 
addition of the fair value increment to the equity component 
of the company's capital structure. 

The Commission finds and concludes that the fair rate of 
return that Public Service s hould have the opportunity to 
earn on the fair value of its North Carolina rate base is 
7.841, which reguires an increase in annual revenues from 
Public Service's customers of $3,427,532 based upon the 
a djusted historical te s t  ye a r. This rate of return on the 
fa ir value of Public Service's rate base vill a llow the 
Company to meet its fixed obligations and vill yield a fair 
rate of re turn on Public Service's fair value common equity 
of approximately B.34�, or approximately 13.92% on book 
common equity. The Commission concludes that this is a fair 
and reasonable rate of r eturn. 

In setting the return at this level, the Commission has 
considered al l relevant testimony. rhe commission has also 
considered the tests set  forth in G.S. 62-133(b)(ll). The 
Commission concludes that. the rates herein allowed should 
enable the compa ny, given efficient ma nagement, to attract 
sufficie nt debt and equity capita l from . the market, to 
discharge its obligations, including i ts dividend 
obligation, and to achieTe and maintain a high level of 
service to the publi c. 

The following schedule s  su■ ■arize the gross revenues and 
rates of return which the co■pa ny should have a reasonable 
opportunity to achieve, based on the rates approved herein. 
Such s chedules, illustrating the Company's gross revenue 
requirements, incorporate the findings, a djust.11.ents., and 
conclusions approved by the Commission in this order. 
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SCHEDULE I 

PUBLIC SERVICE COPl?AHT OF NORTH CllROLIRA, IRC. 
DOCKET NO. G-5, SUB 136 

STATEPIEHT OF PAIR VA.LITE RATE OF RETURN 
TRRLV� ftON�HS ENDED SEPTE�BER 30, 19 77 

.Qe.�rating Revenue2 
Gas sales 
Pliscellaneous 
Total revenues 

Present 
Ratma_ 

Operating Revenue Deductions 
Purchased gas 3Cl,913,359 
operating and 

maintenance eKpense 
Depreciation 
Taxes other than

1 2,211,275 
3,61q, 156 

Increase 
!R.P�Q��

$ 3, q.27, 532 

J:�IiL�]� 

After 
�pproved 
.l!illt�� 

$ 69,309,951 
___ 42_8, 026 
_6918Q7«977 

12,211,275 
3,614,156 

income S,659,22q 205,652 5,B6fJ,876 
Incoll'!e taxes - State 

and Pederal -1.&.Q12.a,9J§ j£2�2&22 �§22,961 
Total operating 

revenue deductions -21L!!J.l.L 950 L.f!.2.2 1677 -ll.a.?§.§.-� 
Net operating income 

for return $ 6,966,495 $1,574, 855 $ 8,5-"1,350 
=========== 

Investment in Gas Plant 
Ga s plant in service $120,888,571 
Less: Accumulated 

depreciation 
Net gas plant 

31,436. 41!; 
�52, !�� 

Allowance for Wor�ing Capital 
Cash 1,526,409 
co ■pensating bank

balances 
Materials and supplies 
Average prepayments 
Less: 

1,600,000 
6,298,910 

391,328 

Average tax accruals ( 2,587,999) 
Customer deposits [ 6431 253) 

Total allowance for 
working capital 

Less: Cost-free 
capital 

Original cost net 
investment: 

6,595,395 

5.865,408 

$ 90,172, 142 
===-=--=== 

Fair value rate base $108,945,790
========== 

Rate of return on 
fair value rate base 6. 39J

========== 

------·--

========= 

========== 

$120,888,571 

-2.1.«.!J§� 
_89,42�,155 

1,526,409 

1,600,000 
6,298,910 

391,328 

( 2,587,99 9) 
1 __ 6!/.hlllJ 

-�a&lla

-�aL 4 08 

$ 90,172,142 
=========== 

-------- =========== 

========== 
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SCHEDULE II 
PUBLIC SERVICE COl'IPAHY OF NORrH ClBOLINA. ,. INC. 

STATE.ENT OF RETURN OH FAIR VALUE co•ooN EQUITY 
DOCKET NO. G-5, SUB 136 

TWELVE !!ONTRS ENDED SEPTEMBER 30 ,. 1977 

£.apitali-zatio,n 
Rafu 

Long-term 
debt 

Preferred and 
preference 
stock 

Common equity 

Total 

Long-term 
debt 

Preferr ed and 
preference 
stock 

Common equity 

Total 

Fair Value 
Rate Base 

Em bedded Cost 
Ratio or Return on 
--�- �2mmgn_1g�itt 

Net 
Operating 
__!n£.Q!.!L 

Present Rates - Fair Value Rate Base 

$ 51,019,398 46.83 

11 ,. 145,277 10.23 
_!W!!.L..112.* _!!1�.2.!! 

$108,945,790 100.001 
=========== 

A Pl!rovea Rat.es -

$ 51,019,398 46. 83 

1-1, 145,277 10.23 
_!l6,781.115* 42. 94 

$108,945,790 100.001 
===-======== ===== 

7. 53

7.18 
.!!.,_TI 

==== 

Fair Value 

7. 53

7.18 

!! ... l!l 

==== 

$3,81'1,761 

800 ,. 231 
1£.121l ,501 

$6,966,!J95 

Rate �!!§L-

$3 ,. 841,761 

800,231 
3,899,358 

$8,541,350 
======== 

*Book common equity
Fair value incr eme n�

$28,007,ll67 
18. 773. 6.!!.!!

$!J6,781,115 

EVIDENCE AND CONCLUSIONS FOR FINDING OP FACT NO. 15 

The Public 
the findings 
regarding rate 

Staff, the company, and the NCT�A ezcepted to 
and conclusions of the Recommended Ord er 
des ign. 

The conclusion of the R ecommended order that the minimum 
bill is the most iesirable method of recovering a portion of 
customer costs a'1d that such a charge for residential 
customers should include the first three therms of natural 
gas cons umed is hereby reversed.. The Commission is avare of 
various customer complaints and c onfusion over the minimum 
bill provisions and concl udes that a facilities char g e  for 
residential custome rs of $3 .. 50 per month is a mor e 
reasonable method of recovering customer costs .. 

The conclusion of the Recommended order that rates vithin 
the various rate classes shoula be flat with no proYision 
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for a summer - vinter differential is affirmed. The 
Co11.mission is of the opinion th.at the suamer - vinter 
differential proposed by the Public Staff would result i n  
reducing revenues in the su11■er vben the Co111pany•s revenues 
are at the lovest level and increasing revenues in the 
vinter vhen revenues are at the highest level and, 
consequently, imposing tremendous cash flov problems for the 
Company in the summer months. The Commission also concludes 
that flat rates which elimi nate declining blocks should 
encourage customer co�servation. 

The conclusion of the Reco1111ended Order that master 

met ered customers should receive only one facilities charge 
is affirmed. The commission can find no merit in collecting 
more than one facilities charge for only one ■eter. These 
meters were installed vith the provision for one cu sto■er 
charge and the Co1111ission is of the opinion that it would be 
unfair and inequitable to change this policy now.

In Finding of Fact No. 16 of the Recommended order th e
Pan el concluded that prospec tively volumes tendered but not 
taken would be treated as curt ailed volumes for purposes of 
the VVAF. That conclusion is hereby reversed. The 
Commission is of the opinion that a better solution to th e 
problem is to adopt a Rate s ch edule No. 26 which vill be 
applicable to spot sales. Th is rate s::::hedule vill be 
patterned it.ft er the Piedmont Na tural Gas company, Inc., Rate 
Schedule No. 108. fforth Carolina is already the 11ost 
curt ailed state in the United States

r an d the Commission 
does not vish to take any action to l ose 11.ore gas. 

The commission concludes that Rate Schedule No. 26 shall 
be design ed to permit the Company to sell gas at negotiated 
rates that it can neither sell pursuant to its rate 
schedules containing fixed rat es nor place into storage for 
subsequent sale. such sales may be made .only to priorities 
below N.c.u.c. 1 and 2, an d t he n egoti ated rate may never 
fall below th.e cost of gas to Public Service. The 
Commis sion further concludes that the company shall file 
monthly reports of all sales under Rate Schedule No .. 26 
along vith an explanation of the need therefor. 

The commission concludes that vith the addition of Rate 
Schedule No. 26 whi ch has been discussed the rate schedule 
groupings as approved by the Recommended Order are 
appropriate for use in this proceeding. 

After having considered the cost of service studies, the 
mar ginal cost data, the historical rate comparisons, the 
competitive cost relationship between natural ga s an d other 
alternate energy sources, the need for a more simplified 
rate st ructure, and the desirability of encouraging consumer 
conservation through rate design, the Commission concludes 
that the rates and ch arges contained in Appendix A vhich. are 
designed to produce $69,309,951 in annual gross revenues are 
just and reasonable. 
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EVIDERCE AND CONCLUSIONS FOR FINDING OF FACT NO. 16 

The Company an d the NCTHA excepted to the finding of the 
Recommended order that the VVAF should be continued. The 
commission affirms the conclusion of the Recommended order 
that the instability. and variability of future pipeline gas 
supplies merit the continuation of the VVA P .. 

The Public Staff excepted to the conclusion of the 
Recommended Order that prospectively those .-oluaes · tendered 
but not taken would be treated as curtailed volumes. The 
com11ission has reversed this decision in Finding of Fact 
No. 15. 

Based on the Commission's findings and conclusions in the 
proceeding. the Co11mission concludes that the new base 
period supply volume of 251.796 r 300 a nd the nev base period 
margin of $30,237,995 vhich are established in this 
proceeding should be calculated as follows: 

Base period supply - ther■s 
Less: Company use a nd unaccounted for 

Base period Yolu■e - therms 

Gas revenues 

tess: Cost of gas 
Gross receipts taz 

Base period margin 

SU"BABY OF COffCLUSIORS 

262,177r 330 
__ 10.381.03 0 

251 r 796r 300 

.J:.6 9. 3 09. l!� 

H,913,359 
_ Q,158,597 
_J.2..& 071, 9� 

$30,237,995 
==::======= 

The Commission has considered each and every ezqeption to 
the Recommended Order filed by the Public Staff and adopted 
by the Attorney General and the City of Durham a nd concludes 
that: 

1. 
39, and 
extent 
above. 

Ezception llos. 6 r 11r 12r 19r 20r 21r 22, 23, 24, 34, 
40 should be alloved for the reasons and to the 
stated in the evidence and conclusions set forth 

2. Exception Ros. 2, 
30r 36 r and 37 should be 
to the eztent stated 
forth above. 

3 • 5 r 7 r 8, 9 r 
allowed in part 
in the evidence 

15, 
for 
and 

26 r 27 ., 28, 
the reason� 
conclusions 

29, 
and 
set 

3. Exception Nos. 1, 4, 10r 13, 1lt, 16, 17 ., 18, -25, 31,
32, 33, 35, 38, and 41 should be denied. 

The Commission has considered each and every ezception to 
the Beconmended order filea by Public service and concludes 
that: 
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1'. E1:ception lfos. 5 and 
reasons stated in the eTidence 
aboYe •. 

8 sh ould be _all owed for the 
and conclusions set forth 

2. Exception Nos. 3• 7, and 13 should be alloved in .part
for the reaso ns·and to the extent stated in the eYidence and 
conclusions set £o�th abOYe. 

3. Exception 1'0s. 1, 2, 4, 6; 9 ,. 10, 11 ,. and 12 should
be denied. 

The Co■mission has considered each and e•ery exceptiqn t o  
the Beco■■ene:a order filed b.J the Borth Carolina Tea;ti�e 
!anufactares Association,. :me., an·a con cludes that:

1. BxceptioD: tfo •. 2 should be alloved for t):ie reasons 
stated in the eYidence and co�clusions set forth aboYB. 

2. ExceptioJ! .Nos. 1 ,. 3,. 4 ,. 5, 6, 7,. and 8 should be 
denied. 

IT IS, -TBEREPOlU�, OBPERED IS FOLLOWS: 

1. That the Public Staff's Exception Nos. 
6, 11, 12, 19,, 20, 21, 22,, 23, 24, 34, 39,, and 1'0 .adopted by 
the Attorney General and the City of nurh�• are allowed. 

2 • Tha t the Public Staff• s .Except ion 
9, 15,, 26,, 27. 28, 29,, 30 ,, 36 ,, and 37 
At.t,orney General and tbe City. of D11rha11 
for the reasons and to the extent stated 
conclusions set forth above. 

Hos. 2. J. s,, 7 ,, e, 
adopted by the 

are allowed in pa_rt 
in the eYidence and 

3. That the Public Staff's Exception ll'os. 1·, 
4, 10, 13, 14, 16, 17, 18, 25 ,, 31. 32, 33, 35, 38. and 41 
aa·opted- by the Attorney General and the City of Durham are 
den.ied. 

4. That Public Service's EJtception Nos. 5 and 8 are
allowed for t he reasons stated above. 

5. 'That Public Service•s BKception Hos. 3,, 1. and 13 are
allowed in part for the reasons and to the extent stated 
above. 

6. That Public service•s Exception Hos. 1, 2. 4. 6.
9, 10, 11, a11:d 12 ·are c],enied. 

7. Tl:ia t the !forth Caro lina Textile Zlanufacturers-• 
Exception Bo. 2 is allowed for the reason and to the extent 
stat ed ,abo..-e. 

,8. Tha t the North Carolina Textile rtanufacturers• 
Exception· ffos. 1, 3. 4 ,, s. 6, 7, and a· are denied., 

9. That except;ions not granted are denied. 
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10. That the Recommended Order is affirmed to the extent
not inconsistent with this Order. 

11. That the increased rates referred to in decretal 
paragraph Nos. 1 and 3 of the Recommended Order are 
disallowed to the extent they do not conform to this Order. 

12. That Public Service Co�pany of North Carolina, Inc.•
be,. and the same is hereby,. auth orized to adjust and 
in crease its rat es and charges so as to produce addit ional 
annual gross revenues of SJ,427,532. 

13. That the p roposed rates filed by Publi c 
were designed to produce additional a nnual 
$5,868,656 are in excess of those which 
reasonable and the same are hereby disapproved 

Service which 
revenues of 

are just and 
and denied. 

14. That effective for all gas sold on or after August 
7, 1978, Public Service is hereby allowed to place into 
effect. the increased rates as set forth in Appendix A which 
rates are aesigned to produce additiona l annual revenues in 
the amount of $3,Q.27,532. 

15. That Public Service shall refund t o  each custome r any
revenues collected since August 7, 1978, in excess of the 
revenues vhich would have been cx,llected under the rates and 
charges attached to this order as Appendix A .. 

16. That the company shall file amended t ariffs 
reflecting the rates contained in Appendix A within five 
days of the date of this Order. 

17. That. Public service shall file in its t ariffs a Rat e 
Schedule Ho. 26 which provides for a ne gotiated rate vhich 
may be use3 "only in the event t he Company has volumes of 
gas that cannot be sold qnder other rate sched oles of the 
Company or placed into storage for subs equent s ale" as set 
forth in Evidence and conclusions for Finding of Fact 
No. 15. 

1 a. That the Company shall fi le monthly r eports setting 
fort h all sales of gas under Rate Schedule No. 26. Such 
report, at a minimum, shall reflect by customer the number 
of therms soldir i;,rices per therm, total billing, and an 
explanation of the need for each sa·1e thereto. 

19. That Rate Schedule No.
under option ( A) at the r ate 
service under option (B) at the 

20 sha ll provide for serYice 
of $.02071 per therm a nd 
rat e of $ .. 04658 per therm. 

20. That Public Ser vice shall give public notice of the
rate incr ease approved herein by mailing a copy of said 
notice hereto attached as App endix B by f irst-class mail to 
each of its North Carolina retail customers during the next 
normal billing cycle. 

ISSUED BT ORDER 0� THE COft�ISSION. 



RA.TES 

This the 9th day of October. 1978. 

(SUL) 

NORTH CAROLIN� UTILITIES CO"lllSSION 
ICatherine R. Peele. Chief clerk. 

UPEHDIX A 

PUBLIC SEBVICE COftPAHY OF BORr ff CA.BOLIN A, INC. 
Docket No. G-s. Sub 136 

APPROVED RATES 

�te schedule 21 - Residential service 
3.50 

.27328 
Facilities tbarge $ 
All Therms 

Rate Schedultt_ll_
Customer Charge 

commercial-an�·§mall_todus!,tl�erviqe 
$ 5.50 

All Therms 

R a.t!L�edµle 23 - Ind ust:ria 1 
Custom.er Charge 
All Therms 

.26212 

Process Ra te 
$50.00 

.Hq 

NOTE: See below for Appendix A. For Appen dix B, see the 
official. order in the Office of the Chief clerk. 

�e Sche�nle 39 - Industrial ttonboiler �ate 
Hl Therms $ .22456 

Rdte Schedule 2Q - Boiler Fuel 
All Therms 

Rate Schedule 25 - outdoor 
Single Upright mantle 
Double Inverted mantle 
Additional Inverted mantle 
Additional Upright mantle 

Rider A - Emergency 
1.i_mi ted emergency service - all gas 
On-peak emergency service - all gas 

$ .219 

Lighting seryice 
$ 4.65 

q.65
2.25 
4.15 

Services 
$ .325 

.480 

CO!ll!IISSIOHER TATE• DISSERTitJG: I have previously 
explained my reasons for believing that JDIC should earn the 
full equity return in my dissent in Docket No. E-7. Suh 237. 
I shall not belabor the argument since a majority of the 
Commission has concluded otherwise. 

Sarah Lindsay Tate, Commissioner 



404 GAS 

�PPENDIX B 

BEFORE THE NORTH CAROLINA UTILITIES COM�ISSION 

In the Hatter of 
Application of Public Service company ) 
of North Carolina, Inc. for Authority ) NOTICE TO COSTOP!'ERS 
to Adjust Its Rates and charges ) 

The North Carolina Utilities Commission, in a full 
commission Order issued October 6, 1978, denied the full 
rate increase applied for by Public Service Company of North 
Carolina, limiting the increase to 58.41: or .$3,427,523 of 
the increase requested. 

Public Service bad applied for an increase of $5,868,656 
in annual revenues, which would have resulted in an overall 
increase of 8 .. 9�. A. Hearing Panel composed of three members 
of the North Carolina Utilities Commission had previously 
issued a Recommended oraer on July 26, 1978, authorizing a 
$4,023,956 increase in revenues amounting to 68.6! of the 
inc rease requested. The full Commission Order reversed in 
part and affirmed in part the Recommended order of the 
Panel. 

The Commission held that t he approved rates will provide 
an overall rate of return of 7. 84% on the fair value of 
Public Service's property serving the public. The return on 
the original cost of the gas company•s property would be 
9.4n. 

A typical residential customer who uses ap proximately 110 
dekatberms of natural gas p er year will experi ence a 6.5� 
increase in his annual gas bill due to the rate increase 
allowed. Under Public service•s old rate schedule a typiCal 
annual residential bill would be $384.08 and under the nev 
rate schedul e would be $409.09, or an annual increase of 
$25.01. 

The Commission's order revers ed the panel's decision which 
provided for a minimum bill of $5.25 for residential 
customers vith gas vater heaters and $7.00 a month for nine 
months for heat onlv customers. The new facilities c harge 
for residential customers vhich does not includ.e any vo1ume 
of gas is SJ.SO per m onth for any customer vho is connected 
to the system� The facilities charge for commercial 
customers was also reduced from $11.QO in the Recommended 
Order to $5.50 in the Commission's Final Order. 

Public Servic e vas allowed to put its proposed rates into 
effect under bond on n.ugust 7, 1978, vith provision for 
refund, pending the commission's Final order. In its Final 
Order the Commission directed Public Service to refund to 
its customers any revenues collect ed under the rates 
approved in its Final Order. 
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The Public St.aff, the Borth Carolina Textile l!anufactarers 
Association, and Public service had filed formal exceptions 
to the Recommended Order and reqoested that. it be reviewed 
and reconside�ed by the full co·mmission on oral argument. 
The city of Durham and the Attorney General adop�ed the 
exceptions filed by the Public Staff. oral a rguments were 
held on Se pt.eaber 11, 1978. 

DOCKET NO. G-21, SUB 172 

BEFORE THE KORTH CAROLINA UTILITIES COftftISSIOH 

In the natter of 
Application of H.C. Natural) ORDER !LLOWIWG H.C. NATURAL 
Gas Corporati on for ) GAS CORl?O"RATIOR TO UIPLE!'IRNT 
A111endment of "Rule R6-25 of l A STATISTICAL SAl!PLING 
the Commission 1s Rules and ) P"ROGRA!! POR KET ER TESTING 
Rego lat.ions ) 

BEFORE THE COftffISSIOH: On June 24, 1977• H.c. Natural Gas 
corp·oration (R.C. Natural) f iled a petitio n requesting that 
North Carolina Utilities Commission's Rule 86-25 be waived 
so that N.c. B"atural could implement its proposed 
statistical Sampling Program for testing aluminum case 
meters. 

N.c. Natural proposes to use the criteria set forth in 
�ilitary Standard 105D, "Sampling Procedures and Tables for 
Inspection by A ttributes." to determine the s ample size, 
random sample selection and Acceptance/Rejection Levels for 
any number of meters in a specific g roup and further it has 
selected a n  Acceptable Quality Level (A.Qt} of 6.5 which will 
assure that 93.5% or more of the meters remaining in service 
will be accurate with± 3�. N.C. Natural further requests 
that t he present ± 2J proof limitation be changed to a ±  Ji 
proof limitation. 

FINDINGS OP PACT 

1. That nilitary Standard 105D is a valid sampling 
procedure for the inspection of meters by attributes. 

2. That the request to change the proof limitations used 
in determining refunds to custo mers due to meter error from 

2% to 3,r; will r educe the cost of the overall meter testing 
program, vith minimal r eduction of customer protection, -
since the refund rules of this Commission remain in effect. 
require the utility to make billing adjustments on the basis 
that the meter is 100, accurate and requires the utility to 
make the adjustments on 201, of the volume since the last 
met er test. such cost savings should result, ceteris 
�ribu.§. in ei ther the lovering or stablilization of rates 
to the customer. 

3 .. Th at the statistical Sampling Plan sets forth 
criteria vhi=h vill govern the performance of relatively nev 
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aluminum case meters with synthetic diaphragms, and filters 
to eliminate dust and dirt wh ich can affect the accuracy of 
meters. 

4. That N.C. Natural's method of placing certain types 
of meters in the same group vill allov ff .. c. Natural to 
simplify their sampling program and yet maintain their 
capability to investigate the individual types of meters as 
to their performance. If one type of meter is performing 
badly. a nev group will be formed a nd the statistic al 
s ampling program applied to this group. 

THE C08MISSION, THEREFORE, CONCLUDES: 

1. Th at the comparative cost of St atistical Sampling
versus either the 7 year Periodic Test or the 10 year 
Periodic Test should effect a suhstantical overall savings, 
which vill help to keep the ra tes to the customer lovei:. 

2. That the change from the 2% to 31 proof limits 
reduces the cost of meter testing and readjustment. 

3. That
Quality Level 

more of the 
wit bin 3%. 

N.c. Natural pr oposes to use an Acceptable 
(�QL) of 6. 5 vhich vill provide that 93.5% or 
meters remaining in service will be accurate 

4. That the adoption of the outlined p lan vill eliminate
unnecessary expenses for removal of acceptabl� meters. 

IT IS. THEREFORE, ORDERED: 

1. That N.C. Natural 
ins titute the St at istical 
performance of aluminum 
application. 

be and is hereby authorized to 
Sampling Program to govern the 

case meters as outlined in its 

2. That
changed to 
Pro gram. 

the proof limitation of 2 I be and is h ereby 
31 for meters in the Statis t ical Sampling 

3. That s hould the performance of meters fail to meet
the standards as s et forth in this docket, i.e.; 3� pro of 
1imits, H.C. Natural vill remove and readjust the entire 
group of meters vithin a 2 year period. 

f.J. That H.c. Natural be an d is hereby required to submit 
a mouthy report vi thin 25 days fro11 t h e  1ast day of the 
previous month providing data pert aining to the said 
Statistical Sampling Program. 

5. That Rule R6-25 be waived in order that H. c. 
Natural• s application be implemented. 

ISSUED BY ORDER OF THE COn!ISSION. 
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This 19th da y of April, 1978. 

RORTR CAROLIBA UTILITIES COKKISSIOR 
Katherine ft. Peele, Chief Clerk 

(SEAL) 

DOCKET NO. G-9, SUB 176 
DOC��T NO. G-9. SOB 181 

BEFOBE THE NORTH CAROLINA UTILITIES COSSISSIOH 

In the Pla tter of 
����!L,_Sub 176 
A.pplication of P iedmont Natural Gas 
company, Inc., for an Adjustment of Its 
'Pates and charges 

Doc�et Ro. G-�!!b 181 
Application of Piedmont Natural Gas 
company fo r an Adju stment of Its Rates and 
Charges to Recover the Excess cost of 
Emergency Gas 

) 
) 
) ORDER 
) APPROVING 
) GAS 
) APPORTIOHnHT 
) PLAR 
) 
) 

BT THE COftftISSIOH: On May 1. 1978. represen tatives of 
Piedmont Natural Gas Company• Inc. (Piedmont), and the 
Public Staff - North Carolina Utilities Commission presen ted 
to the Commission proposed plans for the apporti onment of 
Piedmont's natural gas supplies between no rth and South 
Carolina. All parties to the above dockets were given 
not ice of and were present at this in.for ma 1 proceeding. 

Based on the statements made and the 
in support thereof, the commission finds 
follows: 

exhibits introduced 
and concludes as 

1. Each of the proposed plans is a workable means of
gas supplies between the tvo apportioning Piedmont's natural 

jurisdictions which it serves. 

2.. All of Piedmont's 
apportioned between North 
approved end-use data 
April 30. 1973, contained in 

regular sources of gas should b e  
and South Carolina based on 

for the 1 2 months ended 
'F'PC Docket No. RP72-99 .. 

3. Exploration and develo pment gas should be allocated 
between the states based on relat ive surcharge collections. 

Q. Supplemental gas suppJ_ies shollld be purchased to make
up the deficiency in apportioned supply to serve Priori ties 
1 and 2 under design weather conditions. 

5. system storage capacity should be apportioned to each 
state based on its projected storage requirements. 

6. The com_pany should attempt 
apportioned. In the event of eKcess 

to dispatch gas as 
usage by one state 
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, which . is llet by .. transferring. gas ··fro11 the .oU.e� "St.ate� .tlie. 
acqui ring stilte' stioul�. pay-for such.gaS at a· transfer. �ate 
based on the aTerag'e _ .priCe paid"·· for eaei:'_gencj gas by 
Pieamont during .. the curtailment period plus ·. the - average 
a pproyed pe r lief • margin .�diiring the cu.rtailaent peri�. · 

7. The co■pany should attempt to arrange with Carolina
Pipeline or others· to llate aYailable · t:o llorth· Carolina . that . 
pOrtiOn of the Carolina gas which is presently unaYaiiable 
t o  serye Prior ities 1. and 2 ill either. state.;, If Worth. 
carolina accepts '.-Such _gas. t:he_price ShoU:1�. be .d�terain.ed· as 
in 6 •. aboye:. ·_. 

Whereupon� �e .... Co■•i��io_n •.further c�ncl�des that. the, Gas 
Apportion■ent Plan •. -Appendiz I. attach�d tO · t:his order, · i.s 
jtlst ana reasonable _.and should be approYed •. 

rT rs I' 'fBBil:BP.OBR., 
.ouDBRED that .the Gas ipportiQnaeat Pl�n 

attached .hereto as App�nt1ix X· be, and, is_ �erehJ., a?pro.��d. 
effectiYe as proYided therein. 

I SSUBD BY OB!)BR OF TBB coansi;1011; 

This the 8th day_ of Baf, .. 1978. 

(SEU) 

llOBTB _CA!OLHA .OTILITIBS .CO!BISSIOll 
-�at:her_1ue·.il� ·Peel�� Chief· clerk

APP.DDU I-. 
DOCKET BO� .G-,9, SOB-· 176 

Pl:l!D!OIIT ... JUTOBU. Gis. conairr, .De.. GAS .APPOBTIOB!BIIT PLAB 

1. All. regalar. sources of. gas (flo'!ing' .gas),. ,.vil,l be
apportioned to. north Carolina ·and South Carolina
based . on_• approYeil-- en4'rase da�a. · for the .. 12-aon:th
pedoil, end!'d April ·30, 1973, ,contaJ;nad iD PPC, Docket
!o •. BP72-,99. This apportion■e nt ■ill be ■ade a:ft:ei,
inccltiding .. uat portio.n of .the carolill!I Pipeline _gas
vhicJi.. is not ·pr_esentlJ aYaililble to · serYe
priorities 1 .and 2 .in .either state (•capti•e� gas) .•
Bxplorat:1011; and. deTBlop■ent �gD) gli.s ·will cotitiDae 
·1:0- be .a.llo�tJted. based, 9i,. sarcbarge. collectiolls iKJ -.
each· st&te.,. · · · -

2. Capti'l'e gai,. deliTecies shall: be deterained •bJ the
foi:■ala .in_ litach■ent A.

3. If an arr11agl'■ent is ■ade with ·carol111a. Pipeliiie
and/or othe,:s subsequent• to i,his. iigreeiie!'t. ■hi!'.JL
voald. ■alee all or anJ pat:t . of 1:!,e . cilptf,re: gas
nailable t o  sene north .Carolina, Sooth- Cai:oltnil liaJ ..
elect to, t ransfer - such : gas-· •·to Korth i:,roJ;ina fn 
&ccO'.Cdance •i i;h .rtea. 6. . ProY14ec1, :_h��Yer , _ _. :th&t· , .the 
lorth · c_ar!>liaa Utilities c oiltiissiou ' ■aJ .aca�_pt or
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reject all or a portion of any captiTit gas which is 
■ade aTailable through such arrangeHDt s.

4. If aTailable, sufficient Tolo■es of supple■ental gas
(e.g •• section 2.68 e■ergency gas} will be purchased

for each state t o  ■ake op the deficiency ia
apportioned supply to serTe priorities 1 and 2 in
each state under design weather conditions. The cost
of the sopple■ental gas •ill be paid by the custo■ers
in the state for •hich the supple■ental gas is
purchased through a purchased gas adjust■ent clause
(PGI) co■puted on an annual basis.

5. syste■ storage capacity vill be apportioned to  each
state based on each state's projected storage
reguire■ents. •olu■es re■aining in storage vill be
adjusted at the end of each curtail■ent period in
accordance with Ite■ 6.

6. The co■panr will atte■pt to dispatck the gas as
apportioned; howeTer, operating conditions ■ay aake 
such dispatching i■possible. If duri■g a curtail■ent
period one state uses ■ore gas (iacluding storage
w ithdrawals) than the Toluaes apportioned to it , and
that excess usage is aet by transferring gas fro■ the
other state, the acquiring state shall pay for such
gas. Payaent shall be effected through a transfer
rate which will be based oa the aT erage syste■ price
paid for eaergency gas by Pied■ont during a gi•en
curtail•■t period plus the aYerage approYed per !cf
aargin in effect for Pied■ont during such curtailaent
period.

7. Gas Yolu■es apportioned to a state but not required
by that state either to serTe priorities 1 aad 2, or
to ■eet ■ini■o■ storage reqoire■ents, will be sold to
other priorities in that state insofar as possible.

8. Gas costs will be recorded each curtail■ent period 
based on Yolu■es and storage capacity apportioned to 
each state, supple■ental gas purchased for each 
state, B & D gas allocated to each stat e, and captiYe 
gas retained and sold within a state. 

9. This plan will beco■e effectiTe upon appronl by the
Worth Carolina Utilities co■■ission and The Public
SerYice Co■■ission of South Carolina and after the
co■■ission in each state has established new gas 
rates and nev base Tolu■es in a general rate case. 
The CTA for■ula ■ust be reYised to reflect the new 
apportion■ent ■ethod in lieu of section 5 (a) of 
lppendix I of the order of the lorth Carolina 
Utilities co■■ission, in Docket 10. G-9, Subs 1310 
and E, dated June 22, 1977. 
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DOCKET NO. G-9, SUB 176 

BEFORE THE NORTH CAROLINA UTILITIES COK!IISSION 

In the ftatter of 
Application of Piedmont Natural Gas 
company, Inc., for an Adjustment of Its 
Rates and Charges 

ORDER RESCINDING 
IUNI Pl U 8 BILL 
PBOVI SION 

COM8ISSIONERS FISCHB�CH, RONEY, ARD TATE: on August 
7, 1978, the Commission issuecl an order setting Rates for 
Piedmont Natural Gas company, Inc. (Piedmont), in -the above 
docket. Rate Schedule 101, applicable to residential 
service, contains a 'minimum bill provision under which 
year-round customers pay a charge of tq.15 per month, and 
heat-only custo■ers pay a charge of $6. 75 per month, for the 
first three therms or less of gas consumed. This minimum 
charge is designed to allov the Company to recover the fixed 
costs associated vith providing residential gas service. 

Having become aware through customer complaints to the 
Commission tha t the minimum bill. differential is operating 
unclearly and perhapS inequitably, the Panel, on its ovn 
motion, has reconsidered its OrdeL:"·'of August 7, 1978. Based 
on the record herein, the Panel finds and concludes as 
follows: 

1. It is in the best interest of Piedmont and its
customers that the m1n1.aum. bill provision of Bate 
schedule 101 be rescinded and in its place there be imposed 
a customer charge which .includes no gas consumption. 

2. The correct amount
per month, applicable to all 
rate schedule • .  

of the customer charge is S4.05
customers served under that

IT IS; THEREFORE, ORDERED that Piedmont ff atural Gas 
Company file reYised taTiffs, ef'fective on one day•s notice, 
removing. from Rate Schedule 101 the 11.ini-.um bill provision 
thereof and substit.uting a cus tomer charge of $4.05 per 
month applicable to. all customers served thereunder. 

ISSUED BY .ORDER .OF THE COl!ll'!ISSIOH. 

This the 30th day of August. 1978. 

(SEAL) 

BOBTH CAROLINA UTILITIES COftftISSION 
iatherine �- Peele, Chief Clerk 
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DocnT No. e-62 

BEFORE THE HORTH CAROLINA OTILITIES COKKISSION 

In the !atter o f  
Application o f  the Housing Authority of 
City of Rev Bern for a Certificat e of 
Public Convenience and Necessity 

the l 
l 
l 
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RECO!'lftENDBD 
ORDER GRANTING 

CERTIFICATE 

HEARD IN: City Ha ll Court room, Second Floor, 302 Pollock. 
street, on Tuesday, April 18, 1978, at 11:00 
a.■•

BEFOn: Hearing Examiner !'laor ice w. Horne 

APPEARANCES: 

For the Applicant: 

David L. Ward, Jr., sard and Smith, P. A., 310 
Broad street, Nev B e rn, North ca rolina 28560 

HORNE,. HEARIHG EXA!HNER: On January 27, 1978, the Housing 
Authority of the City of Kev Bern, Horth Carolina 
(Appli cant), filed vith the North Car olina Utilities 

commission an application pursuant to G.s. 157-51 for a 
Certificate of Public Convenience and Necessity for the 
establishment, develOpment, construction, mainte nance and 
operation of 106 units of lov-rent public housing and fo r 
authority to exercise the right of eminent domain in 
connection with the construction and developme nt of such 
uni ts. 

By Order issued February 21, 1978, the Commission set the 
application for he aring in Nev Bern. North C arolina, on 
April 18, 1978 , ana requi rea the Applicant to publish No tice 
of the Hearing attached to the order as Appenair A. 

u·o formal protests were filed to the application under the 
requirements of the above-mentioned order by April 12, 1978. 

Upon the call of this matter for hearing at th e scheduled 
time and place, no one appeared in o pposition t o  the 
application. The Applicant filed Affidavit of Publication 
reflect ing publication of notice in accordance vith the 
Commissi on •s o raer. 

The Applicant presented the testimony of the following 
witnesses in sopport of the application. 

Grover c. Fields testified that he has lived in Nev .Bern 
approximately 35 years. Re s erves as principal of the Bev 
Ber n High School and chairman of the Housing Authority. He 
indicated that one of t:he most urgent needs in Rev Bern is 
for housing particularly for the elderly. He indica ted 
familiarity vith the application filed in this proc eeding 
and that he had worked in the prep aration of it. Re s erved 
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as Chairman of the Housing Authority for approximately eight 
years and as a commissioner for approximately eleven years .. 
Re stated that currently approximately 261 people 
constituted a ba cklog need of housing for lov income 
elderly. He stated in his opinion that the proposed 
location is an excellent one. 

J. c. Outlaw, City �anager of Nev Bern for approximately 9
1/2 years, testified that there is a real need in the 
community for housing for the elderly and the handicapped. 
He stated that he vas familiar with the resolution creating 
the proposed project and that the City has transferred 
boundary properties to the Housing Authority for the purpose 
of the project. Re described the loca ti on o.f the proposea 
project as being three bl ocks between Nev South Front Street 
and the Trent River and Lawson's Creek vith boundaries of 
Norwood ana Bryan Stree t. He stated that a thoroughfare vas 
proposed through the area but that it would not detract from 
the project• s purposes. ffe described the proposed 
app licatio n as a major area of the c ity's redevelopment 
plans and indicated that the location proposed is a 
convenient locati on for potential r esidents. 

Fon Clapp. Director of community Development of the City 
of Nev Bern, who also serves as a city planner, testified 
regarding a 1975 house-to-house survey which has been 
updated and w orking vitb. the Federal Government regarding 
housing needs in the New Bern area. He cited the 
percenta ges of population increase in bot h  t he City and 
Craven County between 1970 and 1975 and the projected 
increases to 1990. all of which shoved continuing increases 
in percentage of population to be s erved by housing. He 
stated that there are some 400 units of substandard housing 
inside the City, some of which shoul.d b e  torn down today. 
He indicated tha t the Rev Bern situation is one of the worst 
situat ions he has seen anywhere. He stated that in Nev Bern 
the vacancy rate is • 97,: and that the Federal Standard 
Vacancy Rate is 6% which indicat es very littl e  turnover in 
housing and availability for those not having standard 
housing opportunities. 

He stated that the proposed project - voul.d be vi thin 
walking distance of the city and that the elderly could 
visit a nd shop in c onvenient areas. The project would be an 
eight st ory high-rise concept vith elevators and no steps 
for the benefit of the elderly and handicapped. 

Shannon 'Rilson of the Craven county Department of So clal 
services testified that she has lived in Rev Bern for 
approximately four years. She serves as a social worker and 
has approxi111ately half of ·the elderly low income persons in 
Craven County to serve. She st ated that 11.ost elderly cannot 
get up int o the steps in most housing and there were many 
persons vho would have come to testify in support of the 
application vho cou ld not. She testified that in the area 
ther� is a substantial problem with rats. roaches, and other 
a spects of substandard housing # and introduced at the 
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hearing five persons who would qualify 
project. all of whom stated their interest 
project and the availability of housing for 
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for the proposed 
i n  having the 

them. 

Jeannie Worthington, who works with the Department of 
social Services and has lived in 'Rev Bern for tvo years, 
indicated that she serves the other half of Craven co unty 
and that none of the person s  served by her a Ie in the 
existing housing . project. She stated t.ha t much of the 

housing is very cold in the winter and that there is a 
substantial problem with rats and that in her opinion 
approximately 150 persons known to her could qualify for the 
proposed project.. she stated that several persons wanted to 
come but could not to tes tify in support of the application. 
She cit ed transportation problems vhich are encountered by 
the elderly vhich vould be alleviated under the existing 
project for those served by the project. 

Sandra P. Tootle, sot:ial Services Director of the Housing 
Authority of wev Bern, testified that she has lived 1.n Nev 
Bern for approximately seven years: that she start ed the 
Rousing Autho rity there, and vas the first one employed. 
She indicated that there is a subst antial need in the area 
for the Rousing Project since many of the persons are not of 
an income le vel wh o can afford standard housing a nd that the 
Pro ject is needed. 

Charles Taylo r, Ex.eco tive Secretary and Director of th e 
Housing Authority since July 1970, related a number of 
details w hich indicate a need for the proposed projec t in 
the Nev Bern area. He indicated that even vith 579 uni ts in 
Nev Bern vhich he has actively managed, currently, there are 
approximately 285 persons waiting to _h ave an oppo rtunit y  for 
housing vho could qualify for the same as low income 
elder ly. He stat ed that he bas handled the Community 
development acquisitions in the proposed area and cited the 
previous p ublic hearings whi ch are refer enced in the 
application giving ri se t.o the need for the project. 

!"Ir. Taylor indicated that there vould be some undeveloped 
land vith 1arge trees vith an a vailability for those in the 
housing project to walk to churche s and store s, doctors' 
offices, and to other areas of need. He indicated that the 
proposed project voul d be financed un der Section 8 as 

described in the application by the Pederal Government and 
that HUD establishes the rent for the project. 

Re indicated that in his opinion there is a critical need 
for housing of all types in the Rev Bern area and that the 
high-rise conc ept is the only acceptable concept for elderly 
and the handicappe d and i s  presently being used in many 
cities such as Wilmington and Raleigh. He indi cated t hat 
th e proposed project woul d have assist rails, sp ecial 
electrical out lets, alarm sy stems in the buildings, and 
indicator lights on the stoves 111hen they a re turned on. Re 
sta ted that in hi s opinion the proposed Housing Pro_jec t 
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would provide a place for the 1ov income e1derly to live in 
safety and comfort. 

The verified application and exhibits 
application upon mo tion of couns el for the 
received into evidence. 

attached to the 
Ap plicant. ve re 

Based upon the entire evidence o f  record, including the 
verified application, the "Exami ner makes the following 

FINDINGS OF' FACT 

1. That the Housing Authority of the City of Nev Bern,
North Carolina, is a municipal corporation, organized and 
created under the provisions of chapter 456 of the public 
laws of Worth Carolina in 1935, and the amend■ents thereto, 
vhich lav is known and designated as The Housing Authority 
J\ct and continues to exist under the lav of the State of 
North Caro1ina. 

2. Th a t  prior to the creation and organizat ion of said
Housing Auth ori ty of said Cityr the Board of Aldermen of the 
City of Nev Bern and many of its citizens were aware of the 
fac t that unsanitary and unsafe dwelling accommodations, 
par ticularly for perso ns of lov incomer exis ted, and there 
vas a need for establishing a Housin g Authori ty in said 
city. 

3. That mor e than 25 residents and citizens of said
City, as they were authorized and privileged to do unde r 
said H ous ing Autho ritie s Act, filed vith the Board of the 
City of Nev B er n  their pet ition in writing wherein t hey 
rep resented, among other things, tha t there exis ted in Nev 
Ber n un sanitary and unsafe dwelling accommodations; that 
there vas a lack of s afe and .sanit ary dwelling 
accommodations avail able for all of the inhabitants of the 
cityr and particularly persons of lov income; that there vas 
a need for establishing a Housi ng Author ity in said City. 

4. That after the filing of said petition, the Governing
Board of the City caused public notice to be publish8d and 
given to all of the citizens o f  said City, as authorized by 
said Housing Auth orities Act, and set a date for public 
hearing a nd meeting for the purpose of considering and 
determining th e need for establishing a Ho u sing Authority i n  
t.he ci ty of Nev Bern. 

5. Pursuant to the fore going and said public no,tice, a
public meeting was duly called and held at 8:00 p. ■ .. r 
December 18, 1939, in the City Hall o f  the City of New Ber n 
and at that t ime a nd place a large numbe r of citizens of 
said City appeared and vere hear d; that sever al citize ns who 
oppos ed the Creatio n of the RouSing Authority vere present 
and repre sented by counsel;· that all persons present vere 
given an opportunity to express their views on the subject. 
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6. That thereafter . and after all vere heard vho cared
to te heard ., .the Board of Ald�rme n of the ·City of Rev Bern ., 

by a vote of 8 to 1 (of a total membe rship of 10) ., adopted a 
resolution acknowledging that unsailitary a nd unsafe dvelling 
accommodations existed in the city; that there vas a lack of 
safe and sanitary dwell ing acco■modations; that there vas 
the need for a Rousing Authority; that the petition had not 
been de nied by the Board of  Aldermen thereof vitbin three 
months from the date of filingi that the l!ayor of the city 
b e  proiaptly notified of the adoption of this resolnti on; 
that the �ayor be ., and vas., dire cted to file in. the office 
of the City Clerk the necessary certificate evidencing the 
appoi ntment o f  the Co■■issioners and tha. t the lack of safe 
and sanitary dvellinq accommodations in the City available 
for the inhabitants and the overc r owded c onditions cause an 
increase and sprea d of dise ase and crime; that the clearance 
and reconstruction of areas in which the unsan itary and 
unsafe housing conditions exist are public uses and purposes 
and that it vould be i n  the best public intere st that such 
projects be instituted as soon as possibl e to relieve 
unemployment., to preserTe the public peace ., health, a nd 
safe.ty; that the amelioration of t he conditions enumerated 
by the creation of the Housing Authority to carry out the 
purposes o f  the "Housing A uthorities Lav" was declared to be 
a public purpose. 

7 .. That aft.er the findings of the afor esaid Board o� 
!lderme n of said City and the adoption of said resolution by
a majority of all the members of the Board ., the ftayor of the
City. pursuant to the provisions of the Housin g  Authorities
Lav aforesaid. and b y  virtue of his office. appointed five
persons to serve as the initial commissioners of The Housing
�uthority of the City of Hev·aern. North Carolina; that the 
l'layor d es ignated James .I!. west as Ch air111an of that 
�nt hority.

B .. That a fter t he appointmen t of the commissione rs, a 
written application for a certificate of incorporation was 
made vith the Se cretary of State and said certi ficate and/or 
charter was duly issu ed in compliance vith the foregoing and 
in strict accordance with The Rousin g Authorities Act of 
1935 and tbe amendments thereto. After the obtaining of 
said Charter The Hori.sing Authority of the City of Nev Bern 
duly met. adopted bylaws., and completed its organizati on a s  
required by lav. 

9. That since the inception of The Housing Authority o f
the city of Nev Bern ., it has ·been a n  active. viable 
corporation which is currently in good standing with the 
secretary of State o.f North Carolina; and that it continues 
to func tion as a Housing Authorit y •. 

10. That in ·1975 it became evident t hat there vas sti.11· a
need for public housing, parti cularly for the elderly ., and 
on th e 22nd d ay oE July 1975 ., the City of Nev Bern. by and 
through its Board of Aldermen. recognized such heed and did 
adopt tvo resolutions. one of said resolutions increased the 
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boundary of the housing assistance plan for the City of Nev 
Bern for the "proposed areas for Section 8 housing," and the 
other said resolution did declare t he willingness of the 
City to transfer such lands as necessary to The Housing 
Authority of the City of Nev Bern for the deYelopment of 
such a program. 

11. That The Housing Authority of the City of Nev Bern 
dedicated considerable time and effort to submitting a 
proposal for the creation of a housing unit for the ela.erly, 
the end product thereof bein g a proposal for 106 units to be 
constructed on Rev South Front street in Nev Bern, North 
Carolina. All of the preliminary work having been done, the 
Housing Authority did author ize and by resolution approve 
the project. 

12. That on June 30, 1977, The Housing �uthority of the
City of Nev Bern submitted to the Department of Housing and 
Urban De•elopment a comprehensive proposal for the erection 
of the 106 units pursuant to Section 8 of the Rousipg 
Assistance Payments Program. That on the 28th of Septembe r 
1977, the Department of Housing and Urban Development, by 
letter, did notify The Housing Authority of the City of Nev 
Bern that the preliminary proposal had been r eceived and 
approved; and that annual contrib utions in the sum of 
$3Q2,240 had been reserved for the project. 

13. That in !'larch 1976 the City of Nev Bern prepared a 
compre hensive "Com11uni ty Development Block Grant 
application" which vas the result of extensive research 
concerning the needs and present availability of housing in 
New Bern, North Carolina. 

14. That the studies conducted by  the Ci ty of Nev Bern
illustrate and shov the evidenc e of dilapidated and slum 
housing in the Nev Bern area which is occupied primarily by 
minority groups. These studies further indicate and 
d�scribe the need for elderly housing particularly for elder 
members of minority groups. 

15. That there exists a need for lov-rent public housing
for th e citizens of the Nev Bern area vhich is not being met 
by pti vate enterprise and the pub lic convenience and 
necessity would be served by approval of the application 
herein. 

16. That the

proposed herein 
rent dwellings 
Authority Lav. 

particular Housing Authority and 
is eligible for the construction 

proposed within the purview of 

the project 
of the low 
the Rousing 

17. That the Housing Authority of t he City of Nev
has taken the steps required by law to. enable it to 
make t his application and to establish, develop, 
maintain 106 units of lov-rent public housing in the 

Bern 
.duly 

and 
Nev 

Bern area. 
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Based upon the foregoing Findings of Pact, t he Exa■iner 
makes the following 

CONCLUSIONS 

The Examiner concludes that the Housing Authority of the 
City of �ev Bern, Horth Carol ina, has met the r equirements 
of applicable lav vith respect to acquiring a Certificate of 
Public conYenience and Necessity and authority to exercise 
the right of eminent domain in the acquisition of property 
required for the construction, main tenance, and o peration of 
106 units of lov-rent public housing for local citizens, and 
has demonstrated a need for such housing project i n  the 
Craven County area. 

The evidence taken in this proceeding clearly indicates 
that those persons who testified in the proceeding and 
others a ssociated vith the Hou sing Authority in the City of 
Nev Bern and the community Development Office of Rev Bern 
and office of Social Services have expended considerable 
efforts in the preparation of meeting a su bstantial need in 
the area of housing for the lov income e1der1y. The public 
need is overvhelming1y estab1ished and the evidence 
indicate s that the 106 pr oposed units would not be 
sufficient for all of the needs for this type of housing in 
the craven co unty area. 

The proposed project i n  concept and in location vould 
clearly be one which would afford a safe and pleasant place 
for elder1y to live vho haYe 1ov incomes. By virtue of the 
existing housing projects and the evidence taken herein, it 
is apparent that the local governmental officials involved 
in this proposed project are committed to not only the 
construction and initial operation of the project but its 
continuing maintenance. 

According1y, th e  Examiner concludes that the application 
should be alloved and the Applicant sh ould be given th e 
authority to exercise the right of eminent domain in the 
acgu isition of the property vhich will be required to serve 
106 units of low-rent public housing in the Craven county 
area. 

IT IS, THEREFORE, ORDERED as follows: 

1. That the Housing Authority of the city of Wev Bern,
Worth Caro lina, be, and hereby is, granted a certificate of 
Public Convenience and Necessity for the establishment, 
construction, maintenance, and operation of 106 units of 
low-rent pub lic housing for the citizens of the craven 
County area and that this order shall itse lf constitute such 
Certificate of Public Convenience and Necessity. 
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2. That
ant bority to 
acquisition 
application 

eous I!IG AUTHORITY 

the Jlpplicant be, and hereby is ,. granted 
exercise the right of eminent domain in the 
of property for the project proposed in the 

and described more specifically therein. 

ISSUED BY ORDER OF THE COftMISSION. 

This the 1st day of May, 1978. 

NORTH CAROLINA UTILITIES CONl!ISSIOR 
Katherine a. Peele, Chief Clerk 

(SEAL) 
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DOCKET HO. B-3Q5 

BEFOBZ TRB IKIRTR ClBOLIWA UTILITIES CO8�ISSIOR 

In the Satter of 
Hal1 Ca11abn and !la� L. Riddle,) 
d/b/a Sacoa Tours, !liaosa Dr ive,) BECO!lftRBDED ORDER 
Franklin. ■orth Carolina - ) GRANTING PER!IANENT 
A]?plication fo� Passenger common ) PASSENGER COl!ftOB 
Carrier Certificate to Operate ) C�RRIER AUTHORITY 
in the Area of Prank1in and J 
�heville, llorth Caro1ina ) 

HEARD :nt: coamission Heari ng 
Rorth. Salisbury 
Carolina, on August 

Room, 
Street, 
3, 1978 

Dobbs Building, 430 
Raleigh, North 

BEFORE: Robert. P .. Gruber, Hearing Exa■iner 

APPEAURCBS: 

For t.he Applican t: 

!lax L •. Riddle, 
Drive, Franklin, 
For: Himself and 

Partner , !'!aeon Tou rs, ftimosa 
Borth Carolina 
his Par t ner, Ha11 Callahan

GRUBER, HEARING EXAftINRR: on nay 31. 1978, Ball Callaha� 
and. ftaI L. Riddle, d/b/a !'!aeo n Tours (Applicant), ftimosa 
Drive. Franklin, North Carolina, applied for authority to 
engage in the transpor tation of pass engers and their 
baggage, as follows: 

"Prom Franklin over Hi ghwa y 28 to West Ki11, thence over 
State Road 1343 to Cowee Ruby Kines and return over same 
ro ute. 

Prom ·Franklin over o.s. Highvay 19A-IJ41 to Interstate 
Highway 40, thence over Ynte r sta te Highway 40 to Ashevi�le 
and return over same route. 

From Franklin over u.s. Highway 19A-IJIJ1 to State Highway 
107, thenc e on Highway 107 to Cherokee and return over 
same route. n 

By order dated June 28, 1978', th e commission set the 
application for public bearing in Raleigh, Ror th Carolina, 
on �ugust J, 1978. B y  Order dated June 28, 1978, the 
Applican t vas granted temporary authority to engage in the 
transporta tion of passengers and their baggage as described 
above. 

At the call of the heari ng the Applicant vas present. No 
protests to the authority sought were filed with the 
commission, nor did any parties appear at the hearing in 
opposition to the application. The n.pplicant offered the 
testimony of one of its principals, ff.ax L. Riddle, who 
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testified to the .qualifications of him and Hall Callahan., 
the equipment they ovned or leased, and the need for the 
service. Letters in the official file of the Commission 
indicated that there is a substantial need for a tour 
service in the Franklin, North Carolina, area and that no 
similar service is presently being pr ovided. 

Upon consideration of the evidence presented in thi s 
proceeding., the Hearing Examiner makes the following 

'FINDINGS OF PACT 

1. That the Applicant has the equipment needed to
perform as a common carrier of passengers and their baggage. 

2.. That there is no common carrier sex:vice being 
provided over the routes in the present application. 

3. There 
service voold 
convenience. 

is a public 
benefit the 

need for such servicer and such 
public needr necessityr and 

4. Hall Callahan 
ovners and operators 
financial resources 
service. 

and Max 
of l!'lacon 
and the 

L. Riddle are the principal 
Tours and they have the

experience to operate the 

CONCLUSIONS 

Based upon the evidence presentei! r the record as a vhole • 
and the for�g?ing Findings of Factr the Hearing Examiner i s
of the opinion that the public convenience and necessity 
require the proposed servicer tbat the Applicant is fit, 
willing, and able to provide t he proposed servicer and that 
the Applicant is solvent and financially able to furnish 
adequate service on a continuing basi s. T he Hearing 
Rx:am�ner is, the refore r of the opinion that the appli cation 
should be approved ,. 

IT IS, THEREFORE, ORDERED as follows: 

1. That the application of Hall Callahan and Max L. 
Ri ddler d/b/a !'!aeon Tours, for authorl ty to operate as a 
motor passenger common carrier as more particularly 
described in Exhi�it A atta ched hereto and made a part 
hereof r be, and the same her eby isr app�9.v.e_Q. 

2. Th at Hall Callahan and l'laz: L. Riddler d/b/a !!aeon 
Toursr file with the Commission evidence of insurancer 
tariffs of fares, rates and chargesr lists of equipment.r 

designation of process agent r and oth erwise comply vith the 
'Qules and Regulations of the commission and institute 
operations under the auth ority acquired herein within ten 
(101 days from the date this Order becomes fina1. 

ISSUED BY ORDER ·OF THE COftttISSION. 
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This the 7th day of Bovem.ber, 1978. 

NORTH CAROLINA UTILIT'IBS COl'll'lISSION 
(SEAL) Katherine !!I. Peele, Chief Clerk 

DOC KET HO. B-345 l.'lacon Tonrs, 
Plimosa Drive, 

EXHIBIT A 

Franklin, North Carolina 

Pa ssenge r Common Carrier iuthorit y 

From Franklin ove r Highway 28 to West 
ftill, thence over State Road 1343 to 
Cowee Ruby l!lines and return over same 
route. 

From Franklin over u. s. H ighvay 19 A.-
441 to Interstate Highway 40, t he nce 
over Interstate Highwa y 40 to 
Asheville and return over same route. 

From Fr ankli11 over u.s. Highw ay 19A
q41 to Stat e Highway 107, thence on 
Highway 107 to Cherokee and return 
over same route. 

DOCKET NO. B-209, Sub 11 

BEFORE THE NORTH CAROLINA UTILITIES CO"!ISSION 

In the Matter of 
Duke Power company - Investigation of 
Pt:oposed Incre ase in Motor Bus Passenger 
Fares, Charges, and Tariff Adjustments 
in tlle City of Durham, North Carolina, 
and Vicinity 

PURTHE'R ORDER 
OM EXCEPTIONS 
FILED PURSUA.RT 
TO G.S. 62-90 

REARD IN: 

BF.FORE: 

APPURANCES: 

Commission Bearing 
Floor, 430 North

North Carolina, on 

Room, Dobbs Bu_ilding, Second 
Salisbury street, Raleigh, 
April 11, 1978, at 9:30 a.m. 

chairman Robert K. Koger. Presiding; and 
Com111i ssioners Ben E. Roney, Leigh H. Hammond, 
Sarah Lindsay Tate, and Robert 'Fischbach 

For t he Applicant: 

George w. Ferguson. Jr., Attorney at Lav, Duke 
Pover Company, P.O. Box 2178, Charlotte. North 
Carolina 20211 

Phillip "• Van 
Compa ny, P.O. 
Carolina 

Hoy, Attorney at Lav, nuke Power 
Box 2178, Charlotte, North 
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For the Intervenor: 

W.I •. Thornton , Jr., City Attorney, 101 Cit y
Hall Plaza, Durham., North Carolina 27701·
For: City of Durham

For ·the Using an d Consuming Public of North Carolin a: 

Theodore c. Brown, Jr., 
Attorney, Public Staff, 
Utilities com.mission, P.a •. 
North Ca rolina 27602 

Assistant Staff 
Horth Carolina 
Box 991, Raleigh, 

Dwight w. Allen , Assistant Stafi Attorney, 
Public Staff, North Carolina Utilities 
Commi ssion, P.O. Box 991, Raleigh, North 
Carolina -27602 

BY THE COft�ISSION: On June, 8, 1977, Duke Po wer Company 
_<Duke) filed vith the commission request for authority to 
increase its motor bus passenger fares and charges 
applicable on the trans port ation of passengers in the. City 
of Durham, Horth. Carolina, and vicinity� The Commis sion, 
being of the opinion th at t he proposed i ncreases affected 
the public interest, issued an Order on June 28, 1977, 
suspending the proposed tariff, declarin g the matter to be a 
general rate case, ins tit uting an investigation into the 
lawfulness of the tariff, and setting the matter for hearing 
in Durham , Horth Carolina. The matter came on for hea ring 
as sch eduled on September 20, 1977, in t he C ounty 
Commissioner•s Room, 6th Floor, Durham C ounty Office 
Buildimg, Durham, Nor th Carolina, before a panel of th ree 
Commissioners, Leigh H. _ Hammond, Ben E. Rone y, and Sarah 
Li ndsay Tate, with C ommissio ner Hammond presiding. on 
December 27, 1977, an Order Grant ing Par tial Rate Increase 
vas is sued.· 

on J anuary 5, 1978, pursuant to G.s .. 62-60 .. 1 (b) Duke filed 
a Petition asking the_ full Commission to review the order of 
December 27, 1977. on January 23, 1978, upon Ration of 
Duke, the Comm ission issued an Order Allowing Extension of 
Time to File Notice of Appeal and Exceptions to an d 
including Febr uary 15, 1978 . on February 15, 1978,' upon 
Kotion of Duke, the commission issued an Order Allowing 
Further Extension of Time t o  Pile Notice of Appeal and  
Exceptions to a nd including February 20,· 1978. on 
February 16, 1978, •Duke filed Notice of Appeal, Exceptions, 
and As signments of Error to the December 27, 1977, order of 
the Commission •. On February 27, 1978, Duke filed �otion to 
set Exceptions for Furt he r Hearing. 

on Feb ruary 27, 1978, Duke filed a e:otion asking that- the 
ora 1 a rgument in Docket Bo. B-209, Sub 11, be consolida te d 
vith oral a rgument in D ocket. No. B-209, Sub 12, vhich 
involved a rate application for Duke's Greerisboro bas 
operations. On February 28, 1978, an Order was issued 
setting consolid ated oral arguments on !arch 21, 1978. Upon 
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notion of the Public Staff, oral agrument vas again extended 
to �pril 11, 1978. on �arch 16, 1978, an Order vas issued 
vbich extended the time for filing State■ent of Case on 
Appeal to 30 days after any co■mission Order which issued in 
response to oral agrument. oral agrument before the full 
Commission vas held as scheduled on April 11, 1978. All 
parties vere represented by counsel. 1 

� fter further hearing on exceptions, before the full 
commission, and upon reviev of the entire record in this 
docket, the transcript of t he he arings, the Order of 
December 27, 1977, and exceptions and assignments of error 
thereto, and the arguments of counsel, the Co ■■ission is of 
the opinion, and so concludes, that the e:rceptions filed by 
Doke on February 16, 1978, should be oYerruled and that the 
Order isso.ed by the panel should be affir■ed. 

The commission recognizes that it has approTed tariffs for 
Duke 1s Greensboro bus system in Docket Ro. B-207, sub 12 • 
vhich are not uniform vith those approved in th is docket ... 
Student cas h  fares of 25 cents vere approved for Durham 
vhile the student cash fares approved for Greensboro are 20 
cents. 1'\n off-peak pass vas approved in Durhaa while no 
sUcb pass vas approved in Gree nsboro,. The Commission 
concludes that the evidence in the two dockets reYeals that 
the operating conditions in Durham and Greensboro are 
sufficiently dissimilar such that a unifo r■ity in the 
tariffs between the tvo cities is not i:equired. 
Furthermore. as a matter of lav. the Co1111ission is not. 
required to set unifora tariffs for these tvo bus SVstems in 
that the systems have d ifferent operating conditions. 

IT IS. THEREFORE, ORDERED as follows: 

1. That Duke's numbered exceptions 
February 16, 1978. are hereby overruled. 

1-10 filed 

2. That the Commission's Order 
entitled "Order Granting Partial Rate 
affirmed. 

of December 27, 1978, 
Increasen is hereby 

3. That one year from the dat e of this
with the commission information shoving the 
tariffs approved herein on passenger usage. 

ISSUED BY ORDER OP THE CO!UUSSION. 

This the 6th day of June. 1978. 

Order Duke file 
effect of the 

(SE AL) 
NORTH CAROLINA UTILITIES COKKISSIOU 
Anne L. olive, Deputy Clerk· 

COMMISSIONER HIPP ABSTAINED. 

KOGER• 
PART: I 
of the 

CBATRKAN, COHCURRIRG IN PART ADD DISSENTING IN 
am in agreement vith much Qf the substantive parts 
Recommended Order, i.e., limiting the adult fare 
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increase 
elderly 
Duke. 

HOTOR BUSES 

to !.go and establishment of a $.30 fare for the 
versus the on-peak fares of $ .so as proposed by 

I also agree v ith 
"Y dissent is based 
consistency between 
Sub 12. 

the establishment 
on the absence 

this docket and 

of an off-peak rate. 
of uniformity and 
Docket Uo. B-209, 

I also would i ntro duce slightly 
Further, I vould have introduced 
ticket purchases. Plea se refer 
No. B-209, Sub,12, for details. 

different off-peak 
a dis conn t for 
to my dissent in 

rates. 
volume 
Docket 

Robert K. Koger, Chairman 

DOCKET NO. B-209, Sub 12 

BEFORE THE NORTH CAROLINA UTILITIES coaaISSION 

In the �atter of 
Duke Power company - Investigation of ) PURTHER ORDEB ON 
Proposed Increase in Sotor Bus Passenger ) EXCEPTIONS TO 
Fares, charges, and Tariff Adjustments in) RECOftRENDED 
the City of Greensboro, Horth Carolina., 

) ORDER GRANTING 
and Vicinity ) PARTIAL INCREASE 

BEA RD IH: 

BEFORE: 

Al'PEARANCRS: 

Commission Bearing 
Floor, 430 North 
North Carolina, on 

Room., Dobbs Building, Second 
Salisbnry street., Raleigh, 
April 11, 1978, at 9:30 a.m. 

Chairman Robert K. Koger, Presiding; and 
Commissioners Ben E. Roney ., Leigh H. 'Ha11mond,
Sarah Lindsay Tate, and Robert 'Fischbach 

For the Applicant: 

George w. Ferguson, Jr., Attorney at I.av, Duke 
Power company, P.O. Box 2178, Charl ot te, North 
Carolina 28211 

Phillip l'l. Van 
company, P.O. 
Carolina 28211 

Hoy ., lttorney at Lav, Duke Paver 
Box 2178, Charlotte, North 

Por the Using and Consuming P�blic of Horth Carolina: 

Theodore c. 'Br ovn, Jr., 
A'ttorney, Public Staff, 
Utilities Commission, P.O. 
North Carolina 27602 

Assistant Staff 
North carolina 
Box 991, Raleigh, 

Dwight w. Allen, Assist ant Staff Attorney, 
Public Staff, North Carolina Utilities 
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Commission, P.O. 
Ca rolina 27602 
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Box 991, Raleigh, Borth 

BY THE cmunss:ro&: This matt.er arose upon the filing 
vith the Commission on June a, 1977, of an Application by 
Duke Pover company (Duke) seeking authority to increase its 
motor bus passenge r fares, charges, and t ariff adjustme nts 
applicable on the transportation of passengers in the City 
of Greensboro, Horth .Carolina, a�d vicinity, effective 
July B, 1977. The matter was set for hearing as a general 
rate case and heard on Vednesaay, September 21, 1977, in tbe 
Guilford CoantY Courthouse, Greensboro, North Carolina, 
before a panel of three Commissioners, �obert Fischbach, 
John V. Winters, and Tenney I. Deane, Jr. commissoner 
Fischbach presided at the hearing. On December 20, 1977, a 
Recommended Order. Gr ant.ing Part.ial Inc rease vas issued. 
Commissioner Deane resigned from the. Commission on 
October 17, 1977., .. , and, -therefore, did ·not participclt.e in the 
deCision. 

Upon Sotion of Duke, the commission allowed an extension 
of time to file exceptions to the Recommended order to and 
including Jan9,ary .15, 1978. On January 16* 1978, Doke.filed 
six· (61 exception s to the Recommended Order and asked that 
the exceptions be set for oral argument. On February 17, 
1978, the commission , issued an Order pursuant to 
G.s. 62-7B(q setting Duke's exceptions for oral argument 
before the full commission-on March ·7, 1978.

On December 27, '1972, in a separat e doclc.et (Docket 
No. B-209, Sub 11), the Commission, by a panel decision, had 
issued a rate Orde r affecting Duke"• s bus rate s in the city 
of Greensboro, and Duke_had filed exceptions to the Order of 
the panel pursuant to G.S. ,62-90(c). These exceptions vere 
set for hearing on Karch 27, 1978. Doke moved to 
consolidate the tvo dockets for purposes of ora 1 argument, 
and on February 28, .1978, the commission granted this !lotion 
to consolidate and set the tvo cases fo r argument on 
!'larch 21, 1978. On P.larch 15 ., 1 978, the Publ.ic S taff filed 
Motion to Continue Oral Argument. This Rotion vas allowed 
and the arguments v ere postponed to April 11, 1978 ., at 9:30 
a.a. The matter came on for hearing at the scheduled time 
and plac e b�fo re the full Commission. 

Upon a review of the entire r ecord in this docket, th e 
t ranscript of 'hearings, the Recommended order and e xceptions 
thereto ., and argumen ts of counsel, the commission is of the 
opinion, and so concludes., that the Exceptions to the 
Recommended Order, as they are numbered 1-6 should b e  
overruled, and that the Recommended order dated December 20, 
1977, should b e  affirmed and adopt ed as the Order of the 
commission. 

The Commission . is advert.en t to the fact that it has 
approved tariffs for Duke's Durham bus system in Docket 
Ro. B-209, Sub 11, which are not uniform with the tariffs 
approved in this docket.. Student cas h  fares of 25 cents 
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were approved in Durham vhile the student cash fares 
approved for Greensboro are 20 cents. An off-peak pass vas 
approved in Durham while no such pas s vas approv ed in 
Gi:eensboro. The Commission concludes that the evidence in 
the tvo dockets reveals that the opera ting conditions in 
Durham and Greensboro are sufficiently dissimilar such that 
a uniforLlity in the tariffs between the two cities is not 
required. Furthermo re, as a matter of lav , the commi s sion 
is not regui red to set ulliform tariffs for these two bus
systems which have different operating conditions. 

IT IS, THEREFORE, ORDERED as follows: 

1. That all six of the numbered except ions t o  the
Re commended order filed by Duke on PebLuary 16, 1978, are 
hereby overruled. 

2. That the Recommended order in t his 
1977, i s  here by adopted and 
final order. 

docket issued on 
affirmed as the December 27, 

commissio n• s 

3. That one year from the date of this order, Duke file
with the Co mmission information shoving the effect of the 
tariffs approved herein on passenger usage. 

ISSUED BY ORDER OF THE CON�ISSION. 

This the 6th day of June, 1978. 

(SEAL) 
HORTH CAROLINA UTILITIES CONNISSIOH 
&nne L. Olive, Deputy Clerk 

COMMISSIONER HIPP ABSTAINED. 

KOGRR, 
PART: I 
of the 
increase 
elderly 
Duke. 

CHAIBl11Ui, CONCURRING IN PART AND DISSENTING IR 
am in agreement with much of the substantive parts 
Recommended Order, i.e., li■itinq the adult fare 
to S.40 and establishment of a $.30 fare for the 
versus the on-peak fare s of $.SO as proposed by 

l!!y major disagreement with th e Reco11mended order is that I 
would accept, in modified form, more of the inno vative�type 
rate recommendation s proposed either by th e company, the 
Public Staff, or both. In addition, I would striYe t o  
maintain uniformit y in the o perating practice s  and tarif fs 
in the two cities of Durham (concurrent Docket No. B-209,
Sub 11) and Greensboro absent £Q!Egllj�g evidence to the 
contrary. While there was no evidence submitted at the 
hearing that cost savings would result f rom implementation 
of uniform tariffs, it would appear to be logical that there 
would be at least s0111.e. It should be noted that. even if the 
full revenue increase sought by Duke were to be attained, 
the company would still operate at a loss. Therefore, I 
think it is incumbent on both the Company and the comaission 
to minimize all possible c osts on one hand vhile ,trying to 
increase ridership on the ?ther. 
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In terms of adopting a rate schedu1e which would be more 
likely to increase ridership and also reflect the heavier 
use of buses during on-peak periods, I would accept the 
Public Staff's recommendation on Qf!-ESA� ticket packages as 
follows (Rose, Tr., p. 212): 

Qif-� (9:00 A.S. through 3:00 P.K.) 

16 one-vay rides - $5.00 
[�s an alternative 8 rides for !2.50 might 
elicit more riders - note by ,!Qger] 

3 a-day off-peak pass - $9. 00 (unlimited ri:les) 

Vhile the testimony was sparse with regard to peak-load 
capacity proble11s, th e operating manager in Greensboro did 
testify that on some trips the buses vere filled (illu, Tr., 
p. 182). Also, there vas testimony regarding the fact that
ou'lc\e had to run more buses during the peak peri ods. 
Con�rary to the Recommended order's finding, I believe that 
this evidence is sufficient to demonstrate that there is a 
peak use period for the buses and tha t a lover off-peak fare
has the potential of eliciting addi tional riders without
increasing the "fiied" costs of the company. 

I vould also agree with the Public Staff that there should 
be some incentive to the riders to purchase and use adult 
(on-pealcl t.iclcet packages in the hopes that this v ould 

increase rid ership. I vould agree to 'the following in that 
regard: 

20 one-vay rides - $7.50 (proposed by Pub1i c Staff) 
10 one-vay r ides - !3.75 (not proposed by Public Staff) 

I vould include the provisions that these ride pass es are 
good .2.DlI for 60 days f rom date of purchase. 

In referenc e to school f ares, I believe the rate adopted 
in. the Durham case (Docket Ro. B-209, Sub 11) s hould also be 
adopted in the Greensboro case. The additional five cents 
should produce needed revenue while at the same time 
allowing t:he rate to remain much below either the adult fa re 
and even below the elderly or the proposed off-peak fares. 

Robert K. Koger, Chairman 
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DOCKET HO. T-1791, SUB 

BEFORE THE NORTH CAROLINA UTILITIES COK�ISStON 

In the �atter of 
commercial Couriers, Inc., Greensboro, Nor-th 
Carolina - Application for Contract Carrier 
Authority to Transport Group 21, Commercial 
Papers, Etc., Under Contract vith The 
Northwestern Bank 

RECO!UIERDED 
ORDER 
GRANTING 
AUTHORITY 

HEARD IN: 

BEFORE: 

APPEARANCES: 

Commission Hearing Room, Dobbs Building, 430 
North Salisbury street, Raleigh, North 
Carolina, on \pril 12, 1978, at 9:30 a.m. 

naurice w. Horne, Hearing Examiner 

For the Applicant: 

F. Kent Burns, Boyce,
Attorneys at Lav, P.
North Carolina 27602 

ftitchell, Burns & Smith, 
o. Box 14 06, Raleigh,

For the Protestant: 

James ft. Kimzey, Kimzey & smith, Attorneys at 
Lav, P. o. Box 150, Raleigh, Horth Carolina 
27602 
For: Fin ancial Courier Corporation 

Francis J. Sulcahy, Pony 
Cor poration, P. a. Box 4313, 
30302 

Express 
A.tlanta, 

For: Financial courie r corporation 

Courier 
Georgia 

HORNE, BEARING BXAP!INER: By application filed vi th the 
Commission on January 16, 1978, in Docket Ho. T-1791, Sub 1, 
Commercial couriers, Inc. (hereinafte r referred to as 
"Commercial" or "Applicant"), seeks authority to engage in 
the transportation of commodities under Group 21, as

follows: 

"Commercial papers, cash letters, audit and accounting 
media and other business records, documents and supplies 
used in the p rocessing of such media and records and 
documents and written instru�ents (except currency, coin 
and bullion) withi n a radius of 150 miles of Rinstoo
salea, Horth Carolina, and return of such items under 
bilateral contrac ts vi th the Horth western Bank and

others." 

Notice of the application shoving the time and place of 
hearing vas given in the C ommission's Cale ndar of Bearings 
issued January 18, 1978. 
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On rtarch 1, 1978, Purolator Courier Corporation filed its 
protest to the application for te■porary · authority. 
Thereafter, on ftarch 23, 1978, it filed a motion for leave 
to withdraw its-protest which vas allowed by the Commission 
by Order dated April 4, 1978. 

On !arch 1, 1978, Fin ancial Courier Servi ce filed its 
Protest to the Application. 

On February 15, 1978, Co1111ercial filed its Application for 
temporary authority pending outcome of the hearing on the 
merits. By order dated !arch 6, 1978, Protestan t was 
allowed to intervene and the matter vas assigned for 
hearing. By Ord�r dated !arch 13, 1978, the commission 
granted to Applicant temporary authority pending final 
disposition of the matter. 

At the hearing, the Applicant offered the testimony of 
Jerry Coleman, President of commercial, whose testimony 
tended to show that Commercial is a Worth Carolina 
corporation formed July 1, 1975: that he is the sole 
stockholder of Applicant; that prior to incorporation, he a s  
a sole proprietor was enga g ed in Greensboro and its 
commercial 'Zone in a pickup and delivery service of medical 
and optical supplies; that this business continues today; 
Applicant presently holds authority in Docket No. T-1791 
from the Commission as a con tract carrier under bilateral 
contract -with l'loses Cone Hospital in Greensboro handling 
laboratory vork and southern Piedmont Optical company in 
Greensboro handling optical supplies and equipment: 
Applicant has complied with the requirements of the 
commission regarding filing insurance, equipment lists, and 
designation of a process agent: Applica nt nov a cts as a 
courier for several banks and building and loan associa tions 
in tbe commercial 'Zone of Greensboro hauling the same itemS 
there as are sought in this application: Applicant also 
ca-rries c hecks for two companies in the Greensboro 
commercial zone; an d Applicant's president also has vorke_d 
for a bank. 

Applicant now has e ight full-time bonded employees and 
proposes to hire six additional employees to provide service 
for the bank: Applicant has adequate equipmen t for handling 
its present business an d has purchased five Datsun pickup 
trucks and one van for use by the Northwestern Bank. 

Applicant has a bilatera l contract with the Northwestern 
Bank providing for service to and from the bank's operating 
center in D'inston-Salem to outlying branches of the Bank; 
the rates proposed to be pa id are flat rates depending on 
the routes to be operated. Service for the bank vill be 
dedicated and require considerable flexibility as to 
schedules a na routes to meet the hank •s needs. 

Applicant  also introduced its financial statement for the 
period ended September 30, 1977. 
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�pplicant also presented the testimony of Raymond Harper, 
Senior Operations Officer and Regiona1 Center Administrator 
of the Northvestern Bank, whose evidence tended to show that 
the hank's nev o perations center in Winston-Salem will 
require transportation o f  documents and papers to 35 
reporting and satellite branch banks; that the Bank has a 
private courier service operating from its headquarters a t  
North Wilkesb o ro which will provide serv ice t o  the nev 
center; that Commercial vil1 provide service to the new 
center; tha t Commercial vi11 have to meet the c ourier a nd 
make distributi on of documents and papers to the other banks 
and return; that delays are ta be expected and the Applicant 
will have to be flexib1e in meeting the bank's needs; that 
he expects the same care from Applicant he nov has from his 
private coucier; that routes are tenta tive and final routes 
will be based on tri al and error; that it would b e  
beneficial to the bank to have Applicant autho rized to go a s  
far as Asheville and Raleigh; and that the bank received a
propo sal from P r otestant vhich may have resulted in cheaper 
rates but would no t in his opinion meet the needs of the 
Bank. 

The Protestant, Financial Courier Corp oration , offered the 
testimony of Robert E. David, its Sales Representative , 
who se testimony tended to shov that Financi al has discussed 
the tr ansportation needs of the bank with officials of th e 
bank and ma de a proposal to meet those nee dsi that th ere 
would be a charge of $6.00 per hour for delays� that without 
knowing the amount of delays t he bank could not determine 
hov much it vould have t:o pay fo r the service; and that 
Financial is able to pro vide the service n eeded by the bank. 

Protestant also offered th e testimony of Brack Bailey, its 
'Zo ne ftan a ger, who testified that his discussions vith the 
bank indicated fixed sc hedules aud no need fo r delays; that 
Financial could pro vide the service contained in its offer 
to the bank. 

Protestant's attorney stated that Protestant 
oppose granting authority to Applicant so long as 
limited to  service for the Northwestern Bank .. 

did 
it 

not 
vas 

Briefs and proposed findings and conclusions have been 
timely filed by the parties. 

Based upon the 
and the briefs 
following 

entire evidence of record, the application, 
filed, the Bearing Examiner makes the 

FINDINGS OF F �CT 

1. That Applicant, Commercia� Couriers , Inc., is a North 
Carolina corporation engaged 1n the transportation of 
optic al supplies and equipment within a ra dius of 65 miles 
of Greensboro , North Carolina, and the transportation of 
laboratory specimens from Randolph Kemor ial Hospital to 
l'fo ses H .. Cone Hospital under authority granted to it by the 
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Commission in Docket Ro. T-1791. In addition thereto. 
Applicant is engaged in the transportation within the 
commercial Zone of Greensboro, Horth Carolina. of papers and 
documents for ·various banks and of checks for certain check 
printing co■pani8s. 

2. That Applicant proposes to engage in transpor tation
of coa■ercial papers, cash letters and other business 
documents., and records under indiv idual bilateral contract 
vitb the Northwestern Bank from Winston-Salem. Horth 
Carolina., to points within a radius of 150 lliles of l'inston
salem ,. Horth Carolina. and return of such documents. 

3. That the
t.he Northwestern 
the Applicant. 

written contract betwe en the Applicant and 
Bank has been filed with the commission by 

4. That

designation 
Act. 

the proposed operations conform vith the 
of a contract carrier within the Public Utility 

5. That the proposed operations vill
impair the efficient service of carriers 
existing certificates. 

not unreasonably 
opera ting under 

6. That the proposed service will not reasonably impair
the use of the highways by the public. 

7. That the Applicant is fit, willing, and able to
properly perform the service propos ea as a contract carrier. 

8. That the pr oposed operations will be 
the  public interest and the policy declared 
Utilities Act. 

consistent with 
in the Public 

9. That the
has the necessary 
the shipper. 

Applicant ovns the necessary equipment and 
trained personnel to se rve the needs of 

Based upon the foregoing Findings of Pact, the Examiner 
makes the following 

CONCLUSIONS 

The evidence taken in this proceeding establishes that the 
Applicant has entered into a bilateral contract vith the 
Northwestern Bank for the transportation of commercial 
papers. cash letters, audit and accounting -media. and other 
matters speci£ied in the description contained in the 
application and approved herein. Consideration of all the 
evidence further indicates that the Applicant is fit. 
willing ., a n.d able to properly perform the service proposed 
as contract carrier, and has all the necessary equipment and 
personnel to provide service under the authority sought ana 
approved herein. 
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With respect to the transpor tation for others than 
Northwestern Bank, this matter is covered by Rule R2-10(d). 
nr. Coleman testified in support of the application that he 
had actually talked and had negotiations vith banks in the 
State including First Citizens, First Union, North Carolina 
National Bank:, and Wachovia. This uncontradicted evidence 
appears at pages 97 and 98 of the transcript. Based upon 
this evidence and Rule R2-10 (d), it is concluded th at the 
authority granted in this case shoula also contain 
permission to serve others under individual bilateral 
contracts which may be hereinafter filea vith the commission 
by the Applicant. The grant of authority authorized herein 
will not unreasonably impair the efficient service of 
car riers o�erating under exi s ting certi ficates. 

TT IS ,. THEREFORE ,. ORDERED as follows: 

1. That Commercial courie rs, 
Carolina,. be,. and is h ereby granted 
permit in accordance with Exhibit A 
a part hereof. 

Inc.,. Greensboro, North 
an a dditional contract 
attac hed heret o and made 

2. 
within 
unless 

That the Applicant shall 
a period of 30 days after 

t he time is extended by 

begin authorized operations 
th is order becomes fi nal 
the Commission upon written 

request. 

3. That t he authority to conduct temporary operations 
here tofor e authorized by the commis sion vj.11 terminate upon 
commenceme n t  of operations under this Order. 

ISSUED BY ORDER OF THE COft�ISSION. 

This 18th day of �ay ,. 1978. 

(SEAL) 

DOCKET NO. T-1791 
5013 1 

EXHIBIT A 

NORTH CAROLINA UTILITIES COMMISSION 
Katherine H. Peele,. Chief Clerk 

Commer ci al cour iers ,. Inc. 
cont rac t carrier of Prope rty 
Greensboro,. North Carolina 

Commercial papers ,. cash letters,. 

audit and accounting media ,. and other 
business r ecords, document s and 
supplies used in the processi ng of 
such me dia,. records and documents and 
written instruments (Except currenc y ,. 

coin an d hnllion) within a ra dius of 
150 miles of Winston-Salem,. North 
Ca rolina,. and return of such items 
under bilateral contract s with the 
Northwestern Bank and othe rs. 
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DOCKET NO. T-1791, SOB 1 

BEFORE THE NORTH CAROLINA UTILITIES CO!�ISSIOB 

In the ftatter of 
Commercial Couriers, Inc., Greensboro, North ) 
Carolina - Appli cation for Contract carrier Au thor- ) FINAL 
ity to Tran sport Group·21, commercial Papers, Etc.,) ORDER 
Under Contract vith the Northwestern Bank ) 

HEARD IN: 

BEFORE: 

APPEARANCES: 

The Hearing Room 
Building, Second 
Street, Raleigh, 
September 8, 1978, 

Chairman Robert 
Commi ssioners Ben 
Edvard B. Hipp, 
Winters 

of the Commission, Dobbs 
Floor, 430 Horth Salisbury 

Nor th Carolina, on Friday, 
at 9: 30 a. 11.. 

K. Koger, Presiding: and 
E. Roney, Sarah Linds ay Tate, 
Leigh H. Hammond, and John w.

For the Applicant: 

F. Kent Burns, Boyce, l'litchell, Burns & Smith,
Attorneys at Lav, P.O. Box 1406, Raleigh, North 
carolilla 27602 
For: Commercial couriers, Inc. 

For the Protestant: 

James �- Kimzey, Kimzey, Smith & Hcl'lillan, 
Attorneys at Lav, P.O. BoK 150, Haleigh, North 
Carolina 27602 
For: Financial courier corporation 

BY THE COftKISSION: On Hay 18, 1978, a Recomm ended Order 
vas issued in this docket by Hearing Examiner f!aurice w. 
Horne grant ing commer cial couriers, Inc., Greensboro, North 
Carolina, hereinafter referred to as Applicant, contract 
carr ier opera ting authority beinq as follows: 

"Commercial papers, cas h let ters, audit and accounting 
media and othe r business records, d ocum.ents and supplies 
used in the processin g of such media and records and 
document s and vritteo inst ruments (except cur rency, coin 
and bull.ionl within a radius of 150 miles of Winston
Salem, North Carolina, and return of such items under 
bilat eral contracts vith the Northveste rn Bank and 
others." 

on �ay 31, 1978, Counsel on behalf of Protestant, 
Financial courier corporat ion, filed exceptions to the 
Recommended Order entered on Kay 18, 1978, a n d requested 
oral argument thereon. By Order dated June 12, 1978, the 
exceptions by Prote stant were assigned for oral argument 
before the Commission on September 8, 1978. 
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Upon call of the matter for hearing at the time and place 
noted above, Counsel on behalf of both Applicant and 
Protestant vere present and offered· oral argument. 

The Commission, upon a review of ·the entire r ecord in this 
docket and careful consideration of the able arguments of 
Counsel on behalf of the involved parties and of the 
commission• s official .files, is of the opinion t:ha t the 
findings of fact set forth in subject Recommended Order 
should be adopted and that the conclusions and decretal 
paragraphs of said Recommended Order which a re in conflict 
with this Order should be reversed and to that end makes the 
fol loving 

CONCLUSIONS 

That 1:he Northwestern Bank has a need for the specific 
type of transportation of th e commodities sought herein by 
the Applicant vhich is not otherwise available by existing 
carriers onlv within a radius of 105 miles of Winston-Salem, 
North Carolina "! 

IT IS, THEREFORE, O�DEBED: 

(1) That to the extent the conclusions
paragraphs of the Recommended order in this 
!ay 18, 1978, are in conflict vith those set 
same are hereby reversed and that the Findings 
forth in such Order are hereby adopted. 

and decr etal 
docket dated 
forth herein, 
of Fact set 

(2) That Commercial Couriers, Inc., be, and the same i s
hereby, granted con�ract carri er operating authority as more 
particularly set forth and described in Exhibit A attached 
hereto and made a part hereof. 

(3) That Commercial Couriers, Inc., file vith the 
commission evide·nce of insurance, list of equipment, 
schedule of minimum rat es and charges, individual bilateral 
writ ten contract with· the NorthWestern Bank covering 
operations under the authority acguireil herein, and 
designation of pro cess agent to the exten t it has not 
already done so and otherwise comply with the rules and 
regulations of the commission. 

· (4) That unless commercial couriers, Inc., coapli es vith 
the requirements set forth .in paragraph (3) above and 'begi ns 
operations, as herein authorized, within thirty (30) days 
from the date of this order, unless such time is extended by 
the Com111ission upon written request, the authori ty acquired 
herein shall cease and determine. 

ISSUED BT ORDER OF THE COftftISSION. 

This the 28th day of September, 1978. 

(SEAL) 
KORTH CAROLINA UTILITIES COftftISSION 

Katherine ft. Peele, Chief Clerk 
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EXHIBIT A Group 21, commercial papers, cash 
letters, audit and accounting media, 
and other business records, documents 
and supplies used in the processing 
of such aedia and records and 
docu■ents and vi::i tt.en instruments 
(except currency, coin, and bullion) 
within a radius of 1 OS miles of 
Winston- Salem, ,North Carolina , and 
return of such items under indiYidual 
bilateral written contract vi.th the 
Northwestern Bank. 

DOCKET BO. T-1613, SOB 2 DOCKET NO. T-1901 

DOCKET HO. .T-1895 DOCKET NO. T-1902 

DOCKET BO. T-1896 DOCKET NO. T-1903 
DOCKET BO. T-1897 DOCKET NO. T-190Q 

OOCfCET BO. T-1900 

BEl'OBE THE BORTH CAROLINA UTILITIES COHBISSION 

In the Platter of 
K.L. Hatcher Pick-Up and Delivery Service, Inc., ) 
Greensboro, North.Carolina; Russell Transfer, ) 
Incorporated, Salem, Virgini a; National Refri- ) 
gerated Transport, Inc., Green Bay, ilisconsin; ) 
Blue Ridge Transfer company, Inc., Roanoke , ) ORDER 
Virginia; Crete carrier Corporation, Lincoln, ) GRANTIBG 
Nebraska; B & L rlotor Freight, Inc., Hevark., ) AUTBOBITY 
Nev Jersey; J & K Transportation co., Inc., ) 
l'lilledgeville, Georgia; N.11..B. Trucking Co., ) 
Inc .. , India napolis, Indiana; and Langer Tr ans- ) 
port co rpo ratio n, Jersey city, Bev Jersey - ) 
Petition for Authority to Serve the Facilitie s ) 
of l'liller Brewing company, Eden, Horth Carolin a ·) 

HEARD 'IR: 

BEFOEE: 

APPEARAHCRS: 

Commission Rearing 
Floor , QJO North 
Horth Carolina, on 

Room, Dobb s Building, Second 
Salisbury Street, Raleigh, 
Aarch 30, 1978, at 9:30 a. m. 

commissioner Sarah Lindsay Tate, Presiding; and 
commissioners Robert Fischbach and Ben E. �oney 

For the Applicants: 

Ralph ftcDonald, Bailey, Dixon, 
& Fountain , Attorneys at Lav, 
Raleigh, North Ca rolina 27602 

Wooten, McDonald 
P.O. Box 2246, 
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For: N.L. Hatcher Pick-Up & De1ivery Service, 
Inc.; National Refrigerated Transport, 
Inc.; Russell Transfer, Inc.� Blue Ridge 
Transfer Company, Inc.i and Crete carrier 
corporation 

Thomas w. Steed, Jr., and Noah fl. Huffstetler, 
Allen, Steed and Allen, P .. A., P. o. Box 2 058, 
Raleigh, North Carolina 27602 
For: N.A.B. Trucking company, Inc. 

Francis o. Clarkson, Jr., and William B. Webb, 
Jr., craighill, Rendleman, Clarkson, Ingle & 
Blythe, P.A., Attorneys at Lav, 3250 · NCNB 
Plaza, Charlotte, North Carolina 28280 
Por: B & L rtotor Freight, Inc.; J & ·!! 

Transportation company, Inc.; and Langer 
Transport Corporation 

Paul M. Daniell, Watkins and Daniell, P. o. 
Box 872, Atlanta, Georgia 30301 
For: J & Pl Transporta tion Company, Inc. 

For the Protestants: 

Vaughan s. Winborne, 1108 Capital club 
Building, Raleigh, North Carolina 27601 

For the Using and Consuming Public: 

Dwight W. Allen, Public Staff, Dobbs Building, 
P.O. Box 991, Ra1eigh, North Carolina 27602 

BY THE CO!�ISSION: On or about December 15, 1977, the 
fol16ving parties filed Application with the Commis sion 
seeking irregular route common ca rrier authority to 
transport Group 21, malt beverages and related advertising 
materials, from Eden, Horth Carolina, to all points and 
places in the state of North Carolina ,  and materials, 
supplies, and equipment used in the manufacture, sale, and 
distribution of malt beverages and return empty malt 
beverage con ta ine rs from all points in the State of Rotth 
Carolina to Eden, North .Carolina: 

1. Hational Refrigerated Tr ansport, Inc., P.O. 
Box 51366, Dawson Station, Tulsa, Oklahoma 74151 

2. Crete carrier Corporation, P.O. Box 81228, Lincoln,
Nebraska 68501

3. N.A.B. Trucking co .. , Inc., 164lJ West Bdgevood Avenue,
Indianapolis, Indiana 46217

4. Langer Transport Corporation, P. o. Boz: 305, Jersey
City, Nev Jersey 07303
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5. ft.L. Hatcher Pick-Op and Delivery service, Inc., 3818
Patterson Street, Greensboro, North Carolina 27407

6. Russell Transfer Incorporated, 5259 Aviation Driv�,
Roanok·e, Virginia 24012

7. Blue Ridge· Tmnsfer company. Inc., P.O. Box 13447,
Roanoke, Virginia 24034

B .. J 6 I! Transportation company·, Inc., P. o .. Box 488 •
ftilledgeville, Georgia 31061

9. B & I. ftotor Freight, Inc., 140 Everette A.venue,
Newark, Ohio 43054

In connection with.the above .applications, the commission, 
on February 17, 1978 , received a Pet ition for Emergency and 
Temporary Authority on behalf of all Applicants requesting 
Emergency Authority. under H.C.G.s. 62-265 and Temporary 
Author ity under the proT1.s1.ons of H.C.G.S. 62-116(a). 
Notice of Said Petition vas sent to all certificated 
carriers of general commodities in North Carolina by letter 
dated February 20, 1978. 

on February 23, 1978, the commission received a letter 
frOm J.D. sccotter on behalf of J.D. sccotter, Inc., 
WashingtQn, North Carolina, which letter vas treated as a 
protest to the above Applic_ations. on February 22, 1978, 
the commission received.a Protest to the Petition by counsel 
for and on behalf of Burton Lines, In corporated, Beids•ille, 
North Carolina. A Protest to the Petition was also received 
on February 2q, 1978, from counsel for and on behalf of 
Everette Truck Lines, Inc., Washington, Horth Carolina .. 

By Order issued February 27, 1978, the Commission entered 
an order Acknowledging Protests and Granting Temporary 
'1utbority. 

Notice of the Applications, scope of Authority sought, ilnd 
time and place of Hearing ve re published in the c ommission's 
Calendar of He arings dated February 28, 1978. 

On March 1, 1978, the commission received a Protest and 
r1otion for Intervention from Burto n Lines, Inc ., pro.testing 
all of the Applications. A joint Protest vas filed on 
!!'I.ar ch 7, 1978, by counsel for and on behalf of Everette 
Truck Lines, Washington, Horth Carolina, and J.D. nccotter, 
Inc., Washington, North Carolina. 

On !!arch 
Lines, Inc., 
Mot ion vas 
1978. 

13, 1978, counsel for and on 
filed a fllotion to Withdraw 
granted by Commission order 

behalf of Burton 
Protest, which 

issued !1.arch 21, 

The Public Staff 
Commission filed Notice 
on Plarch 7, 1978. 

of the North Carolina Utilities 
of Intervention in these proceedings 
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The 11.atter came on for Be aring as s cheduled on ttarch 30 • 
1978. All pa rti es vere present and represented by counsel. 
At Hearing, counsel for and on behalf of J.o. Mccotter, 
Ync •• moved to vithdrav the Protest of that company and said 
ftotion vas allowed. 

At the conclusion of the Hearing, parties vere afforded 
the opportunity to file proposed findings of fact and 
,conclusions of lav. Proposed findings of fact and 
conclusions of lav vere filed by the Applicants on ftay 15, 
1978, and on Ray 16, 1978, a 11e morandu11 of law vas filed 
with the Commission on behalf of Everette Truck Lines, rnc. • 
Protestant in these proceedings. A letter vas received from 
the Public Staff on nay 12, 1978, indicating that the Public 
Staff did not wish.to file proposed findings a nd concl usions 
in these dockets. 

Testimony at H earing was presented by the following 
witnesses: Edvard P. Geurts, Assistant Corporate Traffic 
ftanager Operations, for Riller Brewing company (Bil ler}• 
offE!red testimony in support of all Applicants. Witness 
Geurts stated that the l'liller fa cility at Eden, North 
Carolina, represents a $250 million investment and that 
eventual capacity vill be a.a - 10 million barrels per day. 
Acco rding to l'lr •. Geurts, shipping vill be conducted 2Q hours 
per day, 7 days per veek.. He anticipates that more than 
QO, 000 truckloads of inbound 11a teria ls will be s hipped to 
Ede n annually and that some 7,014 truckloads of m alt 
beverages will be shipped annually f'rom the plant in 
intrast ate commerce. 

Witness Geurts further testified that the Eden facility 
can store less than tvo days of production and that shippers 
vill be under severe time 1:estraints. Trailers used to haul 
the products must be 40 feet long, closed _vans suitable for 
handling food products with openings 90 inches by 90 inches. 
Some vendors reg:uire 110-inch door openings and roller be d 
equipment suitable for hauling metal containe rs .. 

On cross-examination, l!r. Ge urts stated that the estimate 
of more than 40,000 inbound shipments v11s based on an 
expected 8.4 million barrel production. Re did not knov hov 
many barrels would be breved by ye ar end 1978. Although his 
expe rience indica tes that most inbound shipments are 
intrast ate in nature, he could not give exact figures. He 
also stated that he had not investigate d  existing 
transportation facili ties in Horth Carolina. 

Wayne Downing, Planager of Commerce for Ra tiona 1 
Refrigerated Transport:, Inc. (Rational) , testified that ·his 
company operates in 48 states and has Interstate Commerce 
Commission authority to haul commodities similar to t hose\ 
involved in the instant appl ication. With the exception of 
four iteas, he sta ted that all of National• s eg:uip■ent could 
be u sed in the Ede n operation. 
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on cross-e:z:amination , l!r. Downin g indicated that his 
company owned only 10 of the 79 tract ors contained in the 
equipment list and that none of the remaining 69 tractors 
are located in Worth Carolina. He 'has aade no investigation 
of existing tranSportation facilities in Horth Carolina. 

Crete carrier corporati�n (Crete) presented testimony from 
Roel R. Parrott, Vice President for Safety and compliance. 
His com�ny presently hauls for Plil·ler from plants in 
Rilvaukee, Wisconsin, and Ft. worth, Texas. He indicated 
that a large nuaber of his c ompany's trailers are equipped 
with temperature control devices snitable for malt beverage 
operations. Although they have a termina 1 in Durha■, North 
Ca rolina, no equipment is assigned specifically to North 
Car olina. 

H. Frederick Heller, Executive Vice Presiden t of N.l.B. 
Trucking Company, Inc. (!f.A •. B.), testified that his co■pany 
operates in 38 states an d is heavily involved in .the 
transporta tion needs of the glass container industry. They 
have authority to haul in terstate gl�ss shipments to Eden 
arid expect to have 12-15 truckloads moving to t he Eden plant 
daily. 

Other witnesses appearing on behalf of Applicants and the 
company represented-, include: Abraham J. Langer, Langer 
Transport Compaily; Austin Batcher, Jr., !!l.L. Batcher Pict-Up 
and DeliYery serYice, Inc.; Liniel G. Greg ory, Russell 
Transfer, Inc.: Villia11 E. Baine, Blue Ridge Transfer Co.• 
Inc.; C."P. Schnee, Jr., B.L •. Rotor Freight, I1ic.; and 
Edvard L. Fox, J & ft Transportation Cot1pany, Inc. Each of 
these vi tnesses offered testimony in support of his 
c ompany's applicat;on •. The testimony vas similar to that of 
the other witn esses fo r Applicants. Gener all y, they 
aescribed the equipment and terminal facilities of their 
respective company and t.he company's financial condition and 
indicated that they vere ready, willing a nd able to provide 
the serYice de scribed in the Appl ications. Hone of the 
witnesses ver e  · familiar vith the exist ing transportati on 
available in North· Carolina. 

Steven E. Everette, Vice President of Protestant Everette 
Truck Lines, Inc. (Everette), testified in opposition t o  the 
proposed authority. Everette has ge neral commodities 
intrastate authority on and east of U.S. Highway No. 1 and 
from Wake county to all poin ts and places in North Carolina. 
Witness Everette stated that his c ompany has 38 enclosed 
trailers a nd is currently engaged in hauling malt beverages. 
His companT vould utilize ftiller traffic from Eden to 
min iai.2e deadheading from veste_rn North Carolina to the 
eastern part of the State.. on cross-examinat i on, witness 
Everette indicated that his company's authority vould permit 
it to transp ort only to those d istribntors on or east of 
u.s. Highwav No •. · 1.

Based on the tes timony at hearin g and the entire rec ord in
this proceeding, the commission makes the following 
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PIRDIUGS OP PACT 

1. The prop!'.)sed operations confora. vith the definition 
of common carrier as outlined in N.c.G.S. 62-3 (7). 

2. The ftiller Brewing Company has constru cted a facility
at Eden, North Carolina, which represents a $250 million 
investment and will employ 1,500 persons in a 24-hour day, 
7-day veek operation.

3. The t!iller Brewing Company .facility at Eden, Rorth 
Carolina, through its production and employment, vill have a 
significant impact on the State of North Carolina and should 
be served with adequate transportation services. 

Q. Transportation companies· serving the Killer Brewing
company plant will be subjec t to strict time regUirements 
since t he plant has the capacity of storing or warehousing 
only tvo days of production. 

5. some of the movement s contemplated by these 
Applications require the utilization of special equipment 
including roller bed equipment and trailers with open ings 
which are larger than normally required. 

6. The po�ential for inbound and outbound shipm:ents at
the Eden plant is significant and vill involve 50,000 
truckloads of intrastate shipment vhen the plant reaches 
full capacity. 

7. The public convenience
proposed service in addition to 
transportation service. 

and neCessitY 
the existing 

reqnire the 
authorized 

a. kpplicants, Blue Ridge Tr ansport -Co.; !!.L. Hatcher 
Pick-Up and Delivery Service, Inc.;, Kational Refrigerated 
Transport, Inc., Russell Tr ansfer, Inc., B & L 8otor 
Freight, Inc.; ere te carrier Corp. ; J & M Transportatio n 
co •• Inc.; I.anger Transport C orp.; and N.A.B. Trucking co., 
Inc., are fit, willing, an d able to perform the pro posed 
service. 

9. The Applicants
financially solvent and 
on a continuing basis. 

lis ted in Finding of Fact No. 8 are
able to pro�ide the proposed service

1 O. Said Appli cants have the ,necessary experience and 
equipment to meet the transportation needs of the ftiller 
Brewing co■pany Plant at Eden, Hort� Carolina. 

Based on the above Findings of Pact, the co■mlssion makes 
the following 

CONCLUSIONS OP LAW 

Both the statutes of this state,and the Roles of this 
Commissi on contemplate that the Applicants will shoulder the 
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burden of proof in proceedings in vhic.h the y seek a 
certificate .of Public con-.enience and Necessity. In fact. 
H.C.G.s. 62-262(e) puts the burden of proof upon• the 
Applicant t o  show: 

"That public convenience and necessity 
proposed service in additio..n !Q. eiisting 
transport:ati.mt- ser1ice ...... � (emphasis added)

require the 
Wb or\ 2ed 

Reither the.Appli�ants nor the supporting shipper in this 
proceeding vas· familiar with the existing authorized 
transportation serYice in Rorth caro1i�a. Although this 
produces an apparent weakness in the case.of the Applicants, 
the Co11alssion belieVlli!S and concludes that a r·eviev, of the 
eutire record supports the approval of the requested 
authority. 

Although there are approxi■ately 120 general commodities 
carriers with statewide authori ty in North Carolina, the 
rec ord discloses that a group of car�iers haYe emerged which 
tend to speciall�e in. trans porting malt be-.erage product.�. 
The transportation of these products is subject to strict 
time requi rements and often requires the utili�ation of 
special equipment· s u_ch as refri gerated trailers, trailers 
with large openif!gs, .and roller bed equipment for the metal 
containe r industry. 

The Commission note� that only one certifi cated carrier in 
North Car olina appe·ared at Hearing to protest the 
Applications., Although BYer ette Truck Li nes a ppeared as a 
Protestant. the commission-notes that Everette's authority 
w ould not per■it ,it. to proTide the statewide transport.a tion 
services required by Siller., Vhile the Commission is 
hopefu l that Everette ■ay participate in s ome of the traffic 
generated by the_.Bden. facility, i t  is apparent that ETerette 
could not proride all" ·of !liller•s transpor tation needs even 
in the areas co·-.ered by Everette's _authority. 

It is thus concluded that the .. public convenience and 
necessi ty require the proposed service in addition to 
existing authorized transportation ser-.ice and that all 

Applicants in this docket are fit., vi·lling, able, and 
financially capable o f  pro-.iding the proposed s�rvice on a 
continuing basis. 

IT IS, TBBRBPORR, ORDERED AS FOLLOWS: 

1. 1 Certificate .. of Publi c Co�venience and Hecessit y for
irregular route. co�11on.· carrier authority be issued to 
Applicants, described _in Exhibit A, in accordance with the 
description of authority contained in _Ex:hi-bit B. 

2. Appl-icants shall 11.aintain their books and records i n
such a manner that .,all the applicable items of information 
reguired in the Applican t's prescribed anhual i;-eport to the 
Commission can be .readily identified from the books and 
records and can be utilized by the Applicant in the 
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p reparation of said an nual report. A cop y of 
report form sh all be f urnished to the. Appl.icant 
to the Accounting Di vi.Sien. 

the annual 
upon request 

3. To the extent they have no t already done so ,. 

App licants shall file with the commission evidence of 
insurance,. list of equipment ,. tarif f of rates and charges ,. 

designation of proces� agent ,. and otherwise comply vith the 
rules and regulat ion s of the commission prior to Commencing 
operat ions under the au thority acquired herein. 

4. That unles s Appli cants comply w ith the reguireaents
set �orth in decretal paragraph 3. above and begin 
operating,. as herein authorized,. within a period of 30 -days 
f rom the date of this Order ,. unless such t ime is extended in 
writing by the Commission upon vritten reguest,. t he 
operating authority acquired herein will cease and 
deter11ine. 

ISSUED BY ORDER 01' THE COBnISSION. 

This the 26t h  day o f  June,. 1978.

(SElt) 

NORTH CAROLINA UTILITIES COBBISSIOB 
Katherine ft. Peele,. Chie£ Clerk 

EXHIBIT A 

1. Rational Refrigerated Transport ,. .Inc.
2. Crete Carrier co rporation
3. R.A.B. Trucking co.,. In c. 
4. Langer Tran sport Corporation
s. ft.L. Hatcher.Pict-Op and Delivery Service,. Inc.
6. Russe ll Transfer Incorpor ated 
7. Blue Ridge Transfer Company ,. Inc.
8. J & I! Tran spor ta.tion Company ,. Inc.
9. B &. L l'lotor Fr eight ,. Inc.

EXHIBIT B 
IRREGULAR ROUTE coaaoR CARRIER AUTHORITY 

Tran sportation of Group 21 ,. commodities as follov:S: 

(1) l!alt bev erages and related advertising materials fro� 
the plantsi te and facilit ies of Riller Brewing 
Company located at or near Eden. North Carolina,. to 
all points and pl aces vithin t he St ate of Horth 
Carolina. 

(2) l!aterials,. supplies ,. and equipment .used in the
manufacture ,. sale ,. and distribution of malt beverages
an d retur ned empty ■alt beverage cont ainers fro11 all 
points and p l aces within the State of Horth Carolina ,. 

to the plantsi te and facilities of Mil1eJ;" Brewing
Company,. located at. or near Eden ,. North Carolina. 
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ADTBOBITY GRANTED 

The authority granted herein 
aga:t.nst: the transportation of 
bu1k, in tank Yehicles. 

is restricted 
coa■oditles in 

DOCKET 110. T-176ij, SOB 2 

BEFORB THE IIORTR CAROLIIIA UTILITIES CORRISSIOH 

In the Ratter of 
ftercer Bros. Trucking co., Wilson, Horth ) PIIAL 
Carolina - Application for Authority to ) OllDBR 
Transport ·Liquid Nitrogen, Liquid P'ert.il_izer, ) 
And Liquid_ Fertilizer ftaterials, Statewide ) 

HEARD Ill: 

APP EARABCBS: 

The Hearing Boo� of the Com■ission, Dobbs 
Bnildihg, Second Floor, 430 north Salisbury' 
Street., Raleigh, North Carolina, on Thursday, 
September 29, 1977, at 10:00 a.•. 

Chairman Robert K. Koger, Presiding, and 
co11missioners Ben B. Roney, Tenney I. Deane, 
Jr., t.eigh R. Hamaond,. Sarah Lindsay Tate, 
Robert Fischbach, and �oho W. Winters 

For the Applicant.: 

Ralph ftcDonald, Bailey, Dixon, 
& Foun tain, Attorneys at Lav, 
Raleigh, Worth Carolina 27602 

Wooten, ftcDonald 
P.O. Box 2246, 

J. Russell �irby, Kirby & ·clarlc, Attorneys at
Law, P.O. Box 249, Wilson, North Carolina
For: ftercer Bros •. Trucking co�

For the Protest.ants: 

Thomas v. Steed, Jr., Allen, Steed & Allen, 
P.A., Attorneys at Lav, P.O. Box 2058, Raleigh,
N orth .. Carolina 27602 
Por: Kenan Transport Company, 

Tank Lines, Inc., and 
Company, Inc. 

Inc., o I Boyle
Fleet Transport 

BY THE COPllUSSION: On July. 5, 1977, a Recommended Order 
was issued in this docket by Hearing Examiner Robert F. Page 
granting ftercer Bros. Trucking co., Wilson, Borth carolina, 
hereinafter · referred · to as Applicant, common carrier 
authority to transport Group 21, liquid nitrogen, liquid 
fertilizers, and liquid fertilizer materials in tank trucks 
oyer irregular routes throughout the state of North Carolina 
and between all points and places where said com■odities are 
transported, statewide. 



446 l'IOTOR TRUCKS 

On July 19 ., 1977., prior to the effective date of the 
sub1ect Recom�enaed ord er, counsel on beh�lf of Protestants 
Kenan Transport company, Inc., and Fleet Transport company, 
Inc., filed exceptions to the Recommend�d order entered on 
July 5, 1977, and requested oral arguDJ,ent thereon. By Order 
dated Ju1y 25, 1977, the Commission assigned the exceptions 
0£ Protestants for oral argument before the commission on 
August 16, 1977., vhich vas subsequently continued until 
September 29, 1977. 

Upon call of the matter for h,earing a·t the time and place 
noted above., counsel on behalf of both Applicant and 
Protestants were present and offered oral argument. 

Upon a review , of the entire record i� this docket, and 
careful consideration of the able arguments of counsel on 
behalf of the involved parties and of the commission's 
official files, the commission makes the following 

FINDINGS OF FACT 

1. That the Applicant, Bercer Bros. Trucking co. seeks
common carrier auth ority from the Commission to engage in· 
the transportation of Group 2.1, liquid nitrogen, liguid 
fertilizers. and liquid fertilizer materials in tank trucks, 
over irregular routes throughout the State of North Carolina 
and betveen all point:s and places vhere said commodities are 
transport:ed, statewide. 

2. That Piercer Bros. Trucking co. is a corporation duly
organized unaer the lavs of this State vith Jerry Dean 
Mercer being President: and bolder of all of the stock 
thereof and his vife. Vaness c. ftercer, being se cr etary and 
treasurer. 

3. That the Applicant currently holds Certificate 
No. C-10S5 authorizing the transp ortation of general 
commodities as vell as certain Specified commodities as an 
irregular roate common carrier between certain points in 
North Carolina. 

Q. That. the Applicant maintains a terminal facil ity in
Wilson, Rorth Carolina, and employs tvo office employees in 
addition to its President and 18 drivers including four 
owner-operators and one full-time mechanic and one part-ti•e 
mechanic. 

5. That the Applicant mai ntains 18 tractors (14 company
ovned), 14 flat-bed trailers. five van type trailers, and is 
in a position'to acquire seven stainless steel tank trailers 
suitable for the transportation of the commodities sought 
h�rein in the event the subject application is granted. 

6. That the Applicant experienced gross opera ting 
revenues in the year 1976 in the amount of $610 ,. 000, vith a 
resulting net profit of $12D ,.OOO. 
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7. That vithin a radius of 25 miles of Wi lson, Hort h
Carolina, are located nuae�ous fertilizer manufacturers, 
dealers and sales out:l.ets

., and far■ers vith their own 
storage tanks. 

B. That the •ajor sources of supply of the comaodities
involved herein are Rilm.ing ton; Beaufort, Tunis, and 
Pay ettev Ille, Horth Carolina. 

9. That Kaiser Agricultural Cheaical s (Kaiser) aarket.s
liquid and dry fertilizer, fertilizer materials, and 
agricultural che ■icals and within the territory encompassed 
between !terr Lake on the northwest to Elizabeth City on the 
northeast to Hev Bern on the southeast to Harnett County on 
the southwest, it maintains tvo plants in Wilson, Borth 
Car olina,- and one plant in Elizabeth City, North Carolina. 

1 O. Tba t the plants of Kaiser located at Wilson and 
Elizabeth city, North Carolina, receive liquid fertilizer 
materials primarily by raili however , the re is often a need 
to obtain supple mental supplies from Tunis, Bea ufort, 
Fayetteville, and Wilmington, Horth ,Caro lina. 

11. That the .Kaiser plant in Elizabet h City, Horth
Carolina, produces approximately 6,000 tons of liquid 
ferti lizer � nnually and its tvo plants in Wilson produce 
ap proximately 10,000-12,000 tons each annually thus 
resulting in the filling of its sto rage facilities in one 
12-hour- working da y •.

12. That the liquid fertilizer and liquid nitroge n 
bus i ness is very seasonal in nature vith t he bull of liquid 
fertilizer moving from ftarch through say and liqu id nitrogen 
·from January through April and that if a company is no t able 
to make deliveries within 2q to 36 hours, its c ustomers will
go elsewher e since th e product is virtually the same and
that delivery ti11e is critical due to the vea ther.

13. That Kaiser uses its own vehicles and those of Eas t
Coast Transport Company for its transportatio n to 
app roxi■ately 120 different pain-ts in Rorth Carolina and 
normally recei yes 25 -to 30 orders per day during the busy 
sea son and has a n eed to transport at least 6 00 truckloads 
of the s ubject commodities on an annual basis between th e 
sales district of witness Smith. 

14. That P.�. Woodard and Company, Wilson, North 
Carolina, is a local distribUtor for farm supplies, 
fer tilizers, and nitrogen solution and is a dealer for 
Kaiser with various size storage tank:s in and around its 
sal!;!s territ ory a nd has approximately LlOO to 500 customers 
located vithin a 25- to 35-mile radius of Wi lson, No rth 
Carolina. 

15. That P.L. Woodard and Company has a need to have the
subject commodities delivei:ed to its facilities in order to 
pi:ovide its cus tomers vith the fertilizer t h ey require for 
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their crops and 
products delivered 
period. 
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has experienced problems having such 
to its storage £acilities during the peak 

16. That Southern of Rocky nount, Inc., Rocky. ftount, 
North Carolina, is in . the business of offering liquid 
nitrogen to its custo■ers and to commissioned agent 
organi-zati ons and maintains storage facilities for l.iguid 
nitrogen in Rocky ftount, Dunn, Spring Hope, Placcles.field, 
Pinetops, and Taylors Gin, North Carolina, and serves 
approximately 1,000 customers primacily vithin a !JO- to so

mile radius of Rocky ftount, North Carolina. 

17. That Southern of Rocky Plount, Inc., purchases its
product: in Georgia but it is shipped from storage points in 
!orehead , Beaufort, Wilmingto n, and Fayetteville by trucks 
and that the sale of its liquid nitrogen is de pendent upon a
good serv ice record and obtaining pro mpt deliveries due to
the competiti•e nature of the business. 

18. That Southern -of Rocky Haunt , Inc., has experienced
delays in ob taining liquid nitrogen due to the lack of 
adequate transportation during the five veeks of the pe at 
sea son. 

19. That Tri-Chemical Comp any deals in far■ chemicals,
fert ilizers and su pplies vith plants located in Rocky ftoun t, 
Plymouth, and Elizabeth City, North Carolina, and receives 
liquid nitrogen fro■ Beaufort ., Tunis., Wilmington, 
Pay ettev ille, a nd Pf orehead, Nor th Carolina, and c onduc ts the 
majority of its busi ness vit hin a 50- to 6 0-aile radius of 
Rocky !aunt serving approxi■ately 800 customers .. 

20. That Tri-Chemical Co■pany requires about 400 to 500
truckloads of inbound shi pments, 650 to 700 truckloads of 
clear liquid fertilizer outbound .and 450 to 500 ·truckloads 
of 301 liquid nitrpgen fertilizer outbound and experiences 
problems of securing aotor car riers to deli ver to farmers 
and customers during the _peak seas�n. 

21. That Borden, Inc., Sm ith-Douglas Division., Wilson, 
North Carolina, has approxi■ately 2,500 customers vi.thin- a 
40- to S0-11ile radius of Wilson., !forth Carolina ., and
maintains s torage facilities in surrounding areas and has
ex_perienced shortages in its storage facilities due to the 
lack of adequate transportation .

22. That Kenan Transport Coapany., Inc., Chapel Hill ., 

Roeth Carol ina; o•Boyle Tank Lines., Inc., Washington., n.c.; 
and Fleet Trans port Coapany, Inc • ., .Nashville ., Tennessee, 
(Protestants) are certified carriers i n  North Carolina 
intrastate commerce and hold authority to tr ansport the 
commodities sought in the appl ication herein. 

23." That 
intrastate 
t railers 

Kenan Transport cocpany, Inc., is engaged in 
commerce and maintains 13 stainless steel 

in North Carolina and aaintains terminals closest 
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to tbe Wilson-Rocky sount area at Wilson and 
Carolina. and vould provide additional ser?ice 
area on a day or so notice by coordinating an 
out bound load thereby using one. trailer 
equipment in £ram .Virginia or South Carolina 
planning. 

Sel■a, Borth 
in the Wilson

inbound and 
or bringing 
vith proper 

24. That o•Boyle Tank Lines, Inc., maintains siz 
stainless steel trailers in North Carolina and maintains 
terminals closest to the Wilson-Rocky !ount area at Apex and 
!tt .. Olive, Rorth Carolina, and could proTi de additional 
service in the involved a rea upon proper notice. , 

25. That Pleet Transport, Inc., ■aintains approximately
five stainless steel trailers in North carolina and has 
t.erminals closest to the Wi lson-Rocky !lount area 3=ocated at 
I.ex ington and Charlotte, Horth Carolina, and c ould proYide
additi onal service in the invol•ed a rea on proper notice.

Based upon the aforesai d Findings of Fact, the co1111is sion 
makes the following 

COIICLUS IONS 

(1) That t he transportation of liquid fertilizer and
liquid fertilizer materials is very seasonal in nature with 
the bulk of such products bei ng 11.ov-ed fro■ January through 
Play and that the use of liqoi d fertilizer and liquid 
fertilizer ma terials is i ncreasing from year to yea r in 
proportion to dry fertilizer . 

(2) That liquid fertilizer and liquid fertilizer 
materi als is virtually indisti nguishable between 
manufacturers and, therefore, the sale of the product to the 
dealers and farmers is contingent upon prompt delivery.� 

(3) That the R.pplicant is fi t, willing, and able to 
properly perform the proposed service sought he rei n. 

(4) That the Applicant is solvent and financially able to 
furni sh adequate serYice on a continuing basis under the 
authority sought herein., 

The Commission further concludes that public convenience 
and necessi ty require the transportation of the com■odities 
s ought herein only between all p oints and places iri. North 
Carolina on and east of U.S •. Highwa y 1 in addition to 
presently eEisting authorized transport ati on service and 
that the Recommended order issued Jul y s. 1977, should be 
ame nded as hereinabove described and set forth. 

IT IS, THEREFORE, ORDERED: 

(1) That t he Recommended 
July 5, 1977, be, and the s ame 
the provi sions hereinafter set 

Or der in 
is hereby, 
forth. 

this• docket dated 
amendea to reflect 
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(2) That ftercer Bros. Trucking Co. be, and the same is
hereby, granted authority to engage in i rregular r oute 
common carrier operations as set forth in .Exhibit B attached 
hereto and made a part hereof. 

(3) That the .Applicant sha11 maintain its books and 
records in such a manner that all the app1icable items of 
information require d in the Applicant's prescribed. annual 
report to the commission can be readily identified from the 
books and records and can be utilized by the Applicant in 
the preparation of said annual report. A copy of the annual 
report form shall be furnished t o  the Applicant upon request 
to the Accounting. Division. 

(41 That 
Commission 
of rates 
the extent 
with the 

commencin g 

Kercer Bros. Trucking co. fi1e with the 
evidence of insurance. list of equipment, ta riff 
and charges, and designa tion of process agent to 
it has not a1ready done so a nd othervise comply 
rules and regulations of t he Commission prior to 
operations under the authority acquired· herein. 

(5) That unless ftercer Bros. Trucking co. complies with
t:hei requirements set: forth in decretal paragraph (4) above 
and begins Operating, as herein authorized, .vi thin a period 
of 30' days from th e date of this order, unless such time is 
extended. in writing by the commission upon written request. 
t he o_perating' authority acqui red herein vill cease and 
determine. 

ISSUED BY ORDER OF THE COHHISSIOR. 

This the 16th day of Ja�uary, 1978. 

(SEAL) 

DOCKET HO. T-176ij, 
SUB 2 

EXHIBIT B 

BORTH CAROLINA UTILITIES COHBISSIOH 
Katherine ft. Peele, Chief Clerk 

BERCER BROS. ,TRUCKING CO. 
Highway 301 South 
Vilson, Horth Carolina 27893 

IRREGULAR ROUTE COBftOR CARRIER 
AUTHORITY 

Transportation of Group 21. liquid 
nitrogen. liguid fertilizers and 
1iguid fertiliz er mater ials in tank 
trucks over irregular routes between 
all points· and places in North 
Carolina on and East of U.S. Righvay 

. Ho. 1. 
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DOCKET ffO. T-1077, SOB 1q 

BEPORB THE HORTH CAROLINA UTILITIES CO�l!ISSIOM 

In the flatter of 
Purolator Courier corporation, 3333) RECO&ftESDED ORDER
Nev ·Hyde Park Road, Rev Hyde Pa rk, ) GRABTIHG COSftON 
New York 110QO - Application for ) CARRIER AUTHORITY 
Authority to Transport Group 21, ) 
Articles, Packages, and Ill Co■■od-) 
ities ftOYing in Courier Service, ) 
vitb Certain Exceptions, Statewide ) 

HEARD IB: 

BEFORE: 

APPURAHCES: 

co11.mission Hearing Room, Dobbs Building, 430 
Horth Salisbury s tceet, Raleigh, North 
Carolina, on Septe■ber 13, 1q, 15, and 16, 1977 

S arah Lindsay Tate, Hearing c011.11.issioner 

Por the Applicant: 

John V., Hunter III, Hunter & Wharton, Attorneys 
at Lav, P. o. Box QQ8, Raleigh, North Ca rolina 
27602 

Peter. A. Greene, caldvell & 
at Lav, 900 17th Street, N. 
D. C. 20006 

Greene, Attorneys 
v., Washingt on, 

Rudy Tessin, P. o •. Box B, Frankfort, Kentucky
qo602 

John PI. Delany, Gener al counsel, 
courier corporation, 3333 Nev Hyde 
Nev Hyde Park, Nev York 110QO

Purolator 
Park Road, 

For the Protestants: 

Ralph McDonald, Bailey, Dixon, Wooten, ffcDonald 
& Fountain, Attorneys at Lav, P. o. Boz: 22LJ6, 
Raleigh, North Carolina 27602 
-Por: Greyhound Lines, Inc., and ObserYer 

Transportation Company 

Henry s. Banning, Jr., and Edvard s. Finley, 
Jr., Joyner & Howison, Attorneys at Lav, P. o. 
Box 109, Raleigh, North Carolina 27609 
For: Continental Southeaster n Lines, Inc., and 

caro1ina coach company 

David L. ward, Jr., Ward & smith,
Attorneys at Lav, 310 Broad street, Nev 
North Carolina 28560 
For: Seashore Transportation Company 

P.A., 
Bern, 
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For the Intervenor: 

Theodore c. Br011n, Jr., Assistant Staff 
Attorney, Public Staff North Carolina 
Utilities commission, Dobbs Building, 430 North 
Salisbury Street ,. Raleigh, North Carolina 
Por: The Dsing and Consuming Public 

TATE, HEil.RI BG COl'!l'IISSIOHEB: By app lication filed vi th the 
Commission on Apr il 29, 1977, Purolator Courier Corporation 
(hereafter referred to as Purolator or th e Applicant), 3333 
Nev Hyde Park Road, Rev Hyde Park, Nev York, seeks irregu lar 
route common carrier au thority as follows: 

"Commodity and Territory Description: 

Articles, packages, and all commodities 
service as hereinafter defined between 
places in North c�rolina, except: 

moving in c�urier 
all points and 

1. Commercial papers, d9cuments, written: instruments,
and interoffice co1111unications ordinarily used b y
banks and banking institutions betveen banks and
banking institutions and branches t hereof;

2. Checks, business papers, records and audit and 
accounting media of all kinds, b ank checks, 
checkbooks, drafts, and other bank stationery; 

3. Whole human bloo d and blood derivatiTes;

'El'.posed and 
r eplac ea.ent 
sup plies, 
therewith. 

processed film and prints, complimentary 
film, incidental dealer handling 

and advertising litera ture moving 

Definition: 

courier. service is.defined as the el'.pedited door-to-door 
transportation of articles, packaqes and commodities. 

Re strictions: 

(1) Ho service will be rendered in the transportation of
any package or article weighing more than fifty (50)
pounds.

( 2) Ro serTice s_hall b e  provided in the transportation of 
packages or ar ticles weighing in the a ggregate 111.ore
than one hundred (100) pounds fro■ one consignor at
one location to one consignee at one location �n any
one day. n 

Notice of the application• vas published in the 
commission's calendar of Hearings issued Ray 18, 1977, and a 
public hearing thereon vas scheduled to begin on June 28, 
1977. By ftotion file d June 10, 1977, Purolator requ ested a 
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postpone■ent and continuance. By Order of June 15, 1977, 
the Co■■ission continued the bearing ·to Septe■ber 13, 1977. 

Protests and ftotions for Intervention in this proceeding 
were filed bf Observer Transportation Co■pany, Greyhound 
Lines, Inc., Continental Southeastern Lines, Inc., Carolina 
Coach Co■pany, Seashore Transportation Co■pany, and the 
Public Staff forth Carolina Utilities Co■■ission, each 
being allowed by subsequent Order. 

The ■atter ca■e on for bearing as scheduled, and all 
parties were present and represented by counsel. 

The following is a su■■arr of the relevant testi■ony of 
the Applicant's witnesses and of supporting shippers: 

Joel P. llbite, senior District llanager for worth Carolina 
operations and sales of Purolator Courier Corporation, 
testified that Purolator presently transports audit and 
accounting ■edia, business records, fil■s, and radioactive 
isotopes, a■ong other ite■s, pursuant to contract carrier 
authority granted bf this Co■■ission and to co■■on carrier 
authority granted by the Intersb te co■■erce co■■ission; 
that its ter■inal f acilities are located in Charlotte, Cary, 
and Wilson; that Purolator operates so■e 44 vehicles and 
e■ploys so■e 85 persons in worth Carolina; that under 
Purolator•s current operations, service. is provided by ■eans 
of a basic route structure which is adjusted fro■ ti■e to 
ti■e to ■eet custo■er needs; that, generally, packages are 
picked up at the close of the shippers• business daf and 
delivered to the consignee early the next ■orning; that 
Purolator does not op erate any ■obile lifts, tour■otors, or 
other such freight-handling equip■ent, nor does it warehouse 
any freight; that all ship■ents are transferred by hand fro■ 
one vehicle to another; that Purolator plans to integrate 
its proposed operations with the service it is currently 
providing in forth Carolina; that its v ehicles here are now 
operating at between 101 and 751 of capacity in transporting 
co■■odities for which it holds authority as a con tract 
carrier; that over the past 15 ■onths it had had no■erous 
contacts with people needing expedited service of the kind 
pronosed bf Purolator, which is not otherwise available; 
that, in his opinion, bus co■pauies and UPS are not in 
competition with Purolator; that he believes that, if the 
application is granted, the new business will co■e fro■ 
deterioration of the postal service and econo■ic growth in 
the areas served and any diversion of revenues fro■ existing 
carriers would be insignificant; that the rate structure has 
not been finally determined; and that Purolator differs fro■ 
OPS in that Purolator has scheduled deliveries and its 
traffic is ti■e critical. 

Edvard F. Tasker, Vice President of Finance, Purolator 
Cou rier Corporation, testified that he is responsible for 
all general accounting and preparation of financial 
state■ents for the Co■pany; that he was not aware of an y 
changes in Purolator•s lortb Carolina operations that would 
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result in a difference in financial condit.ioris of the 
Company related to intrastate revenues, vhich the annual 
report shovs vere $761,929 for North Carolina intrastate: 
that he vas unable to state the Co11pany•s North Carolina
intrastate expenses for 1976 or its revenues and expenses 
for the first six months of 1977;, and that the North 
Carolina gross operating revenues for Purolator for 1974 
were !990,Q51; for 1975, were $1,111,150; and for 1976, vere 
$1,543,lf02. 

J. B. Huff, E. I. Dupont company, Wilmington, North 
Carolina, testified that he_desired the transportation of 
textile fiber samples, fabric samples, and raw yarn three 
times a veelt between the Wilmington (Cape Fear) 
manufacturing facility and the sales office in Charlotte; 
that these commodities are s hipped in packages usually 
weighing approximately 10 pounds; that ., due to location of 
the Cape Fear plant [15 mile s from t.he nearest bus stat ion], 
tra nsportation is presently provided by private vehicle and 
Commercial and Package Delivery Service; that neither type 
of ser•ice is satisfacto ry, since the f ormer diverts 
t=ersonnel from the tasks they have otherwise been hired to 
perform, vhile the latter cha rges for its ser•ice on a per 
mile basis, thereby imposing rates which are excessive from 
the shipper• s perspective; that shipper would use 
Purolator•s service for emergency or expeditious shipments ., 

three to five per veek, which vonld be diverted from 
Commercial and Package Delivery Service. 

James Norfleet Nutt, Heavy Equipment Division of Gregory 
Poole Equipment Company, Raleigh, North Carolina, testified 
that his company needs to send repair and replacement parts 
for heavy in:lustrial and road construction equipment to 
branch offices and customers located at temporary 
construction sites or other not easily accessible locations 
in the sq eastern counties of North Carolina; that shipper 
presently uses the service provided by parcel post, United 
Parcel Service (UPS), Co1111erci al ana · Package Delivery 
Service., motor freight., bus, company trucks, and a company 
airplane; that shipper occasionally receives orders after 
the last bus has left to Edenton; that bus cost is 
reasonable but rates of other carriers are high; that, if 
t he application is granted, shipper will tender to Purolator 
all of its emergency traffic to job sites which are 
temporary or not easily  accessible; that such emergency 
.traffic amounts to five to 10 bns shipments per week out of 
an average of 30 bus shipments per day. 

Walton Aldred, The Terr ell Plachine Company,. Charlotte, 
North caroiina, testifi ed that_ his company requires the 
transportation of. repair and mplacement parts for textile 
man ufacturing machi nery to approximat ely 80 textile mills 
located throughout the Sta te, primarily along and vest of 
Interstate BS; t hat ., if Purola tor•s service vas available, 
shipper would tender it approximately tvo to six shipments 
per week to complement existing service; that OPS is 
providing reliable 2-day, door-to-door service; that bus 
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service is inconvenient, soae customers ar e not served by 
bus routes. and packages �ay be mis routed: that ship per 
pr.esently uses the service provided by UPS (about 95% of all 
shipments), bus, and mot.or freight;. that shipper plans to 
continue using these services where appropriate: and that 
about half of the ship■ents tendered to Purolator would be 
diverted from bus eipress. 

David n. Pfaff, Pfaff's Auto Gl ass, In c., Wins ton-Salem, 
North Carolina, testified that his company is engaged in the 
sale an d installation of automobile glass; th at s ales are 
made primarily to body shops, car dealers, trucking 
companies, and school bus garages loca ted in approximately 
40 North Carolina cou nties; that, because of the nature of 
the shipper's product, many of its shipments must be ha ndled 
expeditiously to insure quick repair of the damaged vehicles 
fo r vhich the glass is intended: that shi pper presently uses 
"idstate Delivery service, UPS, bus, and private vehicle to 
transport these shipments; that such services have not 
proven fully adequate to meet the shipper• s transport.a tion 
neecls; that c o11plai nts inc lude delays a nd breakage; that UPS 
and bus carriers do not transport lfindshields ; that Pfaff 
presently ships between 50 and 100 vindshi elds a veek; that, 
in additio n, five to 10 shipae_nts of telilpered glass are made 
each day by bus from Pfaff•s supp liers in Charlotte; that 
each of these shipments weighs no more than !JO pounds; that, 
if the application is gran ted, shipper vould use Purolator 
to transport most of these shipments; and that cost is a
factor in determining the choice of service. 

Jimmy Baker, American Zin�er corpor at ion, Charlotte, North 
Ca-rolina, testified t.hat his co mpany is e ngaged in .the sale 
and service of German textile manufacturi ng machinery; that 
shipper presently serves custo11ers at Eden, Greensboro, 
Henderson, Ervin, Burlington, Creedmoor, Salisbury , 
Was hington, Enka, Saint Pauls, Kebane, Research Triangle. 
Shelby, Kings "ountain, Gastonia, Cherryville, Yancey ville, 
Sta·tesville, Newton , Maiden, Saxapa hav, Hope l'!ills, and 
Gibsonvi lle and tenders approximately 40 parts shipments a 
week, most of them to UPS; that shipper pr esent ly uses bus 
and private vehicle for critica l  shipments , about four or 
five a veek: that , vhile erlsting serv,ice has been generally 
satisfactory, complai nts include delay and misdelivery of 
shi pment.s and cost and inconvenience of trips to bus 
stations; and that, if this application is granted, shipper 
would like to use Purolator for all shipments nov made by 
bus. 

Herbert Haslam, comp-Air and Equipme nt. Company, Inc:,
Charlotte, North Carolina, testifi ed that be is e ngaged in 
the distribution and service of Wor.thington Air Compressors, 
which are used principally in manufacturing plants to 
operate machinery; that be presen�ly serves customers 
located in and around Ashevi lle, Vinston,Sal em, Greensboro, 
Fay etteville, and Goldsboro; that he norma lly uses th e 
services provided �y OPS and, occa sionally , bu s and private 
vehicle to transport replacement parts; that he has used bus 
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ser vice only about si% times in the ·past tvo· years; that hi� 
di s satisfaction with existing service includes inconvenience 
of going to the bus station and inability to inform 
cus touers when-package will arrive; that he usually ten ders 
three or four critic;al shipments a veek, veighing usoally 10 
to 35 poonds each; and that,. if the .application is granted, 
he vould use Purolator for all critical ship■ents unless 
customer instructed him to u se b us service. 

William F. Steele, �in g Photo supply, Raleigh,,Worth 
Carolina, testified that his Company is engaged in the sale 
and distribution , of professional photographic am1 graphic 
arts supplies, .including cameras,. solvents, inks, papers, 
an d films; that bi s customers (who represent 175 to 200 
active accounts and include photographers. newspapers. and 
pririterS) ·are located generally in eastern North Carolina in 
such cities as Elizabeth. City, Wilson, Rocky Rount, 
Goldsboro, Vi�mi�gto�, and Nashville; that shipper uses UPS 
primarily but uses bus for emergencies (normally same-day, 
ser.vice) .. and various trucking companies for bulk items; .th at 
shipper also has a contract ·carrier arrangement vith Raleigh. 
Delivery Service; that UPS is generally satisfactory except 
for next-morning 01; vee�end delivery of perishable ite■s; 

that bus service .. is satisfactory for expedited sh ipments b ut 
is inconyenient; t hat cost is a factor although. the custo■er 
generally pays for .th is time of transportation; and ,:.hat, if 
the application is granted, shipper will ten der Purolator 
approz:imatelr fiTe or ·six shipments a week, ea�h weighing 
between 10-and 40 pounds, vliich would be diverted from UPS, 
and vould c ontinue to use bus service. 

Gayle· 6eredith, Piedmont Engraving Company, •Winston-Salem, 
North Carolina, testified that her company is engaged in the 
business of color separat.ion and fi],ra vork on behalf of 
printing companies and advertising agencies;_, that its 
customers . are located throughout North Carolina, including 
Raleigh, Charlotte, Asheville, Asheboro, Zebulon, and B9rtb 
Wil kesboro; that approxi■ately .£ive shipments, each veighing 
between one and 10 pounds, would be tendered to Purolator 
each week· if the application is granted; t hat the company 
presently uses bus and UPS to t ransport the commodities. it 
tenders for shipment; that the company would like·to ha•e 
late-a fternoon pi_ckup, overnight transportati on and nez:t
mor ning delivery service so that it vould ha Te .most of the 
day to. complete vork for its customers and rE!turn the 
finished product·quickly; tha t it has experienced delay and 
damage with .b oth:bus and UPS; and that cost is not a factor 
in choice of servic�.since the c ustomer pays it and decides 
wha t  transpo1:7tation means vill be used. 

3a•es B. Couch, !cKesson, & Robbi ns Drug Company, 
Charlotte, Rort4.cerolina, t�stified his company is engaged 
in the sale an d distribution of h ealth and ••prescription 
needs and contrOlled substances; that its custo■ers include 
hospital pharmacies and retail.drug s tores located primarily 
in the eastern part of Borth Carolina; that these customers 
are regularl_y seryed on a scheduled basis, five day s a week, 
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by shipper•.s pri vat·e fleet ·of eight trucks; _ that shipper 
vould use the pr.oposed serYic8 on �eek�n�s, as vel_l as 
during the ·veet, fo_r shipments. vhich regui.re iamediate 
transport:ation an.;1 which_ would otherwise have to wait for 
shipper's scheduled ·rUDi that approzi■ately 18 ship■ents, 
each weighing less than, 50 pounds, are inyo1ved in such 
t�ansportation ,each week .and 10 to ·12 would be d_iverted to 
Purolator; that shipper presently uses the ser.vices of 
observer Transport. and Harper Trucking Coapany and u�s bus 
serv ice about six times a Jear vhen a customer reguests it; 
that shipper rarely uses OPS; that cost is not a factor in 
choice of service; that Observer Transport and Harper 
Trucking Co�pany. normally handle shipper•s larger packages 
during the veet. and have generally proven adeguate in the 
renaition of this service, but n�ither carrier offers 
weekend service to the points served by shipper; and that 
use of Purolator would have a minimal effect on shipments bJ 
Observer and Harper. 

!Uchael D., Galliger, Aerotron, Raleigh,. •North Caroli��•
testified thll t his coapany is engaged in the .aanufacture qf 
2-vay radioS and fuel-control eguipment·used in gasoline
fuel, pumps; that its customers include . dealers vho suppl y.
eguipment t:o gas station-operators and various governmental
organizations and ·private businesses · using 2-vay radios,
including the Borth Carolin a State B.ureau of In.,-estiglltion,
taxis, and trucking companies; that shipper's support of _the
pr esent application is based upo� its need for the
tra nsportation of emergency repair parts· as vell. as
.shipments which must be moved on Saturday; that shipper.
presently utilizes UPS, bus, ana conventi�nal trucking
companies; tha� current service is generally good; that UPS
is unable to provide consistently,ezpedi�ious service•·vhile
bus bas the added inconvenience of no door-to-door 1pickup
and delivery; ·that conventional tru cking companies, because
of the na tore" of their operations, have been found
convenient and adequate only in the transportation of
packages weighing more than 100 pounds; that none of these
carriers provides door-to-door service on Saturday; that, if
the application . is granted, shipper.would tender PUrolator
approximately five shipments a veek, each ·shipment weighing
from 10 to 37 pounds; ,and that Aerotron follovs·custo�ers'
instructions as to emergency shipment� since the customer
pays the cost.

Alvin Rall, Raleigb/�rhac Aviation, Ral eigh, North. 
catolina, testified that his coapany is engaged i� the 
business of servicing aircraft and transports aircraft 
parts, such as spark plugs, turbochargers,. and e_xhaust 
stocks, between .its. facilities at Haleigh/Durham Airport and 
various otber airports throu ghout the. State of North 
Carolina; that during _July and August shipper tendered for 
transportation approximately 100 ship"llents weighing 1ess 
than 50 pounds;- .. that 15,C, of these shipments vere moved by 
bus and the recain�ng ssi by UPS; .that UPS is satisfactory; 
that bus service is inconvenient with the closest bus 
terminal being. lOcated 1� miles from Raleigh/Durham Airport; 



that shipper also 
that shipper would 
fastest delivery to 

SOTOR TRUCKS 

uses motor freight atid 
use whatever carrier 
meet customer demands. 

air freight; and 
vou ld make the 

B. 8. Fishel, Carswell Distributing company, Winston
Sal.em., North _Carolina, testified that his company is engaged 
in the wholesale distribution of lawn and gardening 
equipment ., selling parts to approxi■ately 800 dealer 
customers thr oughout the State; that 75i of shipper's 
business occurs between February and June; that, at the 
present time, shipper uses UPS almost exclusively to handle 
these shipments because of door-to-door service; that UPS 
'gives good service but is limited to 2ti- to 48:-hour delivery 
service ; that bus service is used infrequently because of 
inconvenience; that, if the application is granted, shipper 
would tender to Pµrolator approximately three shipments a 
week, each shipment weighing less than 50 pounds ; that 
during the busy season (February-June) there would be 
shipments every day; .and that the customer pays the co st and 
makes the choice of transportation., 

Charles Barnes, Barnes Gar age, Rock Ridge, }forth Carolina, 
testified t!Jat he is a farm equipme nt dealer; that he 
requires transportation of .e11.ergency parts shipments wit hin 
a 25-mile. radius of Rock Ridge, as vell as the 
transportation of inventory pa_rts to points l ocated between 
Greensboro and Elizabeth City; that the emergency shipments 
av erage one. a day; that, in addition, he requires 
expeditiou s inbound service on parts he has ordered. from his 
suppliers located at such points as Charlotte, Greensboro, 
and Leviston. .. Shipper presently uses bus, UPS, and parcel 
posti that attempts to. use bus service.have been frustrating 
because of distance from the stations inTolved; that his 
company is l ocated 10 miles from a bus terminal; that UP.5 
has proven incapable of prov iding overnight transportation 
in those areas where the shipper is mos t in need of such 
service; that, if the application is granted, he intends to 
tender to Purolator approximately one inbound and one 
outbound shipment a day, six da-ys a week

., each weighing less
than 50 pounds; .and that, while cost is a factor, he often
has the customer pay the freight.

William H. oven, Jack Eckerd Drug Company, Clearwater, 
Florida, testified that his company is engaged in the sale 
of merchandise vhich is distributed by retail drug stores 
and presen tly operates 102 drug stores within North 
Carolina, each served from a distribution center and 
warehouse l ocated in Charlotte; that his company 
specifically requires the expeditious late afternoon pickup 
and early morning delivery of emergency replacement drugs 
which are necessary to restock 10 stores located at Rotth 
Wilkesboro, ftount Airy, Reidsville, Henderson, Roanoke 
Rapids, Nev: B�rn, �orehead City, �acksonTille, and 
Wilmington; that it also .requires the transportation of 
eyeglass prescriptions and optical goods between its 
·Cha r1otte facility and its completed or soon-to-be cO■pleted
optical centers located at Gastonia, Salisbury, Concord,
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Charlotte, Rev Bern, Asheville, Wil!Ji.ngt?n, Raleigh, Durham, 
Chapel Hill, and Winston-Salem; that it presently uses 
private vehicles and ■ail service to effect transportation 
of the involved commodities; that private ·vehicles are .used· 
oniy for routine shipments transported according to· a 
pred.eter11inea. schedule; and Ua:t, if the application is 
granted, shipper will tender Purolato� appro�imately 20 
shipments a veek., each shipment weighing J.ess than 50 
pounds. 

Robert· Vj,ckvire, General Scientific ,. Charlotte, Horth 
Carolina, testifi�d that his company is engaged .in 
distributing laboratory supplies, including specimen 
an aly sis material, to pathology laboratories _throughout the 
State of lfort.b · Carolina; th·at it r equires overnight 
t.r ansport.ation of emergency items with door-to-door deliYery
and prefers a minimum of handling on such items; that it
presently uses Ul?

°

S .for about eo,: of its shipments and also
private vehicles •. bus, and convent:ional .trucking companies,
including standard Trucking; and th at·if the application is
granted, shipper vill tender to  Purolator app roximately tvo
shipments a veek vhi�b vould be diverted from bus.,

Ray Ladd, Hillsborough Teitile company, Hillsborough, 
North Carolina, testified that his company is e ngaged in the 
business of knit;ting, dyeing, and finishing fabricis vhich 
are made from sy.nt:hetic and nat;ural fibers for use by 
garment manufacturers; that it requires the transportation 
of samples of material to be used in children's sleepwear 
vhich must be tested for its fire-retardant gualities in 
accordance vith federal lav; that these tests are perfor■ed 
by an independent laboratory in. Raleigh; that shipper 
reg.uires expeditious transportation of such sa.mples so that 
test results can,be obtained as quickly. as possible, thereby 
permitting distribution of the material or its reprocessing; 
that it is shippe r's intention to use Purola tor's services 
five days a veek, transporting fabric test samples fro• 
Hillsborough to  Raleigh; that shipments Veig�ing 
a pproximately tvo or three pounds vill be ten dered in the 
lat e afternoon and d elivered early the following morningi 
that shtpper present:ly uses mail service to transport these 
goods; and that .the absence of  pickup and delivery service 
is an incOnvenienc� ,and a delay. 

Wade Allen, .c. _c. ,Dixon Company, Raleigh, North Carolina, 
testified tlat his company . is engaged in the wholesale 
distribution of heating, refrigerating, and air conditioning 
'()arts and supplies; that it requires transportation of 
emergency shipments of parts vhich are needed to make 
necessary repairs on cast.ot11ers • equipment; that so.ch 
shipments originate at any of shipper's bran ch facilities 
(Raleigh, Lamberton, Rocky Haunt, Greenville, Goldsboro, 
Motehead, Durha m. Gi:eensboro, Rinston-Salem, High Poin"t, 
NOrth Wilkesboro; Gastonia, �onroe, Asheville, and 
Charlo"tt.e) and are sent either to another branch or directly 
to shipper's customers vho include institutional ma�ntenance 
departments and. heating �nd air conditioning contractors 
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located throughout North Carolina; that it presently uses 
OPS, bus, and motor freight to transport these goods; that 
because OPS picks up only in midafternoon, it is unable to 
provide expeditious service for goods tendered later in the 
day and, in addition, has not provided next-morning delivery 
for the goqds it does pick up; that bus is inconvenient 
because of the absence of pick.up and delivery service and 
does not ship to'many locations; that motor freight is used 
only for larger shipments: and that if the application is 
granted, shipper would tender appro1:imately six to 10 
shipments a veek to Purolator, each shipment weighing 
bet.ween 25 and 30 pounds, or about 901 of the shipments it 
currently tenders to bus carriers. 

Joe Bowling, 'ffo oc1.son Teri ant Laboratories, Goldston, North 
Carolina, testified that his company is engaged in quality 
control analysis for feed manufacturers throughout North 
Carolina; that product samples (300 to 400 a veek) a re sent 
by its customers throughout the State to its laboratory in 
Goldston for tests to substantiate the nutrient con tent; 
that each sample shipment veighs four or fiTe ounces; that 
since the company begins the analysis of feed samples ea rly 
in the morning and the samples are not available from th e 
manufacturers until late in the day, its customers require 
the use of a carrier capable of providing overnight service: 
tlt.at they currently use the mail and tJPS for those samples 
not delivered by local manufacturers; that the nearest bus 
depot is 12 miles from Goldston: and that if the application 
is granted , 251 to 301 of the samples nov received would be 
tendered to Purolator. 

Jack L. �arshbu rn, City Optical Companyr Wilmington, North 
Carolina, testified that his company is enga ged in the 
vhOlesale optical prescription business ■anufacturing 
eyeglasses and fabricating and grinding lenses for 
ophthalmologists, optici ans,  and optometrists; that its 
customers are located in that part of North Carolina east of 
Greensboro: t hat it probably vould te nder to Purolator about 
one shipment a day, ve_ighing eight to 20 pounds, between its 
branch offices in Wilmington and Raleigh and W ilmington and 
Fayetteville; that shipper presently uses the tra nsportation 
provided bJ bus between Wilmington and Fayetteville, UPS 
between lifilmington and Raleigh, and parcel post: that 
alt bough UPS provides generally satisfactory serTice, it has 
not been able to provide delivery of some shipmen�s as  early 
as needed; and that shippet: uses bus between Wil■i!lgton and 
PayetteTille and this service has proven satisfactory except 
for absence of door-to-door pickup and delivery. 

Paul Sparks, Granite Diagnostics, Burlington, Horth 
Carolinar testified that his company manufactures prepared 
microbiological media a n d  processes animal bloods for use in 
the clinical diagnosis of infection, serving the medical 
profession throughout the State of Horth Carolina On a daily 
basis: that its products are perishable outside a controlled 
environment and ti■e in transit is critical; that it uses 
UPS primarily and ■ail. occasionally: that shipper presently 
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t enders a pproxi■ately 60 to 80 shipaents a day for 
transportation to points in Korth Carolina, each shipment 
we ighing between 20 and 21l pounds; that OPS generally 
d elive rs vithin 48 hours to the far w este rn porttons of the 
st ate and on many occasions is not satisfactory: that bus 
service is expeditious, but inconTenient; that cost is a 
factor in choice of service; and that if the application is 
granted, shipper will tender 251 to 1001 of its traffic 
vithin North Carolina to Purolator in order to obtain 
overnight transportation and next-morning delivery •. 

Joan Holland, Carolina oil Equipment company, Garner, 
North Carolin a, testified that her company -is a wholesaler 
of petroleum eq uipment including storage tanks, ser vice 
stat ion pum p s, and vending equipment for self-service 
gasoline and requires the overnight transportation of 
emergency repair and replacement parts for this equipment to 
customers in central and easter n North Carolina; that it 
presently uses UPS primarily, b.us tr ansportation (f our or 
five shipments a veek), and, very rarely, parcel post: that 
because its scpeduled pickup is in midafternoon each day, 
UPS is u nable to meet the later demands frequently imposed 
upo n the shinper; tha t bus service is inconveni ent: and that 
if the ap plication is granted, shipper vill tender 
approximately 10 to 15 shipments (including all present bus 
shipments) a veek to Purolator, each ship11ent weighing no 
more than 40 pounds. 

Randell L. Rudd, Caroli na Repro-Graphic, Inc., High Point, 
North Carol ina, test ified that his c ompany designs and 
manufactures rubber printing dies fo r use on corrugated 
boxes: that these dies, contained in packages m easuring from 
60 to 120 inches in len gth and weighing ap proximately 30 
pounds, are s hipped to custo111.ers located in cities 
t hroughout the state, i ncluding Raleigh, Durham, Winston
Sa lem, Greensboro, High Point, Lexington, Salisbury, 
Statesville, Hickory, Charlotte, Gastonia, and Shelby; that 
because o f  t he oversized na ture of the shipments vhich 
sbi pper tenders for transpor tat ion, it has found that bus 
service is rarely p r actical ana the only adequate way it can 
presently ship those ite ms is by pri vate vehicle, vhich is 
efficient but costly; that shipper requires expeditious 
service to meet cus tomers• manufac turi ng schedules; that 
shipper now uses conventional trncking companies, like 
overnite, for its larger shipments but they have not offered 
expeditious overnight service; that shipper selects the 
means of transportation and p ays the bill: and that if the 
application is granted, shipp�r will tender to Purolator 10 
to 30 shipments a veek. 

Fulton R. Parker, Cumberland Tractor company, 
Fayetteville, _North Carol ina , test ified that his co■pany 
sells and distri�utes tractor s  and tracto r equipment and 
parts to dealer s a·nd to the State Highway Department.; that 
its customer s are located in Greenville, Wilmington, 
llaleigh, Wilson, Winston-Salem, Asheboro, Clinton, Shelby, 
nurha·11, and Charlotte: that it presently tender s 
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approximately five or six shipments a week for 
transportation, each such shipment veighing less than 50 
pounds, mostly for transportation by UPS or by bus: that 
shipper requires expeditious transportation in order to 
insure that its customers• equipment can be put back in 
operation vith a minimum of delay; that UPS generally takes 
two to four days to  complete delivery; that bus service 
involves additional time and expense; and that if the 
application is granted, shipper will tender to Purolator 
most of its rush orders, approximately one-half of its 
present bus shipments. 

Sam H. Thomas, Barber Veterinarian supply Company, 
Fayetteville, North Carolina, testified that his company is 
a wholesale distributo r  of vete rinarian supplies and 
equipment. �rving veterinarians throughout the State of 
North Carolina; that it is in need of late-afternoon pickup 
and early-morning delivery of the items which its customers 
require by a specific ti■e; that it presentl_y uses UPS. bus. 
and motor fraight but none of these carriers offers the type 
of service proposed in the application; that UPS is unable 
to assure a definite arrival time; that bus service is 
inadequate because the absence of door-to-door 
transportation is inconvenient for its customers; that cost 
is a factor in choice of service although cost is passed on 
to the customer vho makes the decision as to means of 
transportation; and that if the application is granted, 
shipper will tender to Purolator three to fiTe emergency 
shipments a day, each weighing aronna 20 pounds, of the 
total of 10 to 15 shipped daily by bus and UPS and the 75 to 
100 total daily shipments. 

ftichael Levis Dixon, Joung-Phillips Sales Companr, 
Winston-Salem, North Carolina, testified that his company is 
engaged in the sale and distribution of graphic arts 
supplies. including presses. plates. and film; that its 
customers. located throughout the State. consist of 
commercial printers and photography studios; that it 
requires overnight t ransportation and early-Morning delivery 
of items such as film for a photograpbec•s vork the next 
day, parts to repair presses, phototypesetting paper for 
newspapers. an d printing plates; that it presently uses the 
service provided by OPS ,. bus. and motor freight; that he had 
tvo specific complaints about a package that did not get on 
a bus in time and occasionally a customer would indicate 
that he had not been called vhen a package arrived; that bus 
service lacks pickup and delivery and OPS does not provide 
late-afternoon pickup and early-morning deliTery; and that 
if the application is granted. shipper vill tender to 
Purolator approximately seven shipments per day, each 
weighing 20 to 25 pounds. of the 25 packages a day vhich it 
presently ships by bus. 

The following is a summary of the testi■ony of the 
witnesses of _the four protestants to the a pplication: 
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Fred H. Rock, District Ranager of Greyhound Lines, Inc. 
(Gr eyhouna.), in .Raleigh. North Carolina. testified that his 
coinpany is engaged in the transportation of passengers. 
baggage. and package ezpress ■oving in the sa■e Yehicle vith 
passengers over regular routes within the state of Borth 
Car olina; that Greyhound operates or pa.rticipates in 
terminals at Raleigh. Payetterille. Charlotte. Winston
Salem. Greensboro. and Goldsboro and in other areas of the 
state uses commission agents to sell tickets and arrange 
package trans porta tion: that package ship■ents destined to 
points not served by Greyhound are interchanged vith other 
carriers; that Greyhound vill not transport. packages 
measuring more than 60 inches in length or total gir th 
gre ater than 141 inches. nor will it handle a single 
shipment consisting of more than fiTe pieces; that Greyhound 
does not provide pickup and deli Yery ser•ice; that the 
service that Greyhound does provide is undertaken in 
conformance vith an established time· schedule vith local 
service to every point on a ·designated route; that passenger 
baggage is given priority over package express and that 
express could be delayed if a bus vere filled with 
passengers and baggage; that Greyhound needs all the package 
express it can . get to su pplement its passenger revenues; 
tbat it is correct .that a shipper using Greyhound's package 
express service is forced to pay a portion of the cost of 
passenger service: and that Purolator•s serrlce vould have ,a 
detrimental effect on Greyhoun d's package express business. 

G. v. ftcQuinn. Assistant Controller. Greyhound Lines. Inc.
(Greyhound) ,. i? Cleveland., Ohio,. testified that he had 
participated 1.n rate cases in North Carolina as vell as in 
26 other states and the District of Columbia for Gteyhound 
and vas familiar vith the·re venue a nd ezpense situation of 
Gre yhound Lines East. vbich basically represented 
everything east of the ftississippi Ri ver; that Greyhound had 
an operati ng ratio of 96.5% for the 12 mon ths ended July 31. 
19·7 7; that he had caused an express survey to be done of the 
four major terminals in North Carolina for a one-veek 
period, August 1-7. 1977; that based on shipments. 
intrastate shipments of 50 pounds or less amounted to 89.43,r; 
of total intrastate shipments and based on revenue. the 
percentage of 50 pounds or less intrastate express revenue 
of total in trastate express reven11e vas 82.071; that on a 
projected basis. if Greyhound lost all of its 50-pound-and
under projected intrastate express revenue. it would have a 
loss of revenue in the projected period July 1, 1977. to 
June 30• 1978. of !298.561.88 and if it lost only 50% of 
that revenue. a loss of $149.280.94; tha t  the resulting 
operating ratios for North Carolina intrastate in the 
pcojected July 1. 1977 - June 30• 1978. period vonld be 
100.97% and 99.4�1. respectively; that some of the revenu e 
figures in his study represented service provided on an 
interline basis; and that some of the items in the study 
represented interstate traffic and some represented 
shipments weighing more than 50 pounds. 
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�aron cruise, Traffic eanager of Continental southeastern 
Lines, Inc. (Continental), testified that paclcage express is 
an important part of his company's operations; that 
continental transports passengers, t heir baggage, mail, and 
light express over regular routes in North Carolina, South 
Carolina, Tennessee, and Georgia and operates terminals at 
Charlotte, Fayetteville, Asheville, and Gastonia; that 
interchanges between buses and between carriers are often 
necessary because of the nature of Continental's route 
system; that the company does not pro?ide pickup and 
delivery service; that passenger revenues have declined, and 
express revenue has increased, due principally to rate 
increases, and remained about the same percentage level to 
total revenue in th e period 1972 through 1976; and that 
basea on a study concerni ng t he period August 22-24, 1977, 
.the granting of Pu.rolator•s application would result in a 
diversio n  of traffic, the express of vbich amounted to 986 
shipments and the revenue from which equal ed $2,646.90, 
assuming that packages weighing 50 pounds and under ac count 
for 78.9i of Continental's package erpress revenue and all 
such packages would be diverted. 

F. c. O'Bryan, General ftanager and Vice President of 
Seashore Transportation company (Seashore) in Nev Bern, 
North Carolina, testified t hat his company's opposition to 
the application was based on the importance of 50-pound-and
under package express to its continued operations; that 
seashore's basic operation is in central eastern North 
Carolina with most of its operations within 75 miles of Nev 
Bern and it interchan ges vith the other major carriers in 
North carolinat that its buses have unused and available 
between SOI and 601 of the baggage and express area; that 
seashore does not offer door-to-door erpress service except 
by contract in certain c ities; that er:press revenue h as 
increased every year from 1967 to 1976 except 1969 and 191q; 
tha t i n  1966 Seashore had an operating ratio of 76% and in 
1976 the operating ratio vas 991; that his exhibits tend to 
show that, if all of Seashore's intrastate 50-pound-and
unde r er:press revenue were diverted, the company would lose 
$191,744 based on projected express revenue for 1977 and, if 
only 501 of such revenue were diverted, the loss wonld be 
$95,872; t hat Seashore• s resulting intrastate operclting 
ratios vou1d be 1091 and 103%, respectively; that 501 
div ersion was a good estimate in his opinion; that these 
exhibits contained no adjustments to expenses·; that he 
agreed that there is a distinction between courier service 
and bus service and conceded that a number of p oints 
Purolator proposes to serve are not within Seashore's 
territory; a nd that the Company's passenger operations are 
not self-sustaining. 

John Elliott, Traffic Administrator for Carolina Coach 
Company (Carolina Coach), Raleigh, North Caroli�a, testified 
that his company offers numerous sch edules on its regular 
route service in North Carolina and has available 194 buses 
for use in North Carolina; that the major terminals into 
which Carolina coach operates are open 24 hours a day, seven 
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days a week, and packages can be picked up at any time; that 
these terminals include Raleigh, Fayetteville, Greensboro, 
Durham, Charlotte, and Jacksonvill e; and that two totally 
intrastate major passenger runs of the company (Raleigh 
Charlotte arid Raleigh East Carolina) had an operating 
ratio fro11 passenger revenue alone· of 1s1,:; that a survey 
conducted during June 1977 of 1/10 of the st ation s operated 
by Carol ina Coach shoved that 93.031 of intrast ate shipments 
were 50 pounds or less and that SO-pounds-or-less shipments 
accounted for 90.501 of intrastate revenue, all of vhich the 
witness stated vould be subject to diversion; that these 
figures include items for vhich Purolator already has 
authority; that in 1976 Carolina coach's intrastate revenue 
per passenger mile vas $1.06 and its expenses vere $1.07 and 
express r evenue incre ased the revenue $1 .26; that, for the 
first seven months of 1977, expenses per mile and regular 
route passenger revenue per mile vere identical at $1.11 and 
express revenue increased the regular route passenger and 
express revenue per passeng�r mile to $1.29; that as much as 
25% to 301 of C:1.rolina Coacb.·•s package express traffic is 
transferred from one bus to another before reaching its 
destination; and that, if a shipper  requests service to a 
point vhere Carolina Coach does not have a bus station or 
commissioned aqent, the shipment is destined to the next 
closest station •. 

Ira H. Nelson, State operations �anager of observer 
Transportation Company, Char lot te, North Carolina, testified 
that his company operates under Certific ate c-289 and is a 
motor carrier of freight. exclusively; that Observer carries 
motion pi ct ure films, theater commodities, advertising 
supplies, newspapers. magazines, dated publications, and 
other parcels in the general freight line, has its main 
terminal in Charlotte, maintains a terminal in Raleigh, and 
operates out of trucks in various other locations throughout 
its, authorized area in roughly the middle third of North 
Carolina; that Observer's primary busin ess is the 
transportation of newspapers for The Charlot.!£. Ob§�; 
that all routes pass through Charlotte; t hat Observer 
operates 18 tractors, 37 tventy-foot insulated vans, seven 
step vans. and 32 trailers and is open in Charlotte for 
pickups Plon day through Friaay and on Saturday until noo n; 
that delivery starts s unday night and ru ns through Thursday 
nigbt for the night deliveries which are generally made when 
businesses are closed; that the night deliveries run 18 
routes out of Charlotte each night and the day deliveries 
run from 12 to 16 routes per day depending upon the season 
and the traffic volume; t hat v'j!ekend service is limited to 
morning operations on Saturday vith no pickup provided and 
wit h delivery available only on Observer's newspaper runs; 
th at automotive parts are handled for early morning delivery 
as the bulk: of the freight on the night runs; that Observer 
tries to get 85% to 901 of its shipments delivered the next 
day; that observer's trucks are not operating at 1001 of 
capacity and Observer desires additional business; that 
Observer•s operating ratio for the six months ending 
June 30, 1977, was 97.71; and Obser ver's freight is 
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interlined to someone else to deliver from Marion west in 
North Carolina. 

Based upon the verifie"d application, the evidence 
at the hearing, and the entire record herein, the 
commissioner makes the following 

adduced 
Rearing 

FINDINGS OF F�CT 

1. That Purolator courier Corporation is a corporation
organized under the laws of the State of Nev York and doing 
business in the State of North Carolina under contract 
carrier authority granted by this Commission as follows: 

The transportation of: 

(1) Commercial papers, documents, written instruments,
and interoffice communications, except coin,
currency, and negotiable securities, ordinarily used
by banks and hanking institutions, between banks and
banking institutions, and branches thereof, between 
all points and places _ within the stitte of North 
Carolina, pursuant to bilateral contracts with banks
and banking institution�.

(2) Checks, business papers, records and audit and

( 3) 

accounting media of all kinds (ez:cept plant
removals), bank checks, checkbooks, drafts, and other
bank stationery, pursuant to individual bilateral
contracts or agreements, between all points and 
places within the State of North Carolina. 

Whole human blood and 
irregular routes between 
Carolina. 

blood 
all 

derivatives, 
points in 

over 
Horth 

(4) Exposed and processed film and prints, complimentary
replacement film, incidental dealer handling 
supplies, and advertising literature 11.oving 
therewith, over irregular rontes between all points 
in North Carolina. 

NOTE: The authori-z:ed transportation of exposed and 
processed film and prints does not include the 
transportation of motion picture film used primarily 
for commercial theaters and television exhibition. 

(5) Group 21, critical replacement parts (ez:cluding
automobile parts) under bilatera 1 contracts vith 
Xerox Corporation and Te rminal Communications, Inc.,
between all points and places within the state of
North Carolina.

RESTRICTIOR'S: No one shipment to exceed 50 pounds,
nor more than 100 pounds in the aggregate from any 
one consignor to any one consignee in any one day. 
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2. That by t he �nstant application Purolator seeks
irregular route co■11on carrier authority to tran·sport 
Group 21, Commodities as follows: 

commodity and Territory DescriptiQ!!.: 

Articles, packages, and all com�odities mov ing in courier 
service as hereinafter defined between all points and 
places in Korth Carolina, eicept: 

1. Commercial papers, documents, vritte n instruments,
a nd interoffice communications ordinarily used by
banks and banking institutions between banks and
banking institutions and branches thereof;

2. Checks, business papers, records and audit and 
accounting media of all kinds, bank checks, 
checkbooks. drafts. and other bank stationery; 

3. lfbole human blood and blood derivatives;

4. Erposed and
replacement
supplies,
therewith.

!!efini!ioj!: 

processed film and prints, complimentary 
film, incidental dealer handling 

and advertising literature moving 

Courier service is defined as the expedited door-to-door 
transportation of articles, packages, and commodities. 

3. That type of service to be tendered if the authority
requested is granted is direct door-to-door transportation. 
vi:thout intermediate warehousing or storage, vith delivery 
being accomplished within 24 hours of pickup; a large 
percentage of the freight vould be picked up after business 
hours and d_elivered the next morning. 

4. That Purolator proposes to integrate common carrier
operations vith the contract carrier service it i s  curren�ly 
providing in North caro1ina and to utilize in its common 
carrier operations the same equipment vhich it utilizes in  
the contract carrier operations for vhich it has authority. 

S. That UPS provides door-to-door pickup and delivery
service thr oughout the State of North Carolina and Observer 
Transportation Company in con1unction with other carrier 
services likewise provides pickup and delivery service 
st.a tevide. (Observer is ovned by Knight Publishing Company; 
it transports newspapers for the Charlotte Observer.) While 
delivery times vary, generally UPS provides next-day 
service, and Observer and its interchanging companies 
provide same-day service in many instances within their ovn 
territory; in, any event, Observer attempts to provide 
24-hour service within its territory on 851 to 951 ,of its
shipments. Obse rver•s authority is conditioned upon that
vhich vill not impair or delay its service in t:he
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distribution of motion picture film and other dated 
commodities. Twenty-one of the 25 shipper witnesses 
testified th3. t they sometimes use UPS and seven said they 
also used other courier services, primarily to meet their 
routine transportation needs. 

6. That bus express is being offered throughout Horth
carolina by ·the various authorb:ed mot.or bus carriers 
including the intervenors Carolina coach, continental 
Southeastern, Grevhound, and seashore through 
interexchange and through service. Twenty-one of the 25 
shipper vitnesses vho testified said that they use bus 
express service, if available, primarily when time is an 
important factor in the shipment. 

7. That other transportation s ervices currently in use
by the shippers vho testified are United States Rail r motor 
freight carriersr and private vehicles. 

8. That comments and objections c oncerning currently
available serYice included the cost and inconvenienc e of 
delivery to and pickup fro■ the bus stationr abse nce of bus 
stations or express agents in some areas and limited 
nightti ■e station or agent hours in others r incomplete 
coverage of bus rontesr lack of weekend service by OPS r lack 
of exact delivery time with UPSr cost of using private 
vehicler and breakage and mishandling of shipments. 

9. That none of the protesting bus carriers provides
door-to-door service and the protestant freigh t carrier is 
not able to proYide consistent overnight transportation and 
early-morning delivery of the commodities tendered to it. 
The only existing service reall y comparable to that proposed 
by Purolator is perfor■ed by UPS r which has not intervened 
in this proceeding. 

10. Thatr according to their testimonyr 16 of the shipper
witnesses would use Purolator•s services on an optional 
basis and five on a primary basis; tvo shippers indicated 
that their usage w ould be both optional and primaryr vhile 
the remaining tvo had no comment. 

11. That about half of the shipper witnesses testified
that cost vas a factor in the choice of transportation 
service, a nd about 2/3 of these testified that the-customer 
pays all or a portio n of the cost., over half of the shippe� 
witnesses stated that the customer makes the ultimate 
decision con�erning mode of transportation. 

12. That most of the shipper witnesses indicated thatr
vhile the larges t part of their ordinary transportation 
needs are being adequately and satisfactorily metr there is 
a substantial need for expeditedr door-to-door 
transportation by a single carrier of articleSr packages r 

and commodities vhich is not being 111et by existing 
authorized servicer including the contract carrier authority 
currently held by Purolator. 
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the shipper witnesses stated that they 
use the serYices provi ded by the 

13 said they would divert sope bus and 
Purolator. 

13. That all of 
would continue to 
protestants. but 
other ship■en ts to 

14. That each of the protestants presented testi■ ony, 
financial exhibits and traffic and express studies which 
purported to shov the potential impact of di'•ersion of its 
SO-pound-and-under express revenues. For the three. ■otor 
bus carrier protestan ts, this e•idence tended to show that 
expres s revenues are subsidi2ing passenger operations. 

15. ' That G. s •. 6 2-262 (e) reads as follows: 

" (e) rf the application is for a certificate, the burden 
of proof sha 11 be upon the applicapt to shov to the 
satisfaction of the co1111ission: 

( 1) That public conveni0nce ana
proposed service in addition to
transportation service, and

necessity require the 
exi sting authorized 

(2) Th at the appli cant is .fit, willing, and able to 
properly perform the proposed service, and 

(3) That the applicant is solvent and financially able to
fu�nish adequate service on a Continuing basis.�

16. That the
connec tion with 
fol.lows: 

commis sion 
the above 

has implei!!.ented Rule R2-15 in 
statute, said Rule being as 

"(a) If the application is for a certificate to operate as 
a co■mon carrier, the applicant shall establish by proof 
(i) that a public demand and need exists for the proposed

service in addition to existing authorized service, 
(ii) that the applicant is fit, willing and able to
properly perform the proposed serYice, and (iii) that the
applicant is sol vent and financially able to furnish 
adequate service on a continuing basis. Uncorroborated 
testimony of the applicant i s  gener alI:y insufficient to 
establish public demand and need." 

Whereupon, the Hearing commis sioner reaches the folloving 

CONCLUSIONS 

1. G.S. 62-262(e) and Commission Rule R2-15 are 
applicable to this proceeding. 

2. Applicant is a corporat ion that is fit, willing, and
able to perform the proposed service a nd is solvent and 
financially able to furnish this service on a continui ng 
basis. 

3. The evidence in this proceeding clearly shovs that
ezisting authorized motor carriers are not able to provide 
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the kind of expedited, small-package service which the 
supporting shippers n�d- Both the bus carriers and the 
single freight carrier which oppose the application are 
en gaged in the provision of motor transportation of a kind 
distinct from that offered by Applicant. Each of the 
protestants admitted that such a distinction exists and the 
record clearly re�eals that in both meth ods of operation and 
types of v ehicles used none of the protestants offers 
service which is comparable to that proposed by Purolator. 
This conclusion is further corroborated by the instances of 
service failures and t ransportation delays encountered by 
the supporting shippers vhen utili..zing existing carriers in 
the transportation of time-critical commodities. .Applicant 
has clearly shown that existing motor carrier service is not 
adequate to meet the particular transportation needs 
describe'd by the supporting shippers. 

4. The evidence of recotd also reveals that the 
transportation nee d described by the supporting shippers 
extends throughout the State. In addition to naming 
representative points throughout the state, the shippers 
revealed that the very nature of their businesses require 
the availability of Purolator•s service to vir tually any 
point in the state at vhich there is located a farmer, 
doctor, veterinarian, mechanic, hospital, textile plant, or 
manufacturin3' company. This statewide need for service vas 
fut:ther highlighted by the difficulties presently 
encountered by the shippers in using ezisting carriers on an 
interline or inter change arrangement. It is clear that 
direct door-to-door s ervice, statewide,. is a necessary 
element in the proposal presented by Purolator. 

5. In aaai tion to the evidence offered by Applicant ,. the
commission takes note that protestants raise serious 
questions about the continued viability of their operations 
should Puro·lator com.11ence service. However, the evidence of 
traffic di version does not support protestants• 
apprehensions. The calculations do not distinguish between 
existing services and those proposed by Purolator. They 
fail to take into account traffic which is pre sently being 
handled b y  common carriers but vh ich in fact is subject  to 
diversion by Purolator' s con tract carrier operations. 
!'foreover ,. t!J.ey fail to note the testimony of most of the 
supporting shippers in vhicb they stat ed that existi ng 
carriers would continue to be used in the transportation of 
routine shipme nts. It follows that protestants• use of a 
broad category of traffic weighing 50 pounds or less as the 
basis of their calculated conclusions does not in itself 
support the claim of traffic diversion. The fact that 
existing carriers are nov transporting commodities vhich the 
supporting shippers would tender to Purolator does not call 
for the conclusion that the real neeas of these shippers are 
being adequately met. The statutory criteria for a 
certificate do not constitute an absolute prohibition 
against competition between public carriers vhere a public 
need exists. The Hearing Co1111issioner finds, therefore ,. 

that any competition in the transportation of packages vhich 
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may pro-ride vill n ot be unfair or de structive, nor 
existing operation s to the_detri■ent of the p ublic 

6. The Hearing com■issioner further finds that Applicant
is sol•ent and fina ncially able to furnish adegua te se rvice 
on a continuing basis and that it is fit, villing, and able 
properly to perform the proposed ser•ice. 

7. That Applicant has ·11et the burden of proof prescribed
by lav and, therefore, that the authority sought shoul d be 
granted to become effective upon t he filing of a schedule of 
rates and char ges which are just, reasonable, and fully 
compensatory. 

IT IS, THEREFORE, ORDERED as follows: 

1. That the application of Purolator Courier Corpo ration 
for common carrier authority, as more fully described 
herein, be, and t he sane is hereby, granted in a ccordance 
with Exhibit B at tached hereto and ma de a part hereof. 

2. Tha t the authority grant ed herein shall become 
effecti•e upon Porolator's filing vith the Com■ission and 
the Commission's appro•ing by fu rt her order a schedule of 
rat es and charges which a re determined to be just. 
reasonable, and compensatory. 

3. That Purolator shall file vith the Commis sion 
evidence of the required insurance and list of equipme nt, 
shall otherwise comply vith the rules and regulations of the 
Commission. and shall i nstitute operations under the 
autbority granted herein vithin 30 days froa the date upon 
which such authority becoaes effecti•e pursuan t to 
Paragraph 2 above. 

ISSUED BY ORDER OF THE C088ISSIOB. 

This the 3rd day of February. 1978. 

BORTH CAROLI!A UTILITIES CO!!ISSIOB 
Katherine �- Peele, Chief clerk 

{SEU) 

Docket Ho. T-1077. 
Sub 1fl 

EXHIBIT B 

Puro1ator courier corporat ion 
3333 Hev Hyde Park Road 
Nev Hyde Park. Nev York 110QO 

Irregular Route Common carrier 
Authorit.I 

commodity and Te£�!!9�I Description: 

Ar ticles, packa ges. and all 
commodities mo•ing in courier service 
as hereinafter defined between all 
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points and places iu Horth Carolina, 
except: 

1. commercia.l papers, documents, 
written instruments, and 
interoffice co■munications 
ordinarily used by banks and 
banking institutions between 
banks and banking institutions 
and branches thereof; 

2. Checlcs, business papers, records
and audit and accounting ■edia
of a.11 kinds, bank checks, 
checkbooks, drafts, and other 
banl:: stationery; 

3. Whole human blood and blood 

deriTatiYes; 

4. Exposed and processed fil11 ,an_d 
prints, co■pli11entary 
replace■ent fil■, incidental 
dealer handl�-ug supplies, and 
ad'l'ertising literature ■oYing 
therewith. 

Definition: 

Courier service is defined as the 
expedited door-to-door transportation 
of articles, packages, and 
co�modlties. 

Restrictions: 

I 1) 

12) 

Ro service will be rendered �n 
the tnnsportation of any 
package or article weighing ■ore 
than fifty [50) pounds_ •. 

Ho service shall be provid'ed in 
the transportation of · packages 
or arUc;:les weighing in

1 
the 

aggregate ■ore than one hundred 
(1 O 0) pounds from one consignor 

.at one .location to one c onsignee 
at one location in a ny one day •. 
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DOCKET RO •. T-1077, SUB 14 

BEFOBB.TBE BORTH CAROLIIA UTILITIES COR!ISSIOB 

In,the Batter of 
Purolator Courier .. Corporation, 3333 ll'ev :Hyde .Part J 
!toad, lev ·By�e Part, Kev Tork 11040 � •Ap pl_icat.io� ) PIJIAL 
£or Aut.boritr ·to Transp��t Group 21,: Articles, -Pact-.) 08D.!B 
ages, and All c_o■■od_ities !IO'l'ing in cc:,u_rier .serYice, ) 
vi:tli certain Bzceptiqlls·, Statev.ide. ) 

.RB&RD"rll: 

BEPOBI!: 

APPBARANCl!S: 

coa■ission. Bearing Rao■., 

430, Bo�h Salisbury Street, 
caroli�a, on Bay 9,. 19•78 

Dobbs Buiding, 
Ral.eigh, Horth. 

Chair.•an Robert K •. , Koger, Presiding; and 
Co■■issioriers Ben .& Roney., -Leigh. e •. ea■mond. 
Bober.t. Pischbach, John, 11.; ll'int.ers, and Edvard 
B •. Hipp 

For. the ipplicant: 

Job.n ,v. ,,Bunter :IIY., BU.nter & Vharton, 
at La1f; P.c:,. -�z 4qe; Raleigh, Horth 
27602 
For: .Purolator ·courier corporation 

Attor1H;tJS 
r;arolina 

Peter A •. - Gr eene, caidvell & Greene, Atta1;neys 
at Lav, 900 17th-street••••• Washington·. D.C. 
20006 
Por: . ,Purolator Courier Corporation 

Rudy 'Tes5:in. Attorney at 1.�v. P.O,. Bos B. 
Frankfort, Kentucky 40602 
Por: Purolator co__urier corporation 

John. fl,, Delany, Gener al Couns el, 
courier Corporation, 3333 Nev Hyde 
Nev Hyde Part, Rev York 11040 

?or the Pro�estants: 

Purolator 
Park R0aa, 

Ra1ph flcDonald, Bailey, Diron, Wooten, !cDonald 
&,Ponntain, Attorneys .at Lav, P.9. Bos. 22Q6, 
Ba-leigh, Worth Carolin a 27602 
Por:. Greyhound Lines, Inc., and ObserYer 

Transp9rtati9n co■pa ny 

Henry, s., llanning, Jr,.,· Joyner & Howison, 
Attorneys at Lav, P.9· •. Bor 109, Haleigh,. Rorth 
Carolina 27602 
For: <;ontin�lital southeastern Lines, Inc., and 

Carolina Coach r;o■pany 
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Edvard s. Finley. Jr., Joyner & Howison, 
Attorneys at Lav, P.o.,Box 109, Raleigh, North 
Carol ina 27602 
For: Continental Southeastern Lines, Inc., and 

Carolina Coach Company 

·oavid L. Ward, Jr., Ward & Smith,
Attorneys at Lav, 310 Broad Street, Nev.
Horth . Carolina 28560
For: se8shore Transportation company

For the Public Staff: 

P.A • ., 
Bern, 

Theodore c. Brown, Jr., 
Utili�ies co■mission, P.O. Box 

Borth 
991, 

Carolina 
Raleigh, 

Horth .Carolina 27602 
For: The Using a nd Co nsuming Public 

BY THE COSMISSIOH: On lpril 29, 1977, Purolator Courier 
Corporation (hereinafter referred to as Purolator or the 
Applicant) filed an application seeking i rregular 1101:or 
common carrier authority as follows: 

".£..Qru!!!Sity AM Territory �ription: 

Arti?les, packages, and all commoditie s 
serY1ce as hereinafter defined betveen 
places in Rorth Carolina, except: 

moving in courier 
all points and 

,. 

2. 

3. 

Comme rcial. papers, documents, written instrumen ts, 
and interoffice communications ordinarily used iiy-
banks and banking institutions betveen banks and 
banking institutions and bra ni;:hes thereof; 

Checks, business p apers, records an d audit a nd 
accounting. media of all kinds, bank checks, 
checkbooks, drafts, and other bank st�tionerr; 

Whole huma n.blood and blood derivativesi 

EXposed and 
replacement 
supplies, 
therewith. 

processed f il11. and prints, co mplime ntar:y 
film, incidental deale r handling 

and advertising literature moving 

Definition: 

Courie r serYice is defin ed as the expedited do or-to-door 
transportation of articles, packages and commodities., 

Restrictions: 

(1) Bo service will be rendered. in the transportation of 
any package or artiCle weighing. sore than fifty (50)
pounds.
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(2) Ho service shall be provided in the transportation of 
packages or.articles weighing in the aggregate aore
than one hundred (100) pounds fro■ one consignor at
one location to one consignee at one location in any
one day. n 

Notice of the e.pplicatiqn vas published in the 
Com■ission•s Calendar of Hearings issued Ray 18, 1977, and a 
public bearing 'thereon, vas scheduled to begin on June 28, 
1977. By Rotion f��ed June 10. 1977, Purolator requested a 
postponement and continuance. By Order of .June 15 ., 1977, 
the co■11ission con_tinued the hearing to September 13, 1977. 

Protests and !otions for Intervention in this proceeding 
vere filed by Observer Transportation company, Greyhound 
Lines, Inc., continent al Southeastern Lines, Inc., Carolina 
coach Co■pa.ny, seashore Transportation company• and the 
Public Sta ff - North Carolina Utilities co11■ission, each 
being allovea bJ subsequent Order. 

The ■atter ca■e on for hearing 
Commissioner Sarah Lindsay T ate. 111 
ana represented by counsel. 

as scheduled 
parties vere 

before 
present 

on RoTe■ber 28, 1977, the parties filed proposed orders 
and briefs in the ■atter, and on February 3, 1978, a 
Recommended Order vas issued granting the authority sought. 

Exceptions to the. Reco■mended Order and requests for oral 
argument were filed by the Protesta nts and the Public Staff 
on February 20. and Barch 10, 1978, respectively. 

On April 25, 1978, 
the exceptions to the 
�• y 9, 1918. All 
namea aboye. 

the Co■aission issued an Order setting 
Beco■■ended order for oral argu11ent on 
parties vere  represented bJ counsel as 

Upon re'fiev of the entice record in this docket, the 
transcript of the hearings, the Reco■11ended Order of 
February 3, 1978. the exceptions thereto and the arguments 
of counsel at the further hearing thereon, the com.mission 
adopts t be Findings of ?ac t and conclusions set forth in the 
Becommended Order and makes the following additional 
'Findings and Conclusions: 

1 .. That the witnesses vho testified in support of the 
instant application are representative of a significant 
segment of the shipping public whose convenience and 
necessity require expedited door-to-door transportation of 
articles. packages. a nd co■modities vith no one shipsent 
exceeding 50 pounds nor more than 100 pounds in the 
aggregate from any one consign or to any one consignee in any 
one day. 

2. That the. consuming public in general vill benefit
from the availability of such aclditional transportation 
service to commercial shippers vithin the State. 
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3. That the entry of Purolator and its proposed se:r;vice
into the transportation field in Horth Carolina does not 
constitute a threat of destructive competition to existing 
carriers by Yirtue of diYersion of certain express traffic. 

4. That potential losses of bus express revenues and the
effect of such losses on passenger revenues and fares are 
too speculatiYe to oyerride the public convenience and 
necessity vhich require the proposed service in addition to 
existing authorized transport ation service including the 
contract carrier authority currently held by the Applicant. 

5. That the Protestants• Exceptions sos. 1 - 33 should
be overruled. 

6. That the Public staff•s Exceptions Hos.
be overrn led. 

- 15 should

7. That the Recommended Order Granting co■mon carrier
Authority in this docket should be affirmed in its entirety •. 

IT IS r THEREPOBBr ORDERED as follows: 

1. That Exceptions Hos. 1 - 33 file d Februar y 20, 1978•
by counsel for and on behalf of Protestants Carolina Coach 
Companyr Continental southeastern Lines r Inc., Greyhound 
Linesr Inc.r seashore Transportation companrr and Observer 
Tr ansportation company are hereby oTerruled. 

2. That

counsel for 
overruled. 

Exceptions Nos. 1 - 15 filed 8arch 10. 1978, by 
and on behalf of the Public Staff are hereby 

3. Th�t the Recom■ended order Granting common carrier
Authority dated February 3, 1978, is hereby affirmed in its 
entirety. 

ISSUBD BY ORDER -DP THE COftftISSIOB. 

This the 7th day of Septe■ber, 1978. 

BORTH CAROLINA UTILITIES COftftISSIOft 
l(atherine ft. Peele'r chief Clerk 

(SEAl) 

DOCKET RD.,T-1893 

BEFORE THE HORTH CAROLiffA UTILITIES CDftftISSIOB 

In the ftatter of 
Nelson Edvard Spurlin, Route 1, Groverr 

North Carolina 28073 - ·1pplication for 
Authority to Transport Group 21 r ftohile 
Homes 

BECO!ftE!IDED 
ORDER GBANTIHG 
APPLICATION 
IR PART 
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BEFORE: 

APPEARANCES: 
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Cour troom, !Jo. 3,, Cleveland co unty Lav 
Enforceaent center, Shelby, North Carolina on 
ftarch,2Q ,, 1979 ,, at 9:�0 a.11. 

Bearing BEaainer Saarice w. Horne 

Por the Applicant: 

Nelson Bdvard Spurlin, Route 1, Gro•er, Horth 
caro1ina 
For: Himself 

Por the Prot�stants: 

Thomas s •. Bar�ington, 
naddrey,, P. o. ,Boz 535, 
27288 

Harrington, Stolt� and 
Eden ,, North Carolina 

For: !lorgan DriYe Away, Inc. 

Dan •Lynn, 5 Carolina Bank Building, P. o. 
Box 333, Cary,, Horth Carolina 27511 
For: Cooper• s !obilehoaes lloving Se r-.ice, :roe. 

HO'B.RE, BEARING EXAPIIBER: on· December 5, 1977., an 
application vas filed with the Comolssion by Nelson Edvard 
Spurlin, Route 1, Gro•er, Horth Carolina 28073 ,, requesting 
authority to operate in Horth Carolin a in trastate com•erce 
as a motor comno� carrier transporting the folloving: 

".!1I9.!ll!. 21, jig_!!ile �: (1) Be tween points in the 
counties of Rutherford, CleTeland, Lincoln, Gaston, 
9ecklenburg; (2) Pro11. points in cou nties of Rutherford, 
Cleveland, Lincoln, Gaston, ftecklenburg, to all points in 
North Carolina; (3) Pr o■ all poin ts in Rorth carolina to 
coanties of Rutherford, Cleveland, Lincoln, Gaston, 
I'tecklenbui:g. '! 

Notice of the application reflecting a description of the 
authority sought vas published in the commission• s Calendar 
of Heari ngs issued Jan uary 5, 1978 and the mat ter vas se t 
for hearing !larch 10, 1978 at 9:30 a. 11. in the Co1111issi on• s 
Hear ing Room, Dobbs Bailding, Raleigh, North Carolina .. 

Pursuant to a letter request filed by the Applicant, 
treated as a .!lotion, the Commission on January 20, 1978 
continued the hea ring and changed the location at the 
Applicant's request to begin at 9:30 a.m., !arch 10, 1978, 
in Shelby, Nor th Carolina for the conv enience of his 
vitnesses. 

on Pebruary 22, -1978, protest and aotion for intervention 
were filed by �organ •Drive lvay, Inc., through counsel, and 
inten-ention vas alloved by Commission Orde r of Fe bruary 23, 
1978. 
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on February 2Q, 1978, protest and motion 
vere filed by Cooper's ftobilehomes Moving 
through counsel, and intervention was 
Commission• s order of March 1,. 1978 ... 

for intervention 
service, Inc., 

alloved by the

Upon t.he call of the matter for hearing in Shelby, North 
Carolina, in courtroom No. 3, Cleveland county Lav 
Enforcement center, t he Examiner inquired whether or not the 
Applicant was represented by counsel. The Examine r 
explained that it was unnecessary for the Applicant to have 
counsel since he was applying as an individual for authority 
and thereupon explained the procedure for issuan ce of 
recommended orders and for the conduct of the hearing., 

The Applicant offered testimony in addition to his 
verified application regarding his qualifications, business 
exp erience, and fin ancial ability to p e rform the 
transportation service proposed by the authority requested 
in the a pplication. nr. Spur1in indicated that he is 
interested in making "local" moves of mobi le homes in the 
area; that be has had a number of persons request that be 
make suc h moves nmost of them ••• in Cleveland" County. He 
indicated that at. the prese nt time he has all of the 
equipment vhich he needs which consists of one International 
Tractor. The verified application indicates assets of 
$28,800 and liabilities of $20,000. 

er. H. E. Ledford testified in support_ of the application. 
He indicated that he lives at. Route 1 ,- Shelby, and that he 
owns a mobile ho.me park on North on Rev Prospect Church 
Road, about six miles from Shelby and one on Highway 150 
near Waco. He also stated that he bas an interest in a 
mobile home park belov Shelby nea� Pleasant Bill Church on 
Highway 226. Mr. · Ledford testified that all three of the 
mo bile home parks are located in Cleveland county. He 
testified that ftr. Huss in Sherwood used to pull mobile 
homes and that. he had used his services part of the time but 
that he vas unable to acgnire his services any longer. He 
indicated nr. Spurlin was the only man he knev of closer 
than Gastonia that he could get to mov e mob ile homes. He 
indicated that he moves approximately 25 to 30 mobile homes 
vithin a yea r  and t hat he has been in the mobile home park 
business since 1968. He stated that !Ir. S purlin is capa_ble 
of moving mobile homes. on c ross-examination, !Ir. Ledford 
indicated that fir. Spur1in had moYed seYen or eight ho■es 
this year. Some of them were his and some of them vere for 
other p eople. ftr. Huss, to who•. he had referred, was no 

.lo nger in business. He further indicated that !Ir. Spurlin 
has a ma n helping him vho ovns his ov n p ickup truck., 

!Ir. Jack Borders, Route 9, Shelby, testified in support of 
the application. Be stated that he drives a tr acto·r trailer 
and sets up house trailers and does serYice vork on house 

trailers pa rt time and that he has helped ar. Spurlin se t up 
mobile hoses. Be indicated that he drives a pickup to lead 
him a nd hauls block s or vhat.ever be needs to set op and 
anchor dov n the trailers and hook up the va ter and sever 
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services. He test ified that he has performed these services 
fo r about eight and one-half years for other persons and 
that he proposed to help �r. Spurlin under the authority 
requested an d provide whatever services he would need. H e  
stated he personallJ had receiYed three o r  four calls a. 
month for people vho wanted to move aobile ho■es and that 
there is a need for the 11oyemen t of 11obi le homes i n  and 
ar ound Shelby. 

At the conc1usion of the presentation of eYidence and 
vitnesses by the Applicant, th e Protestants ■oYed to dis■iss 
the application. The �otions were denied. 

The protestant, !!organ Dri"'f'e Avay, offered the testiaony 
of �r. Allan Hughes, 6713 Som■erset Drive, Char lotte, North 
Carolina, vho is District !!anager for !organ Drive Avay, 
Inc. As District !!anager, he indicat ed that his ser•ices 
include contacting prospective contractors, ter■inal peop le, 
solicitatio n of business in the areas and keep ing up vith 
the service of the company. Re stated that he does from 
time to time travel in and about Cleveland county and that 
ftorgan has contractors vithin an hour and a half or two 
hours dri ve and that there are three contractors within 25 
to 30 minutes· of Shelby. He far ther stated that �organ 
holds itself out to serYe in the areas proposed to be serYed 
by the applicant: by listings in the yellov pages vith toll
free nuabers to Charlotte and that the co■pany generall.y can 
provide services within one day•s notice, vith a ■axiaum of 
tiro da ys, vhich tiae would be applicable to ■oves in and out 
of Cleveland county. He indicated that the company does 
provide setting up services as vell as transportation and 
tbat the company vonld accept the business in the a rea 
proposed if it vere offered. 

Upon questions from the Exa.miner, Plr. Hughes indicated 
that the company had made nine to elev en moves in the 
Cleveland county area but that some of these 110Ye■ents were 
made by !Ir. Spurlin vhile he vas under lease to Plo rgan and 
that four Shelby locals were in the immediate area of Shelby 
and one of the11 vas just a short local move within a par't 
area. He stated that 8r. Spurlin had been on lease vith 
Plorgan for approximately a yea r and a half :1.nd ceased his 
operations vith Horgan in September of 1977.

( 

Protestant Cooper's Plobilehomes Service, Inc.  presented 
the testimony of l'latthev w. _cooper wh o "=t&"stified rega rding 
the equipment vhich the company has for moving mobile ho■es. 
He indicated that cooper•s is villing to move mobile ho■es 
in the Clef'eland county area if the company vere called to 
do so. He stated that he di d not knov bov many homes his 
company h ad moved in the Cle.,eland County area within th e 
past rear anil that the company always has mo re room for 
business. He indicated that th e company could ■ove mobile 
homes in the area on a one or tvo-d.ay notice. 

At the conclusi on of all the evidence, the Protestants 
-reneved the notion to Dismiss. Opon considera tion of the 
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evidence pr esented, the 
part, as it pertains to 
ftecklenburg Counties but 
vith respect to CleYeland 
review of the evidence. 

Examiner allowed the ftotion, in 
Rutherford, Lincoln, Gaston and 

reserved any ruling on the Plot.ion 
County until after a 'further 

Based upon t he 
at tbe hearing 
fol loving 

verified application and the evidence taken 
herein

,. the Hearing Examiner makes the 

FINDINGS OF FACT 

1. That the Applicant, ll'elson Edvard Spurlin, is fit, 
willing, and otherwise able to properly perfor• the proposed 
service unde r authori. t.y sought herein to transport mobile 
home s. 

2 •. That the Applicant is solvent and financially able to 
acquire the auth ority sought and to furnish adequate ser•ice 
on a continuing basis. 

3. That the 
convenience and 
the counties 
Plecl::lenburg. 

Applicant has 
necessity require 

o.f B utherfora, 

not shown th at the public 
·�he proposed service in 

�incoln, Gaston, and 

4. That the Applicant has shovn that there is a public 
need for service vitbin CleYeland County to transport mobile 
homes. 

5. That 8organ Drive Away, Inc. and Co oper's ftobilehoaes
�oving SerYice, Inc. hold common carrier authority for the 
transportation of ■obile hoaes statewide. 

6. That the proposed operations appear to involve short
distance ■oves within Cleveland County, some within a mobile 
home park and, therefore, vould be local in nature. 

7. That the operations proposed by the Applicant within
Cleyeland County vould not unreasonably impair the 
operations of e1:isting carriers contrary to the public 
interest. 

Based upon the foregoing findings of fact, the Commissi on 
makes the following 

• COBCLUSIOHS 

Upon consideration of the evidence of re cord, the Ezaminer 
concludes that t he Applicant has not shown that the public 
convenience and necessity require the propo·sed 
transportation of ■obile ho■es by the App1icant in the 
counties· of .Rutherford, Lincoln� Gaston, and Necklenburg. 
There si■ply was no evidence presented that would indicate 
any need for soch.serYice in these areas. 
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With respect to Cle-.eland county, the evidence indicates a 
public need for the transportation of mobile ho■es by the 
Applicant within the Cou.nty of c.le"Yel.c1.nd. This conclusion 
results primarily _fro■ the testimony of Plr. Ledford vho 
testified that there is a need for essentially local ■oves 
vitbin Cle-.eland county and so■e e•en vithin a aobile ho■e 
park such as thos� vbich he ovns. 

Acco rdingly� the Applicant has carried the burden of 
proving a need �or the proposed serYice only within 
Cleveland County and, therefore, the Exalliner concludes that 
the application s hould be alloved only vith respect to moves 
within CleTeland County and dis■issed as to all other 
requested areas •. 

The Yerified application a nd othe r erldence tend to 
indicate that the lpplicant is fit, willing, and financially 
ana otherwise able to provide service within Cleveland 
Coanty. 

IT IS, T�EREPORB, O�DERED as follows: 

1-� That Kelson Edvard Spurlin, Boute 1, Gr oTer, North
Car olina 28073. be, and the sa■e hereby is, granted a co■aon 
carrier certificate in accordance vith Bllibit B attached 
here to and made a part hereof. 

2. That Helson Edvard Spurlin shall file vith the
Commission eYidence, of the required insurance, list of 
equipment, tariff of rates and charges, designation of 
process agent, and otherwise .c.omply with the rules and 
regulations o� the co■■ission and institute opera tions under 
the authority herein acquired vithin·tbirty days from the 
date that this order beco■es final. 

3. That the Applicant will maintain his books and
i:ecords in· such a t1anner that all t he applicable items of 
information required in the Applicant's prescribed �nnual 
Report to th!! commission can be readily identified in the 
books an d records, and can be utilized by 1:he Applica nt in 
the preparation of said annual report. 

ISSUED BY ORDER 01' THE CO!USSION. 
This 27th day of April, 1976. 

(SEAL) 

DOC KET NO. T-1 B93 

EXHIBIT B 

NORTH CAROLINA UTILITIES COBBISSION 
Katherine ft. Peele, Chief Clerk 

Nelson Edvard Spurlin 
Roate 1 
Groverr north Carolina 20073 

IRREGOLIR RQR!E COftMON CARRIER 
Group 21: Transport ation of Bobile 
Homes within Cleveland Coun1:y, North 
Carolina. 
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DOCXET NO. T-1832, SUB 

BEFORE-THE NORTH CAROLINA UTILITIES C0ft8ISSION 

In the Hatter of 
A11en Realty Company, Inc., P.O. ,Box 775, Southern 
Pines, North Carolina, Application fo.r Authority 
to Transport Group 21, 8obile Homes 

PINAL 

ORDER 

HEARD IR: 

BEFORE: 

APPEARANCES: 

Comal ssion Hearing 
North Salisbury 
Carolina , on �ugus t 

Room, 
Street,. 

4 ,. 1978 

Dobb s Building, ijJO 
Raleigh, North 

Commissioner Edvard B. Hipp, 
Commissioners Robert Fischbach, 
Tate, and John w. Winters 

Presiding ,, and 
Sarah Lindsay 

F or the Applicant: 

William B. Crumpler, Van Camp, Gill & 
P.A., Attorneys at Lav, P.O. Box 106,
North Carolina 27602 

P or the Protestants : 

Thomas s. Hai;_rington, 
ftaddr ey, P.O. Box 535, 
27288 

Harrington. 
Eden• Rorth 

For: Horgan Drive Away, Inc. 

crucapler, 
Raleigh, 

Stultz & 
Carolina 

Ronald Limes Perkinson, 
Perkinson & West, P.A., P.O. 
North Caroli na 27330 

Sta ton, B etts, 
Box 1320, Sanford, 

For: Boyd w. Brafford, Jr. 

BY THE CO��ISSION: By application filed ftarch 31, 1977, 
Allen Realty Company, Inc., sought to amend its existing 
Certificate No. C-1041. The p resent territorial area 
covered in this certificate is between all points and p laces 
vithin the counties of Soore and Hoke. The applicant nov 
s eeks irr egular common carrier authorit y to transport Group 
21, mobile homes as follows: 

(1} Between all points and places wit hin the Counties of 
noore, Hoke, nontgomery, S tanly, Richmond, Harnett, 
Lee, and Randolph; 

(2} ?rom all, points an d places within the counties of 
ftoore, Hoke, nontgomecy, Stanly, Richmond , Harnett , 
Lee, and Randolph to any point or place within the 
Stat e of North Carolina; and 

(J) From any point or place within the State of North
Carolina to any points or places within the counties
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of Pl:oore, Hoke, !ontgoery. Stanly. Bich■ond, 
Harnett. Lee. and Randolph. 

The 11atter came on for hear ing on August 1e. 1977. before 
Hearing Exa ■iner Antoinette Wike. in the co■mission Hearing. 
�oom, Dobbs Building, 430 North Salisbury Street. Raleigh, 
North Carolina. The applicant vas represented by attorneys 
James R. Van Camp and Douglas R. Gill of southern Pines. 
North Carolina. Protestant norga.n Drive Avay, Inc., vas 
represented by attorney Thomas s. Harrington of Eden, Worth 
Carolina, and Protestant Boyd I. Brafford, Jr., vas 
represented by Ronald Li■es Perkinson of Sanford, Horth 
carolina. 

Following the initi al hearing i n  this matter, Exa■iner 
Wi ke filed a Reco11■ended Order on Dece11.ber 14. 1977, 
granting the proposed serTice between points and places 
within Stanly and �ontgo■ery Counties, in addition to 
existing authorized service, and denying all other proposed 
amendments. exceptions were filed by counsel for the 
applicant in apt time on !arch 13, 1978, to the Recommended 
Order herein entered in this proceeding. By Order issued 
Play 4, 1978, the commission set this matter for oral 
argument at  the ti■e and place set out in the caption, at 
which time the parties vere present• and represented b.y 
counse1 as captioned. 

Upon consideration of all 
Recommended Order of the Hearing 
filed thereto, and the able 
Commission is of the opinion and 

the evidence herein, the 
Exami ner, the exceptions 

argument of counsel. the 
makes t he following 

FINDINGS OF FACT

1. That the. applicant owns the necessary equipment for
the ■ovement and transportation of Group 21, !obile Homes: 
(1) betveen all points and places within the counties of
Ploore. Hoke, Montgomery, and Stanly; (2) fro11 all points and
places within the counties  of !oore, Hoke, aontgomery. and
Stanly to any point or place vi thin the State of Horth
Carolina; and (3) froca any point or place vithin the State
of North Carolina to any point s or places within the
counties of Pl:oore, Hoke, nontgomery, and Stanly.

2. That the applicant, i-ts officers and employees are
experienced in the 11ove11ent of Group 21, !obile Romes for 
which authority is herein sought, having had years of 
successful experience in the •o.vement of same between points 
and places within the Counties of r-.toore and Hoke. 

3. That several witnesses present ed convincing evidence
of need for an additional authorized common carrier of Group 
21. l'lobile Homes in the territorial area proposed to be
covered by the applicant. In further support of the 
application, vitnesses testified to the good reputation and 
efficiency of the.applicant and indicated desire to use 
applicant's services. 
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4. That the applicant is fit, villing, and able to
provide the proposed serTices. 

s. That the applicant is solvent and financially able to
provide the proposed serTices. 

6. Th.at the Protest ants, Plorgan DriYe Avay, Inc., and
Boyd w. Brafford also hold irregu_lar rout e c ommon carrier 
authority to transport mobile homes in the area described in 
the application with.th e except ion of Richmond county vhere 
only �or gan Drive Avay, Inc., holds authority. 

7. That
the proposed 
service in 
Stanly. 

the public convenience and necessity requires 
services in addition to existing authorized 
the counties of Pio ore, Roke,. !lontgomery, and 

8. That the public conveni ence.and n ecessity
require the prop osed serTices in addition to  
authorized service in the counties of Richmond, 
Lee, and Rand olph-� 

Whereupon, the Commissi on reaches t he foll owing 

COHCLUSIOIIS 

does not 
existing 
Harn ett, 

Based upon the evidence presented, the records as a whole, 
and the foregoing Findi�gs of Fact, the proposed amend■ent 
to Certificate Ko •. C-10LJ1 is in the public intere st to the 
extent that it adds to its existing aut hority the C ounties 
of P!ontgoaery and Stanly and includ es transportation from 
all points and places in the counties of no ore, Hoke, 
!!ontgomery, and Stanly to any place within the State of 
North Carolina and from any point or place within the State 
of North Carolina to the four said counties. Tha t such 
amendment vill not unlawfully affect the serYice to the 
pub1ic by other certified common carriers, · that the 
applicant is fit, willin g, and able to perform the ser�ices 
indicated; thus the ·provisions of the Recommended Order 
vhich are in conflict vit.h this order a re in error and 
should be reversed. 

IT IS, THEREFORE, ORDERED as follows: 

1. That the Exceptions of the Applicant A11en Rea1tJ
company, Inc., to the Recommended order herein of 
December 14, 1977, which are consistent vith the findings 
ana conclusions herein, and particularly Exceptions tfo. ,· 9 
and No •. 10, relating to extension of applicant's certificate 
to and fro11. points in 11orth .Carolina, are hereby allowed •.. 

2. That the. Exceptions o f  the Pr otestant l'lorgan DriTe
Avay, Inc., vhich are inconsistent vith thi s order are 
overruled, and- Excepti on Ho. 7 of the App1icant A1len Realty 
Company, Inc., relating to the Counties of Richmond, 
H_arnett, Lee, and B andolph are hereby overruled. 
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3. That t he. p�_ovisions . of the. Recommended tlrder ill
conflict vith this order are .herei� reversed. 

4. That. the. appl ication o f  Allen Realty company, Inc.• 
to amend Certificate Bo. c�1041,- be and the same is hereby 
revised as described in Exhibit B (amended) and attached 
her et.o and uade � pai:t hereof,. 

5. That the Applicant f�le with the.Commission evidence
of the required insurance, lists of equip.eat, tariff of 
rates and charges, and designation of process agent, and 
otherwise comply vith the rules and regulations of the 
commission, and iristitute operations under the authority 
her ein acquired withi n thirty (30) -da ys f rom the date of 
this Order. 

6. That the Applicant shall aaintain its books and
records in such .a ma�ner .that all the applicable iteas of 
inf.or11ation required iq the Applica nt•s prescribed annual 
report to the Commission can, be readily identified fro■ the 
books and. records, and can be utilized by the·Appliqant in 
the preparation of said annual report. A copy of the annual 
report for� shall.be furnished to the &pplicant upon request 
to the Accounting Department., 

7. That unless App lican t comp lies with the reguireuents
set forth. in Decretal Paragraph· s. above and begins 
operations, as authorized, witbill a perio d of thirty (30) 
days aft er the date of this Order, un less time is �xtended 
by the com■ission upon vri�ten r equest, the oper ating rights 
granted herein will ~cease and determine. 

ISSUED BY ORDER -OF THE C08�ISSION. 

This the 21st day of September, 1978• 

(SnLJ 

DOCKET NO. T-1832, 
SUB 1 

EXHIBIT B (amended) 

HORTH CAROLINA UTILITIES C0�8ISSIOH 
ltatherine 1'1 •. :Peele , Chief Cleric 

Allen Re alty Company, Inc. 
· 1'. o. Box 775

Southern Pines, North.Carolina 

Ir regula r Route Co1111on Carrier
Authority
(1) Between all points

within the countie s
Bok.e, ftontgomery, and

and places 
of !lloore, 
Stanly; 

(2) Prom all points and pl_aces 
within the Counties of floor�, 
Hoke, fto�tgo■ery, and Stanly to 
any point or place within, the 
State of North Carolina; and 

(3) From any. point or place _within 
the state .o'f tforth Carolina to 
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an y points or places within the 
Counties of Boore, Hoke, 
ftontgomery, and Stanly. 

DOCKET NO. T-26, sna 2 

BEFORE THE NORTH CAROLIBA UTILITIES COMMISSION 

In the.ffatter of 
Anderson Truck Line, Inc., Lenoir, North Carol ina 
Application for Authority to Amend .Certificate 

FINAL 
ORDER 

Jfo. C-66 

HEARD U: 

BEFORE: 

APPEARAIJCBS: 

The _ Hearing Roo■ .of the Com■ission, Dobbs 
Building, second Ploor, q30 Rorth Salisbury 
Street,. Raleigh, North Carolina, on Friday, 
Octo�er 20,. 1978, at 9:30 -a. 11. 

Chairman Robert �- . Koger, Presiding, and 
Commissioners Leigh H. Hammond, Robert 
Fischba_ch· and John w., Winters 

For the Applicant: 

Thomas R. _ Eller, Jr., Attorney at tav, P.O. 
Bo:.: ·27866, Raleigh, North .Carolina 27611 

For the Protestants: 

Ralph ncnonald, Bailey, Dixon, Wooten, RcDonald 
& .Fountain_. Att9r_neys at Lav,; P.O.. Box 2246, 
Raleigh� Horth Carolina 27602 
For: Valley Transfer, Inc., DeHart 

.Inc.• Caldwell Freight Lines, 
Trucking Company, Inc., 
Transport, Inc. 

!otor Lines, 
Inc., Wall 

and Central 

Vaughan s. Winborne, counse llor and Attorney at 
Lav, .1108 Capital· Club Building, Raleigh, North 
Carolina 27601 
For: Tarheel Express, Inc. 

BY THE COlUIISSIO!l: On _April 26, 1978, a Recommended 
order vas entered .in this docket by Rearing Examiner 
Antoinette R.- Wike denying the applicati� filed with the 
Commission on behalf of And erson Truct Line, Inc •• 
hereinafter. referred to as Applicant, and revoking the
temporary operating .,authority granted Applicant by order 
dat-ed January 23, 1978, authorizing the J:ransp9rtation of 
Group 16, furniture'-and materials and suppl_ies used in the. 
manufacture of same. over irregular. routes between the 
pl ant site and facilities of The Formica Corporati�n :J,oca·ted 
at Tarboro, North Caro1ina, and the ·Broyhill Furniture 
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lndnstries, Inc., Occasional Plants 12 and 13 located at 
Lenoir, !forth caro lina. 

By order in this docket dated Nay 2q, 1978, the Con■ission 
assigned the Exceptions filed by Applicant on ftay 12, 1978, 
foi: oral argumen·t on July 28, 1978, and de nied the !lotion to 
Dismiss Exceptions by certain Prote st:ants as fil_ed on 
May 18, 1978. 

subsequent to the oral argu■ent s on exceptions noted 
above, tbe Co11.m.ission entered a Pinal Or der on August 25, 
1978, reTersing the Beco■mended Order of Bxa■ine r Wike of 
l�ril 26, 1978; approving the application; and a■ending

·co■aon carrier Certificate Ho. C_- 66 of the Applicant in
accordance vi. th Exhibit B to s aid order to be as follows:

"Transport.at.ion of furnitur e ani materials and supplies 
used in the manufacture of same, Group 16, oTer irregular 
routes between points and places in the countie·s of: 
Alamance, Bunco■be, Cabarrus, Caldwell, catavba, Cherokee, 
C leveland, Cumberland, DaTidson, DaTie, Durha■, Edgeco■be, 
Forsyth, Gast on, Guilford, Granville, Barnett, Haywood , 
Henderson. Iredell, Jackson, Lenoir, Lincoln. !aeon, 
l'lecklenb urg, Ri_ch11ond, Bobeson, Rovan, Rutherford, 
Transylvania. Vance, Wa ke, Wayne, and Wilkes." 

on September 22, 1978, Counsel on bebalf of all of the 
Protestants herein filed a notion for Extension of Ti■e to 
File Kotice of Appeal and Exceptions and Bequest for Oral 
Argument and by Order dated Septeaber 25, 1978, Protestants 
were granted an extension of time to file notice of appeal 
to and including optober 25, 1978. 

on October 
entered by 
commission's 
follows: 

4, 1978, an order, as subsequ ently amended, was 
the Co�mission a■ending Exhib it B of the 

Final or der of August 25, 1978, to read as 

"Transportation of furniture and materials and suppl ies 
used in the manufacture of sane, over irre gular rou tes, 
betveen all poin ts and places in Edgeco11.be and Caldwell 
counties." 

and assigned the oral argu■ent on Exceptions for hearing on 
October 20, 1978.

Upon call of the matter for hearin g  at the time and place 
notea above. Counsel on behalf of both Applicant and 
Protestants were present and offered oral arguments. 

Upon a reviev of the entire record in this proceeding, 
inclu d ing tbe Exceptions to the com■ission•s Final Order, 
and af ter careful consideration of the able arguments of 
Counsel on behalf of the involved parties, and of the 
commission•-s official files in this docket, the Commission 
makes the following: 
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FINDINGS OF F�CT 

(1) That the Applicant, Anderson Truck Line, Inc., filed
an applica tion vith the Co1111ission on No vemb er 2'1, 1977, to 
amend a portion of its certificate No. c-66, which reads: 

Tr ansportati on of furniture and mate rials and supplies 
used in the manufacture of same, over irregular routes 
from Lenoir, Hor t h  Wilk esboro, and Newton, North caro lina, 
to points an d places within the fo llowing counties: 
Cherokee , !!aeon, Jackson, Tr ansylvania, Bayvo od, Caldwell, 
Catawba, Lincoln, Cleveland, Gaston, Kecklenburg, Forsyth, 
Guilford , Durh am, Wake ., Vayne, Lenoir, Buncombe, 
Henderson, Rutherford ,  Iredell, Cabarrus, Davie, Rowan, 
Davidson, A lama nee, Richmond, Rob eson, cumber land , 
Harnett, Granville, and Vance. 

to r ead as follows: 

"Transportation of furniture and materi als and supplies 
used in t he ■anufacture of sa 11e, Group 16, oTer irregular 
routes between po ints and places in the c ounties of: 
�lamance, Buncombe, Cabarrus, Caldwell, Catawba, Cherokee, 
Cleveland, Cumberland, David son, Davie, Durham, Edgecombe, 
Forsyth, Gas ton, Guilford , Granville, Harnett, Haywood, 
Hend erson, Iredell, Jackson, Lenoir, Lincoln, Ma con, 
Mecklenburg, Richmond, Robeson, Rowan, Rutherford, 
Transylvania, Vance, Walce, Wayne, a nd Wilkes. 0 

(2) That on January 25, 1978, a Limiting Amendment vas
filed on behalf of A.pplic ant to amend its application in 
this do cket to seek operating authorit y  as follows: 

11Transportation of furnitur e and materials and supplies 
used in the maufacture of s ame, over irregular routes , 
between all points and places in Edgecombe and Caldwell 
counti es." 

and vas alloved by the Hearing Examiner at the hearing on 
February 10, 1978. 

(3) That basea upon the Limiting 
Calawell 'Freight Lines, Inc., and Vall 
Inc., · were allowed to vi thdrav the ir 
proceed ing. 

l.11endt11ent 
Trucking 

protests 

hei;-ein, 
Co11pa.ny , 

i n  this 

(4) That a stipulation vas entered into between the 
parties herein whereby Appl icant does not seek t o  engage in 
the transportation of commoaities in bulk, in tank vehicles, 
and bas ed thereon; Central Transport, Inc., vas als o a llowed 

to withdraw its pro.test in this do cket. 

(5) That the Applicant is engaged in t he transport a tion
of certain commod ities for the account of Broyhill Furniture 
Industries, Inc., Lenoir, Horth Carolina, in interstate 
commerce being the transportation of furniture on outbouna 
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shipments and ■aterials and supplies used in the manufacture 
of furniture on inbound ship■ents. 

(6) That in the past• Broyhill Furniture Industries, 
Inc., vas obtaining certain materi_als and supplie s used in 
the 11anofacture of furniture · from a concern located in 
Norcross, Georgia, and is in the process of phasing out such 
supplier and obtaining si.■ilar 11a te ria ls from a concern 
located in Edgeco■be County, Worth Carolina. 

(7) That the Applicant vas engaged in the interstate 
transportation of certain furniture materials and supplies 
from the �orcross, Georgia, facility to the plant:s of 
Broyhill Furniture Industries, Inc., located in Caldwell 
County, North Ca1:olina. 

(8) That the Applicant has sufficient equipment available
a nd dri•ers experienced in for-hire motor carrier operations 

. in order to provide the transportation serTice sought 
herein. 

(9) That B�oyhill Furniture Industries. In c., has a need
to ha•e certain materials and supplie s used in the 
manufacture of furniture shipped to i ts facilities in 
Caldwell county from Eagecombe county a nd. also, that it ■ay 
have occas ion to have such co1111odities transporte d fro■

points i n  calc1vell, .county to points in Edgecombe coun ty •. , 

(10) That the. prompt deliTery of furniture materials and 
supplies to the facilities of Broyhill Furni ture Industr ies. 
Inc., i s  mandatory due to its Computerized system of 
mai ntaining sufficient supplies and of its li11ited storage 
capacity. 

Based upon the aforesaid Fin dings of Fact, the commission 
makes the fol loving: 

CORCLUSIORS 

(1) That � public demand and need exists for the 
tra nspor tation of materials and supplies used in the 
manufacture of furniture except those in bulk, in tank 
vehicles , betveen points and places in Edgecombe County on 
the one hand. and p oints and places in Caldwell county, on 
the at.her hand, in addition t.o existing authorized 
transportation services. 

(2) That the Applicant, Anderson Truck Line. In c., is
fit, villing, and able both financially and otherwise to 
provide the transportation service sought herein. 

(3) That Anaerson Truck Line, '.Inc., 
financially .able to furnish service of the 
for herein on a continu ing basis. 

is solvent and 
nature applied 

The Co1111ission concludes that the Applicant has borne the 
burden of pro9f required by Sta tote for the issuance of a 
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cer tifica te of· authority as hereinaft er se t forth in E1:hibit 
B attached hereto. 

In reacbing these Conclusions, t he Commission has 
considered the Exceptions 1 t�rough 11 filed by the 
Protestants on September 22. 1978, and except as this order 
amends and modifies the Final order of August 25, 1978, the 
Exceptions are denied. 

IT rs, THEREFORE, ORDERED: 

(1) That the Final order of the Commission entered on
August 25, 1978, as subsequently amended on October 4, 1978, 
be, and the same is hereby, amended as set forth herein., 

( 2) That Anderson 
hereby, granted common 
described in Exhibit 
hereof. 

Truck �ine, Inc., be, 
carrier authority as 

B atta ched heret o 

and 

se� 

and 

the same is 
forth and 

made a part 

(3) That the Applicant shall maintain i ts books and 
records in such a manner that all the applicable items of 
information required in the Applicant's prescribed annual 
r eport to the commi ssion can be r eadily identified from the 
books and records, and can be utilized by the Applicant in 
the prepar ation of said annual report. A copy of the annual 
report form shall be furnis hed to the Applicant upon reguest 
to the Acco unting Division. 

{4) That Anderson Truck Line, Inc., file wi th the 
commission evidence of insurance, list of eguipment, tariffs 
of rates an.a charges, an d designation of process agent to 
the extent it has not already done, so and othe rwis e comply 
with the rules and regulations of the commission prior to 
conducting operations under the authority acquired herein. 

ISSUED BY ORDER OF THE COftftISSION. 
This the 11th day of December , 1978. 

(SEAL) 
NORTH CAROLINA UTILITIES COftftISSION 
Sandra J. Vebster, Chief Clerk 

commissioner Hipp di d not p articipate. 

DOC KET 80. T-26, 
SUB 2 

EXHIE1'.T B 

ANDERSON TRUCK LINE, INC. 
LENOIR, NORTH CAROLIRA 

IRREGULAR ROUTE COft!ON CIRRIER 

Transportation of materials and 
supplies used in the manuf acture of 
furniture, eicept those in bulk, in 
tank vehicles, between all points and 
places in Edgecombe county on the o.ne 
hand, and all points and places in 
Caldvell county, on the other hand. 
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DOCKET so._T-521, SUB 20 

BEPORE THE NORTH CAROLINA UTILITIES COSSISSIOB 

In the ftatter of 
Harper Trucking Co■pany, Inc., 
300 Hoke Street, Raleigh, Borth 
Carolina 27602 - Petition to 
Amend Certificat.e/Per■.i t Ro. 
CP-38 b7 Substituting 
Contracting Shippers 

RECO!l�BNDED ODDER GRltiTING 
PETITION AND BEQUIBIRG 
CARRIER TO CO!!PLY WITH 
COftftISSION' S RULES ARD 

BBGULATIOIIS 

HEARD IB: 

BE PORE: 

APPEARANCES: 

The Hearing R 0011 of the commission, q30 Horth 
Salisbury street, Raleigh, Horth Carolina, on 
October ll, 1977 

coamission er Leigh H. Hammond, Presiding, and 
Coamissioners Tenney I. Deane* and Ben E. Roney 

For the Respondent: 

Ralp� ftcDonald, Bailey, Dixon, Wooten, l!cDonald 
& Fountain, Attorn eys at Lav, P. o. Box 2246, 
Raleigh, North Carolina 27602 
For: H�rper Trucking company, Inc. Tho•as o. 

Harper and Raney A. Harper 

For the InterYenors: 

F. �ent Burns, Boyce, ftitchell, Burns & Smith,
Attorneys at Lav, P. o. Box 1406, Haleigh,
North Carolina 27602
For: Obser,er Transportation company, Inc.

aid-State Delivery service, Inc . 

Paul F. Lassiter, Assistant commission Attorney 
Public staff - North ca rolina Utilities 
Commission, 430 North Salisbury Street, 
Raleigh, North Carolina 27603 
For: Using and Consuming Public 

BY THE CO!U'IISSION: This proceeding arose upon the 
�ssuance by the co■mission of an order dated June 24, 1977, 
whereby an investigation va s instituted into an d concerning 
the lawfulness of the cqnduct of Harper Trucking Company, 
Tnc. (Harper) , operating as  a common and contract carrier in 
North Carolina intrastate commerce under authorities issued 
to it by the Commission as set forth in common and con tract 
Carrier Certificate/Permit Ho •. CP-38. 

The investigation included but, was not limited to 
(a) Harper's right to substitute contracts; (b) Harper's
operation as a common carrier in rega rd to certain weight
limitations; and (c) Harper's failure to  comply with Hules
and Regulations of the commission and the.commissi on's Order
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in Docket Ho. T-825, Sub 209, dated September 20, 1976. 
Thomas o. Harper and Baney"• Harper were made Respondents 
with hearing in the matter being set for September 7, 1977. 

The Pnbli:: Staff of the Commission filed Notice of 
Intervention on July 26, 1977., and on July 27, 1977, the 
Commission ·issued its order recognizing such Interven tion. 
Mid-State Delivi!rJ Service, Inc. (!!id-State), and Observer 
Transportation Company, Inc. (Observer), on August 16, 1977, 
filed through counsel a Petition for Leave to Intervene and 
by Order dated August 23, 1977, the Commission al.loved 
intervention by these carriers. 

The proceeding in Docket No. T-825, Sub 209, involved a 
.tariff filing by Harper containing increases in rates and 
charges. The Commission, by its order in that docket dated 
September 20, 1976, allowed the increased rates and charges 
to become effective provided ffarper vould take such steps 
and measures as necessary to bring its accounts and records 
into full compliance with the commission's Rules and 
Requlat ions within 60 days from the date of the Order. In 
addition, the Commission o rdered Harper to implement 
immediately accounting methods and procedures and exerc ise 
such practices as are necessary to maintain compliance vith 
the Commission's Rules and Re gulations in all respects. 
After 60 days and beginning in January 1977, an 
investigation of Harper's records vas initiated. This 
investigation revealed that Harper had not complied with the 
Commission's order in Docket No. T-825, Sub 209, dated 
September 20, 1976i that Harper vas consistently 
tr ansporting small parcels weighing less than 5,000 pounds 
or 10,000 pounds in apparent violation of a portion of its 
authorityi and that Harper, in the opinio n  of the Public 
Staff, was in violation 0£ the Commission's rules by 
performing services in t erritories beyond the sco pe of its 
authority. 

Following the Staff's investigation, a Petition was filed 
for and on behalf of Harper seeking authority to amend its 
Certificate/Pe rmit No,. CP-38 by the substitution of 
contracts with V. H. King Drug company, Inc., and General 
lledical Corporati on in lien of contracts vith ICM 
Pha rmaceuticals, Inc., Raleigh, North Carolina, and Raleigh 
Sur gical supply company, Raleigh, Worth Carolina. By order 
in this docket dated June 16, 1977, said Petitio n vas 
gra nted on an, i nterim basis pending further action by the 
Commission. 

Upon request of counsel for Respondent, the Commissio n, bJ 
its Order dated August 12, 1977, continued the hearing in 
this matter scheduled for September 7, 1977, until October 
4, 1977. 

on October 4, 1977, counsel for Respond ent filed a series 
of stipulations vith the commi ssion wherein it agreed that 
its books and records had not been kel)t in compl iance with 
the Commission's Rules and Regulations as  required by the 
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Commission's Order dated September 20, 1976. Harper fu rther 
agreed to correct said violations by implementing the 
folloving procedures and reporting mea sure s: 

( a) 

( b) 

(c) 

(d) 

( •J

( f) 

( g) 

Harper vill convert its bo oks to the a ccrual metho d 
of ac counting begintiing on July 1, 1977. This 
conversion is to take place by October 1, 1977; 

Harper vill set up and maintain accounts receivable 
and accounts payable ledgers which Ha rper vill post 
a t  least monthly to the appro priate acco unts in the 
general ledger. Harper vill complete thi s change by 
October 1, 1 cn7; 

Harper vill separat e., for accounting pur pos4;s, 
revenues between contract and common ca rrier 
ope rations. The Company h as alrea dy made this change 
in its proce dures; 

Har per wil l assign invoice numbers o r  freight bill 
numb ers' on bank clearing hous e accounts (Dilla rd 
Pap er company forms) and this assignment of numbers 
vill be consistent vith the company's other account 
numbers. The Company will implement this change 
immediately; 

Harper will set up and m�intain a current fo rmal 
damage claim file together vith all supporting 
documents that have been properly app roved that shov 

full iispo sition of these claims. The company vill 
implement this change within 30 days; 

Harper vill -pick up all damage d merchandise that can 
be salvaged if re£used by the consignee and 
disposition of the damaged o r  refused merchandi se 
will be promptly accounted for by the c ompany. The 
company will implement this change within 30 daysi 

Harper vill fu rnish the North Carolina Utilities 
Commission· vith a copy of each statement prepa red by 
it and rendered to its shippers and/or c onsignees fOr 
the collection of freight charges due it for each 
calendar month in accordance with the a bove describ ed 
accounting practices by the 15th day of each 
succ eed ing month fo r a period of 12 months or upon 
f urther order of Commiss ion.. The statements shall b e  
filed i n  numerical order and supported b y  the 
fol l oving: 

(1) Freight
complete
including 

bills o r  bills of ladin g s hoving 
inf ormation regarding each shipment, 

the weight, rate, and total charges. 

(2) An a dding machine tape shoving a list of the
total •cha rges, individua lly and in total, on
e ach statement for:
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(a) 

(bJ 
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carrier's contract carrier operations 

Carrier's common carrier operations 

The above information shall be deposited vith the 
Transportation Rates Division of the Public Staff by 
the 15th day of each succeeding month beginning vit h 
September 1977 and returned to the carrier vhen it 
makes a deposit of the following monthly statements. 

Upon the call of this matter for hearing at the above
captioned time and place., Respondents Thomas O. Harper and 
Nancy l'I. Harper vere present and represen ted by counsel as 
were Intervenors Observer and nid-State. The Public Staff 
of the Commission vas al so present and represented by 
counsel. 

Pursuant to the provisions of the order of Investigation, 
the testimony of the Public Staff and of the Respondent vere 
directed to be filed at least 20 days a nd 10 days, 
respectively, prior to the hearing. The testimony of the 
Public Staff vas filed by James L. Rose, Director, 
Transporta tion Rates Division, on September 111, 1977, and 
for the Respondents by Thomas o .. Harper, Jr.; President, 
Harper Trucking Company, Inc., on September 23, 1977. 

The testimony of l!r. Rose, both or al an!] prefiled, 
reflects that Harper vas providing cont ract ca rrier servi ce 
to K. 8. King Drug company and General r!.edica l Corporation 
without having contracts for these shippers on fi1e with the 
Commission; that Harper was providing service under that 
portion o f  its colllmon carrier authority "Vernon James,11 vith 
set minimum weight limits of 5,000 pounds f or trucks and 
1 O, 000 pounds for tractor-trailer units but was not 
observing those w eight limits as most of the shipments 
transported thereunder weighed 500 pounds or less; that the 
rates and charges a ssessed thereon vere for the most pact 
from the minimum charge sections of Harper's taiiff; and 
that under the "Haywood - Atkinsn aut hority, vhich carries a 
"truckload" restriction, Harper vas providing transporta tion 
services mostly on small, less- than-truckload minimum charge 
shi pment.s and Harper did not appl'J truckload rates or 
charges on such shipments. 

8r. 
to the 
Harper 

( ,, 

Rose concluded his testimony vith tvo recommendations 
Commission with respect to the futare operations of 
as follows: 

Rela tive to the carrier• s contrac t carrier 
operations, it is the opinion of the Public Staff 
that the Commission's Order in Docket No. T-521, 
Sub 20, dated Jone 16, 1977, allowing Harpe r Trucking 
Company, Inc., to amend certificate/Permit Ho. CP-38, 
on interim basis, by allowing the contract 
substitutions authorized therein should be allowed to 
become a permanent order of th e Commission and the 
Commission should order Harper Trucking company• 
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Inc., to cease and desist engaging in any further 
operations. at any time. as a contract carrier 
without having first obtained authori ty from the 
North Carolin a oti1ities Commission to perform such 
services. 

(2) Regarding the com11on carrier operation, the carrie r 
should be advised that the sections of operating 
authorities granted by the commission containing 
weights restrictio·ns are to be defined as authority 
authori-zing the tra nsportation of a single shipment 
of goods tendered for transportation on one bill of 
lading, from one consignor, at one origin, to one 
consignee, at one destination, in one day's time, 
provided that such shipme nts may be allowed to be 
stopped in transit for the purposes of pai:-tial 
loading and/or unloading to not more than four 
consignees provided the aggregate weight of such 
shipment or consign11ent shall be no less than the 
minimum weight specified in the scope of operations 
authorized by the commission and where min imu11 veigbt 
restric tions appear in authorities granted the 
transportation of less-than-truckload shipments i s  
not authorized. Furthermore, the commission should 
order Harpe r Tracking Company, Inc., to cease and 
desist from engaging in common carrier transportation 
services not consistent vith authorities granted to 
it by the Horth Carolina Utilities Commis sion .. 

The testimony of �r. Harper, both oral and prefiled, dealt 
with the operation of his company, the interpre tation of the 
various portions of Respondent •s Certificate/Permit 
No. CP-38, and the rationale for such interpretatiqns. nr. 
Harper test.ified further that Respondents concur vith and 
adopt Recommendation No. 1 of the P�blic Staff and that, 
with respect to Recommendation No. 2, Respondents concur 
vith and adopt it except to any exten t that it vould 
prohibit their tran sporting truckload s hipments on the basis 
of cubic footage or transporting shipments not meeting the 
minimum poundage or cubic footage vhere the shipper is 
willing to pay a truckl oad rate .. 

Upon consideration of the stipulati ons by counsel for 
Responde nts, th e evidence adduced, and the record in this 
matter as a vhole, the Commission makes the fo1loving 

FINDINGS OF FACT 

1. That the Responde n t is the holder of 
Certificate/Permit No. CP-38 and is subject �o the 
jui:-isdiction of this Commission for the enforcement of the 
North Carolina Pub lic Utilities Act and the Commission's 
Rules and Regulations promulgated pursuant thereto. 

2. That the Re spondent has engaged in providin g  serTices 
as a contract carrier without first having obtained from the 
comm ission proper authority to pe�form such services. 
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3. That th� Commission's order in DOcket No. ,T-521,
Sub 20, dated June 16, 1977, allowing Rarper Trucking 
Company, Inc., to amend its Certificate/Permit No. CP-38 by 
substituting contracts vith w. H. King Drug company, Inc., 
and General Pledical corporation in lieu of contracts with 
ICN Pharma�euticals,. Inc., and Raleigh Surgical Supply, 
respectively, on an interim basis, should become a permanent 
Order of the commission. 

4. That the acquisition of the "Vernon James" author ity
by Harper vas approved by the Commission in its order in 
Docket Ro. T-521, Sub 16, dated June 16, 1975. 

5. That the "Vernon James" authority vas subject to
weight restrictions fro11 its inception as follows: 

11 Plinimum ve!:.!lh t limits: Trucks. s. 00 O pounds; tractor
t 'railoC units. 10.000 pounds . n 

6. That in the transfer proceeding. Docket Ro. T-521, 
sub 16. Harper stated it vould interpret the restriction as 
allowing it to pick up any number of shipments from any 
number of consignors destined ta any number of consignees., 

7. That the weight restrictions set forth in Findings o.f
Fact No. 5 and Harper•s in terpretation thereof vere the 
sub1ect of a definitive determina tion by the-commission in 
Docket No. T-521. sub 16. Order dated June 16 ., 1975. in 
which the Commission concluded that the restriction is 
intended to limit transportation to one shipment from one 
consignor in a veight equal to the minimum and that any 
other transportation thereunder would be illegal. 

8. That the minimum weight limits in the "Vernon James"
authority are not subject to a cubic footage alternative. 

9. That Harper has been transporting
"Vernon- James" authority we ighing less 
weight limits set forth therein in 
restrict ions. 

s hipment s under the 
than the minimum 

vio1ation of those 

10. That those portions of the Harper 
containing "truckload" restrictions are subject to 
31 of the commission• s Rules ana. Regulations. 

authority 
Rule B2-

11. That Harper has been transporting less-than-truckload
sbi pments under the tlayvood - At kins portion of its 
authority in violation of the "truckload" restriction 
therein .. 

12. That transporta tion of  1ess-than-truckload shipm�nts
under a certificate ,or portion the reof bearing a truckload 
limitation· or restriction is a violation of that certificate 
and of the applicable General Statutes and Commission Rules 
and Regulations. 
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-13. That Rarper has been operating in violation of the 
commission• s Rules and Regulations involving accounting and 
re cords but stipulations have been filed indicating these 
violations vill b_e corrected and Rarper vill ::oaply vith the 
Commission's accounting rules and regulations in the future. 

14. That Respondent issues so-called "!ast er-Bills" and
groups together many shipments under that bill fro■ 
different consignors vhich ci rca■vents the weight limit and 
truckload restrictions in its authority. 

COHCI.OSIOHS 

G.S. 62-262(a) ·provides that, with.certain e:zceptions set 
forth in G.s. 62-260 and G.S •. 62-265 not here pertinent, .no 
person shall engage in the transportation of passengers or. 
property in intrastate commerce unless such person shall 
have applied to and obtained from the Commission a 
certificate or permit authorizing su ch operations and it 
shall be unlawful for any person knowingly or villfully_to 
operate in intrastate commerce in any manner contrary to the 
provisions of this article, or of the rules and regulations 
of the co11.mission. 

G.s. 62-11�, with respect to contract carriers, provides,
among otber things, that the,per11.it shall list the names of 
all contract parties the carrier is authorized to serve and 
no addit ions or substitutions of contracts shall be made 
without approval of the Commission., 

Rule R2-16 (c) of the comaission•s Rules and Regulations 
pr ovides that eve ry contract carrier shall file vith the 
Commission a true copy of each individual contract between 
it and a shioper or passengers. 

Rule R2-21 of the Commission's Rules and Regulations 
provides that no carrier shall engage in transportation in 
intrastate commerce for compensation in North Carolina until 
and unless such carrier shall have applied to and obtained 
from the North Carolina Utilities Commission appropriate 
authority to so operate. 

Bnle R2-QO (a} provides that every common carrier of 
freight by motor vehicle receiving property for 
transportation shall issue a uniform bill of lading 
therefor, the form, terms, ·and conditions to be set out in 
t ariffs and classifications on file -vith the Commission. 

Based upon the record, the stipulations by Bespondent, the 
evidence presented, and the foregoing findings of fact, the 
commission concludes that Re spondent has violated G.S. 62-
262 (a} and G.S. 62-114 and Rules R2-16(c), R2-21, and R2-
40(a) in addition to those General Statutes and Commission 
rules pertaining to accounting proced ures , practices, and 
recoi:ds. 
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The Commission concludes further that the "Vernon James" 
portion of Respondent's authority vith r espect to the weight 
limits set forth therein should be further defined as 
intended to limit transportatton to a single shipment from 
one consignor .. On one bill of lading, at one o rigin, to one 
consignee, and at one destination with such shipments being 
subject to not more than four stop-offs provided the total 
weight 0£ such shipment. shall be no less than 5 ,. 000 pounds 
or 10,000 pounds as set forth and described in said 
authority and that these weight limits are not subject to 
the minimum cubic feet content as described in Rule R2-31 o r  
any variation thereof. 

The Commission also concludes t�at those 
Respondent's authority subject to "truckload" 
restrictions are subject to and govei;ned by Rule 

portions of 
limits or 

R2-31. 

The Commission further conclud es that Respondent should 
cease and desist and be perman ently enjoined from engaging 
in transportation of re gulated commodi ties in intra s.tat e 
commerce except as set forth in its pre�ent 
certificate,IPermit No. CP-38 by the issuance of a permanent 
Order to Ce ase and Desist. 

The Commission is of the opinion aJ:!d ·concludes. also . that 
the substitution of contracts with w. n. King Drug Company. 
Inc •• and General Me dical corporation. in lieu of contracts 
with ICN Pharmaceuticals. Inc.• and Ra·leigh Surgical supply 
Comt,:any. respectively. permitt ed •On an int erim basis. should 
be allowed to become permanent. 

IT lS. THEREFORE• ORDEBBD: 

1. That Harper Trucking Company. Inc •• Thomas o. Harper. 
Jr.• and Nancy ft. Hatper be,: and. the sam e are hereby. 
directed to permanently c ea se and desist from the 
transportation of r egulated commodities in North Carolina 
intrastate c:ommetce except as set forth in 
certificate/Permit Ho. CP-38. 

2. That this Order shall remain in full force and effect 
until amended or cancelled by further order of the 
Commission. 

3. That Certificate/Permit Ho. cP-38 be. and the same is
hereby. amended by making permanent the substitution of 
contracts vi th 'If.. H .. King Dr ug company• Inc.• and General 
!!edical Corporatio n in lieu of contracts vith ICH 
Pharmaceuticals, Inc •• and Raleigh Surgical Supply Coapany. 
Inc •• respectively, heretofore approved on an i nterim basis 
by order in this docket dated June 16. 1977. 

ti. That a copy of this order be served upon Respondents. 
personally. by an· Inspector·of 1:he commission vith a signed 
copy thereof being returned by the Inspector to the 
Commission vh�reupon-it vill be made a permanent part of the 
Commission's official file in the Chief Clerk's office. 
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5. That any violation
be pri■a facie evidence 
Respondents to penalties 
G.s. 62-310 and reTocation
pursuant to G.s. 62-112.

of this order by Respondents vill 
of willfulness and subject 
and actions in a cco rdance vith 

of Certificate/Per•it Ro. CP-38• 

ISSOED BY ORDEB OF THE COHISSIOR. 

This the 22nd day of ftarch, 1978. 

(SEAL) 
BORTH CAROLINA OTILITIES COS"ISSIOW 
Katherine ft. Peele, Chief Clerk 

•commissioner Tenney t. Deane, Jr., resigned fro■ the
commission on October 17, 1971, and, the refore, did not
participate in this decision. 

DOCKET RO. T-825, SOBS 22� and 225 

BEFORE THE NORTH CAROLINA UTILITIES co""ISSION 

In the Satter of 
sot.or common Carriers - Suspension 
and Investigation of Proposed 
Increases in Rates and Charges 
Applicable to Ship■ents of General 
Commodities, Including 8inimua 
charges 

ORDER ALLOWING 
VITHDBA.VAL OF 
APPL ICAT IOR IH DO CUT 
uo. T-825, sue 224, 
ADD GRAMTIRG INCREASE 
IR DOCKET BO. T-825, 
SUB 225 

HEARD IR: 

BEFORE: 

APPEARANCES: 

The Beating BOOB 
Building, Raleigh, 
1978, at 9:30 a.a. 

of the Comaission, Dobbs 
North Carolina, on April 19, 

Commissioner 
Commissioners 
Fischbach 

Edvard 
Leigh 

B. 
H, 

Hipp, Presiding, and 
Hammond and Robert 

For the Applicants: 

Sherman D. Schvartzburg, John w. Joyce, 1307 
Peachtree Street, H.E., Atlanta, Georgia 30309 

Thoma s w. Steed, Jr., Allen, Steed & Pullen, 
P.A., Attorneys at Lav, P.O. B01: 2058, Raleigh,
North Carolina 27602

For the Public Staff: 

Jane s. Atkins, Assistant Staff Attorney, 
Public Staff North Carolina Utilities 
commission, 430 Rorth Salisbury street - Dobbs 
Building, Raleigh, North Carolina 27602 
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BY THE COftllISSIOR: On October 27, 1977, the General 
Commodities Motor Carriers, through their agents, the Horth 
Carolina !lotor carriers Association, Inc., llot:or Carriers 
Traffic Association, Inc., and Southern notor Carriers Rate 
Conference, Inc., filed vith the Commission the following 
North Carolina intrastate tar iff supplements: 

Supplement Ho. 10 to Tariff No. 304-A, NCUC No. 304-A 
issued by southern ftotor Carriers Rate conference, Inc., 
on behalf of its participating carriers; 

Supplement Ro. 3 to Tariff Ho. 10-G, RCOC No. 
by Horth carolina ftotor Carriers Association on 
i ts participating carriers; and 

113 issued 
behalf of 

Supplement Bo. 6 to Tariff Bo •. ·3-I, 
by ftotor carriers Traffic Association 
participating car riers. 

NCUC No. 44, issued 
on  behalf of its

Each suppleme ntal tariff publication provides for 
increases in rates ana charges by amending the present less
than-truckload (LTL) and any quantity {AQJ commodity rates, 
exception rates, and distance or mileage commodity rates to 
reflect a basis no lover than Class 55. The matte r was 
aesignated as Docket No. T-825, Sub 224. 

By oraer of the 
matter was suspended, 
assigned for heari ng. 

commission of Rove■ber 28, 1977, the 
ana an investigation instituted and 

On Hovember 22, 1977, the Horth Carolina Intrastate �otor 
common carriers of General commodities filed an application 
with the Commission seeking approval of increased rates and 
charges with tariff filings as follows: 

Supplement No. 13 to Tariff Ro. 304-A, 
issued by Southern Rotor carriers Rate 
behalf of its participating carriers; 

NCUC No. 304-A., 
Conference, on 

Supplement Ro. 6 to Tariff Ro . 10-G, HCUC No. 113, issued 
by North carolina �otor Carriers Association, Inc., on 
beha lf of its participating carriers; and 

Suppleme nt Ho. 9 to Tariff No. 3-I, NCUC Ho. 44, issued 
by ?lotor carrie rs Traffic Association, Inc., on behalf of 
its participating car riers. 

These tariff publications vere scheduled to take 
January 10, 1978, and vere designated as Docket Ho. 
Sub 225. The increases in rates and ch arges proposed 
follows: 

effect 
T-825,
are as



RATES 

FOR SRIP�ENTS REIGHIYG 
(POU!DS.�----

1 - 1,999 
2 ,. 000 - more 

Volume or Truck.load 

PERCENT PROPO SEO 
___ IHCREASE _ 

15 
10 
5 (see NOTE A) 

ROTE A: Riniaum increase tvo (2) cents per cvt. 

ACCESSORUL RATES ABD CHARGES 
Q!_H.C, INTBASTAT�_!!!ll!£ __

Increase in accessorial rates and charges by 15%. 

JIRI!'ltl!! CHlRGES SCHJB!!.Li 

Increase in mini■um charges by 151 .. 
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The Commission by Order of December 19, 1977, suspended 
the rates, declared this matter a general rate case, and set 
the matter for investigati�n and hear ing. The Commission 
ordered that tbe .in-Yestigations and hearings in Dock.et 
No. T-825, Sub 224, and T-825 ,. Sub 225, be consolidated._ 

On November 18, 1q77, the North Carolina Textile 
!'Ian ufacturers Associ at:ion, Inc.,. f fled a protest and 
petition for suspension in Docket RO. T-825, Sub 22q, and on 
Dec ember 29, 1977, they filed a protest and petition for 
suspension, in ,Docket Ro. T7825, Sub 225. By letter of 
December 7 • 1977, Roger L. Schoening of Union Camp 
Corporation gave notice of intent to participate as a 
protestant in this proceeding.. on January 17 ,, 1978, the 
Public Staff gave notice of intervention in both Docket 
No. T-825, Sub 22q, and Docket Ro .. T-825, Sub 225. 

By letter of April 14, 1978 ,, the North Carolina Textile 
flanufacturers Association advised the Commission that· they 
did not intend to enter an a p pea rance at the hearing on the 
consolidated dockets, but that they wished to remain a party 
of record and wished to receive a copy of the Commissioti • s 
order vhen issued. 

The matter came on for hearing on April 19, 1978; at 9:30 
a.m., in the commission's Hearing Room, Dobbs Building,
Ral:eigh,, Horth Carolina. The Applicant notor carriers were
present and were represented by c ounsel. The Public ' Staff
was also present and r epresented by c ounsel. Ro other party
was represented by counsel.

B�fore any testimony vas 
Carriers moved to dismiss 
No� T-825, Sub 224, vhich was 

presented, the Applicant ftotor 
their application in Docket 
allowed by the Com:11ission. 

The Applicant Rotor carriers prese�ted the testimony and 
exhibits of the following Witnesses: Robert A. Hopkins, 
Secretary of the Rate Committee of the North Carolina 
Intrasta te General commodity carriers; Daniel fl. Acker of 
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the Cost and Statistical Depa r tment of Sout hern Plot or 
Carriers Rate conference; Charles A. ncGovan of the Cost and 
Statistical Department of the southern �otor Carriers Rate 
conference; Loy J. Foster, Fredrickson r!otor Express 
Corporation; w.o. Snavely, Vice President and Traffic 
�anager of Standard Trucking Company; Bruce Hooks, Assistant
Traffic Hanager of Routes and Rates of Thurston l'!otor Lines,
Inc.; and R.E. Fitzgerald, Vice President, Traffic, Estes
Express Lines. 

The Public staff presented the 
Dennis, staff Accountant; and Dennis 
IT. 

testimony of Geo r ge E. 
Sovel, Rate Specialist 

H.N. Hoofnagle, Super Plotor Lines, and K.W. Shaver, Dixie 
Trucking Co., testifiea as principally small shipme nt 
carriers on behalf of an increase i n  minimum charge 
shipment s, at the close of S taff testimony. 

Based u pon the record in this proc eeding, the testimony 
and exhibits i ntroauc ea at the hearing, and the entire 
r ecord, th e Commission makes the following 

FINDINGS OP F�CT 

1. That �oto r carriers of General Commodit ies, parties 
to the tariff pub lication, all of whom hold cer tificates 
from this co mmissio n for operating autliorit.y, are properly 
before this commissio n for an increase in their rates an d 
charges pursuant to Chapter 62 of th e General Statutes of 
North Carolina. 

2. That the total present Nor th Carolina in trastate 
issue traffic expenses vhich have been updat ed to current 
wage levels are $34,723,706 for the study carriers and 
appr oximately $47,566,721 for all carriers. 

3. Tha t the total prese n t North Carolina intrastate 
issue traffic revenues for all part icipating carriers are 
$42,149,322 and with an increase of $5,147,945, the proposed 
total an nual revenues for all participating carriers vould 
be $47,297,267. 

4. That the present operating ratio vith exp enses 
upaated for current vage costs is 112.85 per cent and the 
operating ratio which would be generated by the proposed 
increase in ra tes and charges for all carriers would b e  
100. 6 percent vhich i s  neither unjust nor unreasonable. 

5. That t he appropriate vay to distribute the additional 
revenues is to increase the revenu es in th e weight groups a s  
follows: 
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PRES EIIT 
.ll£R� 

ainimum Charge •••··••·•••••••• •••••••····•···••··· 51 
LTL or AQ rates applying on shipments weighing less 

than 1,000 lbs ·•·•·•·••••·••••••••·•··•·•·····••• 15.5,C 
LTL or AG rates applying on shipment s veighing 

1,000 lbs., or more but less than 2,000 lbs. ••• •• 16.61 
LTL or AQ rates applyin g on shipments: weighing more 

than 2,000 lbs. but less t han 5,000 lbs. ••••••••• 17.5,C 
LTL or AQ rates applying on shipments weighing 

5,000 lbs. or more •·•·•••·••·······••··•·•··••·•· 17.6,C 
-Volume or Truck.load rates •• •••·••···•·····•··•···· 7.31 

( SEE NOTE A) 

NO�E A - "inimum increase 2 cents per cvt. ACCESSORIAL 
CHAPGRS AHD ACCESSORIAL RATES on North Caroli na Intrastate 

Traffic: INCREASE all accessorial charges and accessorial 
rates by 5,C. 

EVID ENCE AND CONCLUSIONS POR FINDING OP PACT NO. 1 

The evidence for 
applica tion. The 
procedural, and 
con tested. 

th is finding comes from the verifie d 
finding is essentially i nformational, 
jurisdictional in nature and is not 

EVTDENCE AHD CONCLUSIONS FOB ?INDINGS OF FACT eos. 2, 3, & 4 

The Applica nt Carriers presented the t estimony of Dan iel 
�- Acker of the Cost and Statistical Department of Southern 
Kotor car rier s Rate conference and the testimo ny of Charles 
R. J'llcGovan also of the cost and Statistical Department of 
the South ern Plotor Carriers Rate Conference regarding cost
revenue comparisons on North Carolina intrastate traffi c a nd 
the need for additional revenue based on those comparisons. 

Applicants tes tified that the data used vas taken fros 
samples of North Carolina intrastate traffic movements of 
general commodit ies based on the experiences of the 
following seven cost study carriers: 

Estes Express Li n es 
Fredrickson "otor Express 
Old Dominion Freight Lines 
overnite Transportation Company 

, Pilot Freight carriers 
�tan dard Trucking company 
Thur ston ftotor Lines 

�r. Acker testified that the procedures used in gathering 
and processing of the traffic study data were de signed by 
Dr. w. Edwards Deaing, a noted sam�ling expert and 
consultant for the traffic study. He testified that the 
seven cost study carriers account for approximately 73'1 of 
the t otal actual general commodity revenue earned within the 
State of North Carolina for the test year 1976. 
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ACTUAL REVENUES AHO EXPENSES POR TBE TEST YEAR 

In �r. Acker•s Appendix DHA�6, Sheet 1, he shows that for 
the test year 1976, the cost study carriers realized actual 
North Carolina intrastate total expenses of $32,700,318 and 
earned actual revenues of $28,QBB,992, producing a composite 
operating ratio of 11�.78i. 

The Public Staff presented the testimony of George E. 
Dennis, Staff Accountant, and Dennis E. Sovel, Bate 
Specialist II, concerning the continuing traffic study .and 
the data generated from that study. !'Ir. Dennis testified 
that the Public Sta.ff audited the 1976 annual reports along 
vitb certa in books and records of the cost study carriers 
and determined that the basic data used in the automated 
traffic costing system vas reliable for the purpose of this 
proceed ing. �r. Dennis then testified that the Public staff 
had the computer traffic tapes furnished by the Rate Bureau, 
process ed through the Public Staff1s automated traffic
costing proqrams in order to determine that the programs had 
not been altered materially since the last general rate 
proceeding, that traffic costs determined through the Public 
Sta ff' s costing system match those furnished by the 
Applicant, and that the revenue-ei:pense comparisons 
tes tified to by the Applicants vere the same as those 
pro duced through the Public Staff's automated continuing. 
traffic/cost system. The Public Staff did not disagree vith 
the actual expenses and actual revenues for the test year 
197 6 presented by the .carriers. 

The Commission concludes that the cost study carriers• 
traffic/cost revenue data consisting of 73% of total Borth 
Carolina intrastate revenues is representative of total 
North Carolina intrastate general commodity traffic 
exp eriences for the test year 1976. The Commission further 
concludes that the actual operating ratio for overall North 
Carolina intrastate general coamodity traffic is 114. 1a,;. 

UPDATED REVENUES AHO EXPENSES 

Both carrier witnesses, Acker and ftcGovan, presented 
testimony concerning updating the expenses and revenues of 
the cost study carriers. Hr. PicGovan testified that the 
base year labor exp enses had been restated to the present 
pro forma level reflecting vage increases effective through 
August 31, 1977, but that nonlabor ei:pense s in the base.ye ar 
had not been updated. Pir. Acker shows in his Appendix DPIA-7 
that after updating the ei:penses through the wage cost 
analysis of the cost study carriers, the present total 
operating ei:penses are SJ.Q, 723,706. 

carrier witness Acker also testified that the revenues of 
the cost stud. y carriers were updated by rerating the North 
Carolina intrastate shipments by computer. This vas done by 
applying all the general increases ill rates and charges 
which have become effective subsequent to the date on vbich 
the shipment was originally- billed. l!r. Acker shows in his 
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Exhibit mu.-7 that after updating the actua.l reTenue levels 
to reflect intrastate rates in effect as of Bay 20, 1977, 
t he North Carolina intrastate general co■11odity cost study 
carriers• present traffic revenues totalled $30,769,005. 

The ,Public Staff did n ot take issue vith the carriers• 
operatin g expense updating. HoveYer, ltr. Sovel testified 
for the Public Staff that the carriers• method of updating 
the 1976 revenues vould simply provide present leYel 
revenues at 1976 traffic volume levels, but that the figures 
would not reflect any change in the traffic volu■e 
experienced in 1977. ftr. Sovel testified that this area of 
the carriers• calculations needed improving and that the use 
of more timely data vould appear to be the correctiYe 
measure necessary. 

The Commissio n concludes t hat the cost study carrier 
updated l ev el of Horth Carolina intrastate general co11111odity 
reve nues is $30,769,005 and that the updated level of the 
Horth Carolina intrastate general commodity operating, 
expenses is $34,723,706. The Commission fu rther concludes, 
based on cost study carrier updated revenues a nd expenses, 
that the operating rati o for all of Horth Carolina is 
112.B5ll. 

ADDITIONAL REVENUE GENER�TED BY IHCBBASE �HO RESULTING
OPERATING RATIO 

Plr. Acker testified for the carriers 1:ha t the .level of 
revenues to be generated by the proposed increases va s 
determined by applying the percentage increase requested in 
each weight grou p to each shipment included in that 
individual veigh t group, thereby generating sufficient 
revenue to produce a 100. 61 operating ratio. 

Tbe co11mission concludes that the additional issue traffic 
re venues requested by the cost study carriers would be 
approximately SJ, 758,000 (a s rounded by !'Ir. Dennis in his 
Exhibit Ro. 3-Revised), and that the a dditional reYenues 
requested for all of North Car olina intrastat e issue traffic 
expanded from the figure for the cost stud J carriers voQ.ld 
amount to approximately $5,147,945. This is calculated by 
dividing $3,758,000 by 73'.I. 

The Commission further concludes that the operating ratio 
vhich would be experienced as a result of the proposed 
increa se for all of Horth Carolina intrastate general 
commodity traffic would be 100. 61. This is the ratio 
requested by the Applicant c a rriers in this docket and the 
Commission concludes that such operating rati o is neither 
unjust nor unreasonable. 

EVIDENCE AND COHCLUSIOBS FOR FINDING OF PACT NO. 5 

The carriers 
their witnesses 
primarily upon 

in this applicat ion and in the testimony of 
indicated th at any increases should be based 

the cost/revenue rel ati onships a nd that the 



506 l!OTOR TRUCKS 

cost/revenue relationships justify the proposed increase in 
this case. The carriers proposed that the additional 
revenues should be distributed among the weight groups as 
follows producing operating ratios as indicated: 

WEIGHT GROUP 

�inimum Charge Shipments
Shipments Weighing:

1 - 999 lbs. 
1,000 - 1,999 lbs. 
2,000 - 4,999 lbs. 
5,000 lbs. and up 

Volume or. Tr ucJcload 

J OF 
REVENUE 
1!!£ll;A�1; 

15� 

15� 
151 
10� 
10J 

OPERA.TING 

RATIO 

8 q. 2 

95.6 
102.q
113.2
113.6

113.3 

Carrier witnesses also testified that other unspecified 
matters vere involved in determining t he proposed rate 
structur e. They testified that competition and operating 
costs played the dominant role in structuring the proposal. 
No documentation or statistical data such as t_raffic, 
cost/revenue studies, etc., w ere furnishea in order to 
substantiate the influence that competition had on the 
structure of the rate increases. 

Public Staff vitnesses, George Dennis and Dennis Sovel, 
criticized the m ethod in vhich the respondent carriers 
proposed to generate the ad ditional d ollars of revenue . 
They presented testimony support ing the allocation of 
iD.creased revenues upon cost/revenue relationships. Their 
testimony vas that the larger proportion of the additional 
dollars should be alloted to the traffic categories 
experiencin g t he highest operating ratios. The 'Public Staff 
testified that this allocation of revenues placed the 
additional revenue requirements on those shipment groups 
most respons ible for the net operating losses incurred by 
the carriers on intrastate traffic and would minimize the 
subsidization of the larger shipments by mi nimum charge 
shipments and other shipments weighing less than 2,000 
pounds. 

The 11ajority of the respondent carriers present at the 
hearing conveyed a desire to accept the Public Staff's 
proposal for the allocation of revenues. Tvo respondent 
carrier vitnesses. K.D. ShaTer. President, Dixie Trucking 
Company; and l!r. Hoofnagle. Sales Ranager for Super notor 
tines, opposed the alternative approach presented by the 
Public staff indicating that they needed at least some 
increase on the minimum charge category. 

The Commission, therefore. c onclud es that the appropria te 
means of allocating the additional revenue in this case is 
that shown below vith appropriate operating ratios. 
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FOB SHI��ENTS WEIGHIH9 
!inimua Charge ••••••·•••••••••••••••••••••·•••••••
LTL or AQ rates applying on shipments weighing less

than 1,000 lbs. ••·•·•·•••• •·• ••••••••·••••·•••••• 
LTL.or AQ rates applying on shipments weighing 

1,000 lbs., or more but less than 2,000 lbs. ••·•• 
LTL or AQ rates applying on shipments weighing more 

tha n 2,000 lbs. ,but less than 5,000 lbs� ••• · •••••• 
LTL or AQ rates applying on shipments weighing 

5,000 lbs • .  or more •••·•••• •••••••··••••••·•·••••• 
Volume or Truckload rates ................................. . 

507 

PRESENT 
r[CRElSB 

Sll 

ts. Sll 

16.611 

17.Sll

17. 6ll 
7. 3" 

(SEE HOTE A) 

IT IS, THEREFORE, OBDEBED: 

1. That Applicants' motion to dismiss their application
in Docke t Bo. T-825, Sub 22�, be, and the same hereby is, 
allowed. 

2. Tha t Appl ic;a nt.s shall make appropriate tariff 
publications to vithdrav and cancel all supplemental tariff 
publications, as shovn hereinabove £or the rates and char ges 
under suspension and inTestigation• in Docket Ho. T-825, Sub 
22q. 

3. That all supp;temental tariff publica tions, as shown
hereinabove, publi shing proposed increased rates, charges, 
and tariff adjustments under suspension and investigation in 
Docket No ... T-825, sub 225, be, and the same hereby ar e, 
d isalloved, and that A pplica nt.s sha ll ma.ke appropriate 
tariff publica tion s to cancel and vithdrav the involved 
t ariff matter. , 

q_ That the Applica nts be, and the same hereby are, 
authorized to increase their worth Carolina intrastate rates 
and charges applying on transport.a tion of general 
commodities, involved in this proceeding, as follows: 

XQg SRrPKENTS VErGHING 
Mimimum Charge .................... , .............................. � ...... .. 
LTL or AQ rates applying on shipments weighing 

less than 1,000 lbs . .......................................... .. 
LTL or AQ rates applying on shipments weighing 

1,000 lb� .. , or more but less than 2,000 lbs . ..... . 
LTL or AQ rates applying on shipments veig_hing more 

than 2,000 lbs .. but less than 5,000 lbs . .......... . 
LTL or �Q rates applying on shipments weighing 

5,000 lbs .. or more .......................................... . 
Volume or Truckload rates ................................. . 

PBESEHT 
INCBEAS E 

sx 

15. s,

16.611 

17.Sll 

17.611 
7 .3� 

NOTE A - Kinimu11 increase 2 cents per cvt.. ACCESSOBII\L 
CHARGES AND ACCESSORIAL RATES on Horth Ca rolina Intrastate 

Traffic: INCREASE all accessor ial charges and accessorial 
rates by 51. 
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s. That the increases are hereby approved and may become
effective after appropriate tariff publications in 
accordance vi th the co■m.ission • s Rules and Regulations 
governing the construction, filing ana posting of 
transportation tariff schedules, upon five (5). days• notice 
to the Commission and to the p ublic, from the effective date 
of this Order. 

6. That the tariff publications hereby authorized shall
be constructed in a manner so that all changes shall be 
included in a single table of class rates and are , 
therefore., not subject to further increases. 

7. That the proposed increases herein authorized for
application i n  connection vith all commodity rates as 
published may be increased by publication of an a ppropriate 
con versi on table of increased rates having application only 
on the commod ity rates, accessorial charges and accessorial 
rat.es. 

8. That the ·respondent motor co�mon carriers 
participating in the inTolved ta riff publication s  shall 
revise and rei ssue or require their respective tariff 
publishing agents to revise a nd republi sh their presen t 
genera l commodity tariffs so that all rates and charges 
contained in said tariffs vill be the rat.es a uthorized in 
this Order. 

9. That said revised and reissued tariff pnblications
shall be filed with the commission on regular statutory 
notice and shall be scheduled to become effective no later 
than October 1, 1978. 

ISSUED BY ORDER OP THE CONHSSION. 
This the 2nd da y of June, 1978. 

(SEU) 
BORTH CUOLI9l UTILITIES CO�NISSIOlf 
�nne L. Olive, Deputy Clerk 

DOCKET NO. T-825, SUB 233 

BEFORE THE BORTH CAROLINA UTILITIES CONNISSION 

In the fllatter of 
not.or CoJ1mon carrlers of Tobacco and ) 
various Specified Accessories - J 
Order of Suspe nsion Pending P'artheC' ) 
Investigation Regarding Proposed ) 
Increase in Rates and Charges, ) 
scheduled to �ecome Effective ) 
July s, 1978 l 

BY THE COftftISSIOI: By Order of 
July 3, 1978, Borth Carolin a Rotor 
Inc., A.gent (BCl!CA), Rale igh, Horth 
Freight Tariff No. 8-R, NCUC No. 116, 

·ORDER OP VACATIOII 
ARD ALLOWING PROPOSED
RATES TO BECONE 
EFPBCTIVE 

the Commission dated 
Carrier Associati on, 
Carolina, Local l!otor 
in full, containing 
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proposed incre ased rates applying o n  Horth Carolina 
i ntrastate transportation of unmanufactured t obacco and 
accessories used or useful in manu.fact uring, processing• 
storing, marketing, and tr ans porting tobacco or tobacco 
products scheduled to become effective Jt1.ly 5, 1978, was 
suspended and th e use and application deferred to and 
including �ti.gust 3, 1978. The suspension came at the 
request of the Public Staff for addit ional time to conclude 
its inYestiga tion. 

Ynvestigation and report of the matters involved herein by 
the Pt1.blic Staff revea1s that certain erroneous information 
has been furnished by t;he participating tobacco carriers in 
the filing of their state■ents of justification. The 
carriers cho se tO use four study carriers vhich &pplicants 
stated vere representative of handling 75i - as,: of all 
"green leaf" tobacco moYing in intrastate North Carolina 
commerce. Public Staff's in..-estigat ion reYeals that the 
four study carr�ers used represent approxi■ately 26.0I of 
the 1977 WCftCA Tariff 8 - Revenues. 

The information submitted by the fou r study can:ier group 
presents a composite , projected operating ratio of 95.361

for the Rorth Carolina intrastate transportation of the 
issue traffic. The Public staff has verified the statistics 
presented and fou nd the operating ratio projected to be 
reliable and reasonable. The Public staff report of its 
investigation shows that a survey vas taken for all of the 
motor carriers partici pants herein. It further shows that 
the projec ted annual revenue in crease, based on previous 
records, will be appro�imately $288,818.00. 

The Public Staff investigation shovs that, b ased on the 
fo u r  stud y group in.formation presented, there is an urgent 
need for allowing the rate rel ief being sought in this 
Docket. 

The Public Staff recognized that the four study carrier 
gro up is not: representative of the North Carolina i ntrastate 
onmanufactured t obacco transpor tation industry and requested 
tbP. Commission to require the carriers p articipating in this 
transportation to maintain their accounts and records 
adequately to furnish the Com■ission with information and 
data whereby the commission sh all be provided vith reliable 
information to sufficiently represent the indu stry as a 
whole. 

The Applicant has furnished the fomm.ission with affidavits 
certifying that a notice of the proposed i ncrease has been 
published in newspapers having general circula tion in North 
Carolina and that copies of this notice have been mailed to 
their shippers and/or consignees. 

No prote sts to the proposed increase have been received. 
1,etters in support thereof have been received from - Exp ort 
Leaf Tobacco co., rnc., Richmond, Virginia. 
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Upon consideration of the tariff filing, the Public Staff 
report, a nd the mat ter as a whole the Co11.111ission being of 
the opinion finds and concludes that the proposed 5% general 
rate increase involved herein is not unreasonable and should 
be allowed to become effectiTe upon five (SJ days• notice to 
the Commission and to the public; that the involTed cartiers 
shall maintain accounts and records, which vi-11 provide all 
the information necessary to support a general rate increase 
an a that the involved carriers be requirea to furnish the 
commission with information requested in the public Staff 
report, incl_uding but not limited to information covering a 
representative group of these carriers. 

IT IS, THEREPORR,· ORDERED: 

(1) That the Commission's order of Suspension in this 
no·cket d ated Ju:J.y 3, 1978, be, and the same is hereby, 
v a cated and set aside for the purpose of allowing the 
involved tariff schedules to become ef.fective as hereinafter 
pro vided. 

(2) That the publication authori:zed herein may be made
effective on five (5) clays' notice to the ·commissi on and to 
the public and shall otherwise comply vith th e C ommission •s 
Rules and Regulations governing the construction and filing 
of tariff schedule s. 

(3) That the Applicants in this proceeding be a nd t he 
same h7reby are reguired to follow the guidelines for 
preparing and su bmitting st.a tement s of justification i n  
future general rate incre ase application s as enumerated in 
the filing requirements of the Publi= Staff, attached hereto 
as Appendix Ro. 1 and made a part hereof. 

ISSUED BY ORDER OF TRE COIIIU'IISSION. 

This the 11th day of July, 1978. 

(SRAL) 

NORTH CAROLINA UTILITIES CO�l!ISSION 
Kath erin e fl. Peele, Chief Clerk 

NOTE: For the Filing Requireme nts (Appendix II, see the 
official Order in the office of the Chief Clerk. 

DOCKET HO. T-1138, Sub 3 

BEFORE TBE NORTH CAROLINA UTILITIES CO�HSSIOM 

, In the Ratter of 
Transit Homes, Inc. - Suspension and) FINAL ORDER AP'FIRftING 
Investigation ()f Pi;oposed Increase ) RECOflllENDED· ORDEF 
in Rates and Charges, Scheduled to ) ALLOWING RATE 
Bec ome Effective October 24, 1977 ) INCREASE 
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REARD IH: Co11mission Hearing 80011. Dobbs Building, 430 
11orth Salisbury street. Raleigh. Horth 
Carolina. on septeaber 22. 1978 

BEFORE: co■11issioner Edvard B. 
Coa■issioners Ben E. Boney. 
Sarah Linds ay Tate. Robert 
w. Winters 

Hipp. Presiding. 
ea1111ond • 
and John 

Leigh U. 
Fischbach. 

A PPURARCES: 

For the Applicant: 

Vaughan s. 
C apital Club 
27601 

Winbo rne. Attorney at 
Building. Raleigh. Horth 

Lav. 1108 
Caro lina 

For the Intervenors: 

Paul Lassiter. Assistant Staff Attorney. Public 
staff - Horth Carolina Utilities commission, 
P.O. Box 9g1, Raleigh. North Carolina 27602 
For: The Using and Consuming Public 

BY THE CO��ISSION: On Septe■ber 22• 1977, Transit Homes, 
Inc. (hereinafter referred to as Transit or the Applicant)• 
filed Local Yr eight. Tariff Ro. 9• which vould repl ace Tariff 
No. 8. The proposed tariff established tables of exact 
line-haul charges on individual movements according to the 
class, vidth, and length of trailer for mileage groups and 
proposed nev rules and changes in accessorial service 
charges. 

�il.!!lliQfil? 

1. The term 
transportation of house 
occupied o r  lived in, 
the owner. 

initial 11ove■ent describes the 
trailers that haYe never been 

and contain no personal effects of 

2. The term secondary mov eme nt describes the 
transportation of house trailers that ha•e been previously 
moved and generally do contain personal effects of the 
owner. 

The Commission, being of the opinion, tha t the proposed 
tariff affected the public interest, suspended the tariff. 
declared the matt.er to be a general rate case, instituted an 
investigation into the lawfulness of the tariff, and set the 
matter for hearing on !larch 22. 1978. 

�otion for Intervention 
Public Staff-North Carolina 
allowed by subsequent Order. 

filed January 9, 1978, by t he 
Utilities Commission - vas 
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Tbe matter came on for bearing 
Examiner Robert P. Gruber. All 
represented by counsel. 

as scheduled before Hearing 
parties vere present and 

Applicant offered the testimony of Jerry P. Sullivan, 
Assistant Vice President of Operations for Transit Homes, 
Inc. The Public Staff offered the testimony of Dennis E. 
Sovel, Rate Specialist II, Transpo rtatio n Division, Public 
staff, and James c. Turner, Acc ountant, Public Staff. 

on �ay 25, 1g79, a Recommended order was issued allowing 
"Transit Homes, Inc., Local Freight rariff No. 9, N.C. u.c. 
No. 9 in full." 

On June q, 19"'8, the Public Staff filed ten (10) 
Exceptions to Recommended Order, requesting oral argument 
pursuant to G.S. 62-78 (c), a nd that the effective date of 
the Order be stayed. 

On August 23, 1978, the Cot!lmission issu ed an Order setting 
the Exceptions to the Recommen ded order for oral argument on 
September 22, 1978. All parties ve re represented by counsel 
as name d above. 

Upon review of the entire record i n  this docket, the 
transcript of the hearing, the Recommended order of Kay 25, 
1q1e, the exceptions thereto and the oral argnmen t of 
counsel ., the C ommission adopts the Fi n dings of Fact and 
concl usions set forth in the Re commended Order. 

IT IS, THEREFORE, ORDERED as follovs: 

1. That Exceptions Nos. 1-10 filed June 9, 1978, by 
counsel for the Public Staff are hereby overruled. 

2. That the Recommended order allowing "Tra nsit Hom es, 
rnc., Local f'reigh t Tariff No. 9., N.c.u.c. No. 9 in full," 
dated !'lay 25, 1978, is here by affirmed in its entirety. 

ISSUED BY ORDER OF THE c·o,,rssroH. 

This the 5th day of October ., 1978. 

(SE AL) 

NORTH CAROLIN� UTILITIES co�nISSION 
Ka therine !I:. Peele, Chief Clerk. 
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DOCK�T HO. R-66, saB 82 

BEFORE THE NORTH CAROLINA UTILITIES CO�ftISSION 

In the �atter of 
Rail common Carriers - suspension and 
Investigation of Proposed Cancellation and 
Revisions in R ates on Brick or Tile Rav 

FORTH ER OR DER 
OH EXCEPTIONS 
FILED PURSU A.NT 
TO G.S. 62-76 �a terials Between Points in North Carolina 

HU RD IH: 

BEFORE: 

APPEARANCES: 

Commission Rearing Room, Dobbs Building, Secon d 
Floor, 430 North Salisbury Street, Raleigh, 
North Carolina, June 29, 1977, at 10:00 a.m. 

Chairman Tenney 
Commi ssioners Ben 
Leigh H. Hammond, 

I. Deane, Jr., Presiding,
E. 'Roney, Sarah Li ndsay Tate,
and Robert K. Koger

For the Respondent Railroads: 

Edvard s. Finley, Jr., Joyner & Rovison, 
Attorneys at Lav, P.O. Box 109, Raleigh, Horth 
Carolina 27602 
F'or: southern Railway system 

James L. Hove III, Attorney at Law, Souther n  
Railway System, P.O. Box 1808, Washington, n.c. 
20013 
For: Southern Railway System and North Carolina 

Railroads 

For the Protestant-Intervenor: 

Robert O. Klepfer, 
Isaacson 6 Klepfer, 
Box 3112, Greensboro, 

For the Commission Staff: 

Jr., Stern, 
A.ttorneys at 
North Caro l ina 

Rend l eman, 
Lav, P.O. 

Jane s. Atkins, Associate commission Attorney, 
North Carolina Utilities Commission, P.O. 
Box 991, Raleigh, North Carolina 27602 

BT THE CO!UHSSION: On .June 4, 1976, Southern Freight 
Tariff Bureau (SFTB) (Southern Frei ght Associatio n, Agent), 
1'51 Ellis Street, N.E., Atlanta ,. Georgia 30303, for and on 
behalf of rail car r iers operating in North Carolina, filed 
tariff sche�ules proposing to cancel the mileage scale rates 
in effect at that time and to publish revised mileage scale 
rates on brick or tile rav materials,. further described as 
crude earth suitable only fo r the manufacture of brick o r  
tile, as provided in Item 6185 series of SPTB Tariff 763-G, 
scheduled t o  become effective July 9, 1976. 
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On June 29, 1976, John L .. Ren dleman, Attorney, Stern, 
Rendleman, Isa acson & Klepfer, Attorneys at Lav, Greensboro, 
North Carolina, for and on behalf of Boren Clay Products 
Company, P. o. Box 368, Pl easant Garden, N orth Carolina 
27313, filei a Petition protesting the proposed changes in 
rates involved herein and requested the Com.mission to 
suspend the tariff s chedules and assign the matter for 
hearing. 

The Commission, being of the opinion that the proposed· 
chang es in cates was a matt.er affecting the public interest 
issued an Order in this docket dated Julv 7, 1976, 
suspending the proposed rates, instituted an inVestigation, 
an� set the matter for hearing. The hearing vas held in the 
Commission Library, Ruffin Building, One West Horgan Stre et, 
Raleigh, North Carolina, on Nov ember 5, 1976, before He aring 
P.xaminer Wilson B. Partin, Jr .. 

On January 13, 1977, the R espondent Railroads fi1ed a 
brief in this docket and on January 14, 1977, Attorneys fo r 
the Protestants filed their bri ef in this matter. 

On April 4, 1977, a Recommended Order gran ting. the rate 
increase was issned. 

On April 19, 1977, A.ttorneys for Protest ant, Boren Clay 
Products Company, filed exceptions to the Re commended Order 
granting t he rate increase and reguest ed the opportunity for 
oral argument b efore the Commission upon these exce ptions. 

On �ay 24, 1977, the commission issued an Orde r in this 
docket setting the exceptions to the Recommended Order for 
oral argument on June 7, 1977, which was subsequently 
assi5ned before the Commission on June 29, 1977. All 
parties were present and vere represented by counsel as 
named hereinbefore. 

Although the revised rat's as proposed by the rail 
carriers in this proceeding cover a wide range o f  mileage 
scale rates, the Commission finds only on e movement actually 
involved, based on the testimony in this case, which is the 
mov ement for Boren Clay Products Company from Boren Si ding, 
North Carolina, to Roseboro, North Carolina. 

Uhile the Commission recognizes that it may be difficult 
to determin e the exa ct costs involved in the movement of one 
particular commodity, vithin a specific state or region, it 
finds that the rail carriers have fucnished cost data in 
regard to the shipments in question tending to justify the 
increasetl rates as proposed. 

Also, in this resoect it is found when comparing the rates 
on sand or gravel with the proposed rates on brick or tile 
ra w mate rial (crude earth) that the proposed rate on the 
only known movement of brick or tile raw mat erial invo lved 
in this proceeding will remain one cent per ton le ss than 
like shipments of sand or gravel when handlecl in similar 
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equipment,, at the present Ex Parte level of rates. Under 
these circumstances the Commission fails to find any undue 
discrimination in the proposed rates. 

After further hearin g on exceptions, before the 
Commission,, and upon review of the entire record in this 
docket, the transcript of the hearings ,, the Recommended 
Order of April 4, 1977, and exceptions and assignments o f  
error thereto, and the arguments of counsel, the commission 
is of the opinion,. finds and so concludes that the 
exceptions filed by counsel for and on behalf of Protestant 
on ipril 19, 1977, should be overruled and that the 
Recommended Order issued by the hearing examiner should be 
affirmed. 

IT IS, THEREFORE, ORDERRD: 

( 1) 
April 
Boren 

That exceptions numbered one through 10 filed 
19, 1q11, by counsel for and on behalf of Protestant, 
Clay Products company, are hereby overruled. 

(2) That the Recommended order Granting Rate Increase
:dated April ll, 1977, is here by affirmed. 

(3) That the r evised rate schedules on brick or tile rav 
materials vhich became effective on April 4, 1977, by virtue 
of the expiration of the period of suspension specified in 
the Commission's Order dated Jnly 7, 1976, shall be 
continued in effect unless otherwise authorized by the 
Commission. 

ISSUED BY ORDER OF THE CO"MISSION. 

This the 2nd day of August, 1978. 

NORTH CAROLINA UTILITIES COMMISSION 
Kath erine H. Peele, Chief Clerk 

(SUL) 

Commissioner Ripp did not participate. 

DOCKET NO. R-66, SUB 87 

TIEFORE THE NORTH CAROLINA UTILITIES COMMISSION 

In the Matter of 
Rail common Carriers - suspension and 
Investigatidn of Proposed Increase in 
Rates and Charqes, (X-343), Scheduled 
to Become Effective November 31, 1977 

ORDER DISMISSING 
APPLICATION WITHOUT 
PREJUDICE 

HEARD IN: Poom 213, Dobbs Building, l.l30 North Salisbury 
Street, Raleigh, North Carolina, on Tuesday, 
10 January 1978, at 9:30 a.m.. 
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BEFORE: 

RAILROADS 

Commissioners John w. Winters, Ben E. Roney,
and Leigh H. Kammond 

APPEARANCES: 

For the Applicant: 

James L. Rove III, P.O. Box 1808, Washington, 
D.C.

Albert B. Russ,. Jr., P.O. Box 27581, Richmond, 
Virginia 23261 

For the Public Staff: 

Paul Lassiter, Assistant Staff Attor ney, Public 
Staff - North Carolina Utilities Commission, 
P.O. Box 991, Raleigh, North Caro lina 27602 
For: The Using and Consuming Public 

Foe th e A.ttorney General: 

Richard L. Griffin, Associate Attorney General, 
P.O. BOE 629, Raleigh, North Carolina 27602 
For: The Using and consuming Public 

BY THE CO"MISSION: On 11 October 1977 Southern Freight 
Tariff Bureau (SFTB}, 151 Ellis Street, N. E., Atlanta, 
Georgia 30303, for and on behalf of the rail. carriers in 
North Carolina, filed a tariff schedu le proposing an 
in crease of approximately five percent (S,;) in rates 
applicable on North Carolina intrastate shipments sc h eduled 
to become effective 30 November 1977 and designated as 
follows: 

supplement Ro. S-3 t o  Tariff of Increased Rates and 
Charges X-343. 

The Commis sion, being o f  t he opinion that this matter 
affected the public interest, entered an order in Docket 
No .. B-66, Sub 87, dated 24 October 1977, which suspende·d the 
effective date of the above-11.en tion ed tariff schedule for a 
period of 270 days, instituted an inve stiga tion into and 
concern ing the lawfulness thereof, an d directed ·the 
Applicant-Respondents to co•ply vith commission Rule 
R1-17(b) (12) and a ssigned the 11atter for hearing on 
10 January 1978. 

Notices of 
1977 by the 
respectively. 

Intervention vere filed on 9 and 12 Dec ember 
Attorney General and the Public staff, 

on 15 December 1977, the Attorney General filed a �otion 
to dismiss the Application. A like �otion, incorporating by 
reference the arguments of the Attoruey General, vas filed 
on 16 December 1977 by the Public Staff. On 3 January 1978, 
t h e  carriers filed a Reply. 
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The ■atter came on for hearing as scheduled before 
Commissioners Winters and Boney, the parties haYing 
stipulated that co■■issioner Hammond vould read the record 
and partici�te in the decision. The Co■11ission beard 
argument on the Attorney General's and Public Staff's 
lfotions to Dis■iss, which were taken under a dvisement and 
were reneve� at the close of the carriers• case and at the 
close of all the eTidence. 

Upon consideration of the !lotions to Dis■iss and the Reply 
thereto, and taking official notice of its records in Docket 
Nos. R-66, Subs BO and 83, the co■mission concludes that the 
Application herein, consisting of the proposed tariff 
schedul.e a n3. supporting data contain ed in the testimony and 
exhibits of the carrier vi tne sses, sho uld be dis■issed. 
Thi s is so for the following reasons: 

1. On � January 1977 in Docket No. R-66. Sub 83, the 
ra i l  common carri ers filed for a fo ur percent (4,C,) r ate 
increase, based upon data for the ca lendar year 1976, vhich 
vas allowed effective 19 Dece■ber 1977 by order of the 
Interstate Commerce Commission (ICC) issued 18 No vember 1977 
in Docket Ho. 36581. The instant filing is based upon the 
same data for the sa■e year. 

2. On 29 September 1977 the Ice issued i ts order in 
Docket No. 36Q78 a lloving the rail carriers to put into 
effect, as of 31 October 1977, a seven percent (7�) rate 
increase appli cable on North Ca rolina shipments, an increase 
vhich had been denied by order of this Coamis�ion issued 
21 Octob er 1916 in Docket No. R-66, Sub 80. 

3. Non e of the financ ial data filed by the carriers in
thP. instant Application contain s pro forma adjust11ents fo r 
the effects of the seven percent (71) or the four percent 
(4i) rate increases cit ed above. The data do, however, 

contain adjustments for alleged increases in exp enses since 
the end of the c a lendar year 1976, which is the test yea r 
upon which the four percent (4%) rate increase was 
previously denied. 

The Commis sion is of the opinion that to seek cumulative 
rate increases based upon what is in effect the same data is 
to abuse the test p eriod concept. An old test period 
updated by adding nev expen ses is  a poor substitute for a 
nev test period based on actual expe rience. That such 
experience inc ludes known r evenue increases occ urring up to 
the time of hearing should go without saying. 

This Commissi on has repeatedly a dmoni shed the rail common 
carriers to presen t affirmative evidence as to rate base, 
rate of return, and revenue an d expense separations so that 
ve may render i nformed decisions in matters invo lving 
intrastate rates� Once again in this do cket, however. the 
carriers have subm itted data from which it is i■possible for 
the commission to determine the level of earnings und er 
present or propo sed rates and t herefore whether the tariff 
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in question is just and reasonable. !Jpon such a record the 
Commission ha s no choice but to dismiss the App1ication .. 

IT IS, THEREFORE, ORDERED as follows: 

1. That the Application of the Rail common Carrier s  for
an increase in rates and ch arg es, X-343, sche duled to become 
effective 30 November 1977, be, and the same is hereby, 
di smissed without prejudice. 

2. That the request for proposed findings and 
conclusions on the 
hereby, rescinded. 

merits in this matter be, and the same i s  

ISSUED BT ORDF.R OP THE COPU!ISSI0H. 

This the 30th day of January, 1978. 

(SEAL) 

NORTH CAROLINA UTILITIES COft�ISSION 
Katherine !'!. Peele, Chief Clerk. 

DOCKET NO. R-66, SUB 93 

BEFORE THE NORTH CAROLINA UTILITIES COllfltISSION 

In the !'!atter of 

Rail common carriers - suspension and 
Investigation of Proposed Increase in 
Rates and Charges (X-349), Sch eduled 
to Become Effective July 21, 1978 

OB DER ALLOWING RATE 
IHCRUSE OF 21 ON 
GENERAL FREIGHT AHO 
4� OR COAL 

HEARD IN: 

HEARD ON: 

BEFORE: 

APPE-.RAHCRS: 

commission Hearing Room., Dobbs Building, 430 
North Salisbury street, Raleigh, North Carolin a 

Tuesday, September 26, 1978, at 9:30 a.m. 

Commissioner Edvard B. Hipp, Presiding; and 
Co11missioners Robert Fischbach and John w. 

Winters 

Por the Respondents: 

Odes �- Stroupe, Jr., Joyner & Howison, P.O. 
Box 109, Raleigh , Jorth Carolina 27602 
Por: North Carolina Railroads, Southern Railway 

Company, and Norfolk Southern Railway 
Company 

James L. Hove III, Southern Railway 
P.O. Box 1808, Washington, D.c. 20013 
For: Horth Carolina Railroads, Southern 

Company, and Norfolk Southern 
company 

System, 

Railway 
Railway 
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Albert B. Russ. 3r •• 
Rai1road Company, 3600 
Richmond, Virginia 

Seaboard Coast Line 
West Broad street, 

Por: Horth Carolina Railroads and Seaboard 
Coast Line Railroad Co■pany 

Por the Intervenor: 

Paul Lassiter , Staff Attorney, and Steve Kozy, 
Staff Attorney, P.O. Box 991, Raleigh, Rorth 
Carolina 27602 
Por: The Public Staff and the Using and 

Consuming Public 

BY TBE COfttUSSIOH: This ■atter arose upon the filing 
vith this com•ission by Southern Freight Tariff Bureau 
(SFTBl, 15 Elli s St.reet, !J.E., Atlanta, Georgia 30303, on 
June 16, 1978, for and on behalf of rail carriers in North 
Carolina, of a tariff schedule proposing an increase 
(approximately 21 on co■11odities generally, and 

approximately Ill on coall in rates and charges applicable on 
North Carolina int rastate rail shipments scheduled to become 
effectiYe July 21, 1978, designated as follows: 

SPTB Tariff of Increased Rates and Char ges, 
X-Jqq, Supplement No. S-13, thereto in full.

The commission, being of the opinion that this is a matter 
affecting the public interest, by Order dated July 11, 1978, 
sus pended the proposed increased rate s, declared this matter 
to be a general rate case under G.s. 62-137, ordered that an 
investigation be conducted into and concerning the 
lawfulness of the tarif f schedule suspended, and set this 
matt.er fo r hearing in the Hearing Roo.11. of the commission, 
Dobbs Building, 430 North Salisbury Street, Raleigh, North 
Car olina, on Tuesday, September 26, 1978, at 9:30 a.11. On 
September 5, 1978, Notice of Intervention vas filed by the 
Public Staff of the North Carolina Utilities Commission 
pursuant to N.C.G.S. 62-15(d). 

't'be Applicants at thi� t ime offered testimony of R.D. 
Briggs, Assistant Director, Commerce, aarketing and Planning 
Division , southern Bailvay system, Washington, D.C. 20013. 
�r. Briggs testified that the railroad s need additional 
revenues to cover increased operating costs, rep lenish 
working capital, and absorb higher replacement and 
retirement costs, in order to purchase, 11aintain, and 
o perate the systems so as to continue t o  serve the public. 
He testified generally that operating eEpenses and capital 
outlays had increased for the Class I rail e3.rriers in the 
South a nd that the railroads in his opinion vou ld not lose 
traffic to other carriers beca use of the request.ea increase 
but, to the contrary, would experience an increase in  
ability to provide good service vhich can only be maintained 
by �roper fundin g and legitimate rate increases to meet 
increasing costs. ftr. Briggs thereafter offered eEhibits to 
illustrate por tions of his testimony. 
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John K.. Boza, Research Analyst, Research Department, 
Southern Preight Association, 1920 L street ,. N. w., 
wasbington, n .. c., vas presented and offered testimony on 
behalf of the railroads operating in Horth Carolina, in 
support of their request to increase freight rates and 
charges by 21: to offset cost escalations occurring since the 
last general increase. l'!r. Boza stated that cost 
escalations incurred by the principal railroads operating in 
North Carolina subsequent to g� B�!!g 343, vere $79.9 
million, vhic h exceeds the e stimated revenue yi eld for said 
carriers at the present rate level, and in fact justifies a 
rate increase of almost 5%, although the railroads are only 
seeking 21. Plr. Boza further vent on to detail with 
testimony, exhibits, and individual items representing the 
$79.9 million co st escalation. He offered te stimony and 
exhibits reflecting a listing of all Class I and Class IT 
railroads, switching and te rminal companies  operating within 
the State an!l the total miles of line operated by these 
railroads, and t he proporionate percentage of such mileage 
operated in this State. He stated that cost escalations 
could, in his opinion, affect the financi al condi tion of th e 
railroads and their ability to provide modern facilities to 
mee t North C�rolina•s and the Nation's transportation needs, 
if additional revenue is not immediately forthcoming. Re 
indicated that for the 12-month period ended �arch 31, 1978, 
the principal railroads operating in North Carolina had 
realized a rate of return of 7.20% on net investments 
systemwide. He fu rther stated that, in his opinion, this is 
an inadequate rate of return. �r. Haza indicated that 
rising costs have been e1:ceeding rising revenues in recent 
years, although much has been done b y  North Carolina 
railroad s to improve their efficiency. !'Ir. Hoza further 
inaicated t.hat, in his opinion, operating rat ios had lit tle 
r elevance to profitability or financial condition of 
rai lroads. �r. Boza also offered testimony and exhibits 
relatiYe to capital expenditures, sour ces of working 
capital, changes in fin ancial position, equipment 
obligations, ratio of assets to liabilities, ratio of net 
railway operating income to gross income, employee 
compensation trends, and trend in prices of materials and 
supplies of principal railroads operating in North carolina. 

R .. A. Robb, Commerce Statistician in the Accounting 
Department, Office of Assistant Comptroller, Southern 
Railway company, Washington, D.C. 20013, was presented and 
offered testimony that Southern Railway company and Norfolk 
Southern Rai lway Company are part of the Southern Railvay 
System and that said companies are losing money on Horth 
Carolina intrastate operations. �r. Robb indicated that the 
Luckett formula, previously approved by the North Carolina 
Utilities Commision and the North Carolina Supreme court and 
used for separating North Carolina interstate and intrastate 
expenses, vas revised in 1974 in conjunction with a study 
program undertaken by Southern Railny Company and the Nort h 
Carolina Utilities Co■mission Staff. He further indicated 
that the accuracy of the Luc�ett formula has, in his 
opinion, been improved beca use the formula nov uses cars 
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originated and ter■in ated in lien of tons originated and 
terminated and that gross ton miles are n ow used instead of 
revenue ton miles, vith loaded and empty cars having been 
added to the formula. nr. Robb further indicated, vith 
regard t:'o the principal Class I railro a ds operat ing within 
the state of Korth, Carolina for the year 1977, that, vithout 
exception in every case, there is no rate of return inasmuch 
as there is a deficit in earnings. Sr. Robb then indicated 
that on the basis of a pro foraa adjustment for all rate 
increases applied for to the pres ent date, the rate of 
return for Southern Railway Company would be approximately 
,. 631, and for Norfolk southern Railway company, 
approxima tely 1.Q7J. ftr. Bobb indicated t hat the deficit on 
intrastate freight in North Carolina di d not surprise hi11 
inasmuch a s  there vere 11ore hand.lings concerned vith 
intrasta t e  traffic and that, normally, lover-rated traffic 
moved intrasta·te. Final!}', ftr. Robb offered exhibits and 
testimony shoving the ra te base and the separati on of 
reve nues, expenses, rent, an d taxes. 

George ft. Gallamore, Comm erce Officer, seaboard Coast Line 
Pailroa d company, 500 water Street, Jacksonville, Florida 
32202, vas presented and offered testimony as to cost 
escalations incurred by seabo ard Co ast Line Ra ilroad Co ■pany 
which necessitated immediate increase in revenues in order 
to allow the seabo ard Coast Line to continue t o  provide the 
qu ality of servic e that it is now providing to the residents 
and citizens of North Carolina. 

The Public staff of the Horth Carolina Utilities 
Com■ission offered the testimony of J. Phillip Lee, Rate 
Specialist and Sp ecial Investigator , Transportati«?n 'Rates 
Division of the Public Staff, North Carolina Utilities 
commission, Post office Box 991, Raleigh, Rorth Carolina 
27602. �r. Lee offered testimony and exhibits vhich listed 
the rail carriers operating in t he state of Horth Carolina 
and shoved the operating revenues, expenses, and operating 
ratios within the State of North Carolina for the years 1971 
through 1977. nr. tee indicated that operating ratio s for 
1q77 were b etter than those for 1976 and that these 
operating ratios s hoved a steady increase. �r. Lee a dmitted 
in his testimony that these operating ratio figures do not 
reflect expenses for interest on loans, corporate bonds, 
dividends paid to shareholders, tax accruals, or rents and, 
therefore, they do not necessaril y reflect the carriers' net 
profits or losses, nor the net return. �r. Lee indicat ed 
that, in his opinion, the increase sought by the carriers 
vas not justifie d because the operating ratios were ■ore 
favorable for 1977 than for 1976 and the carri ers had failed 
to show substantial need. 

The Public Staff of the North Carolina Utilities 
Commission next offered the testimony o f  George E. Dennis, 
staff ;\ccountant vith the Public Staff, 430 North Salisbury 
Street, Raleigh, North Carolina 27602. rir. Dennis offered 
testimony and exhibits indicating the operating ratios of 
the principal railroads operating within North Carolina, 
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indicating that the operating ratio vas 90.Sj for these 
three carriers, vhile they had a rate of return of 6.17S. 
Witness Dennis indicated that the Public Staff objected to 
the manner in which the principal railroads derived North 
Carolina ex�enses before application of the Luckett formula 
and indicated, in his opinion, the Luckett formula should be 
applied to the total system expenses of the carriers so as 
to provide more accuracy than historical ratios developed by 
the railroads. P!r. Dennis :finally indicated that he could 
give no opinion as to vhat a reasonable rate of return would 
be. 

Based on the testimony given, the exhibits presented and 
the evidence adduced, the Commission makes the following 

FINDINGS OF F�CT 

1.. That the common carriers participating in the ta r if f  
schedule under suspension in this proceeding are subject to 
regulation by the commission and are properly before the 
commission vith respect to such r ates and charges through 
the representation of the southern Rate Tariff Bureau. 

2.. That the railroads' method of separation of system 
expenses and North Carolina expenses in th e appl ication of 
the Luckett formula is reasonable in light of the record in 
this case and the present r equirements o f  the Commission 
Rule Rl-17 (b} (12) g. 

3. That the approximate, rateable 
railroad property used and useful, devoted 
traffic in North Carolina, is $36,462.00. 

portion of the 
to intrastate 

4. That the rate of return for southern Railroad Company
on its portion of said property devoted to intrastate 
service in Rorth Carolina vith said rate increase vould be 
1.631 and the rate of r eturn of Norfolk Souther n Railroad 
Company on its said investment in intrastate servi ce vould 
be 1.47i:c:: that said rates of return are representative as 
study railroads f or the applicants and ar e not a sufficie nt 
rate of return on the property devoted to service in North 
Carolina .. 

5. That the proposed 21 increases in general rates and
charges and 41 increase in coal rates will compensate the 
railroads for their increased expenses and will allow a more 
reasonable rate of r eturn on thei r North Carolina 
inv est11ent. 

6. That the intrastate rates and charges in effect by
the railroad companies in North Carolina in September 1978 
vere not suffic ient t o  prodnce revenu e adequate to provide a 
fair, reasonable, and just rate of return on property 
committed to intrastate use, used and useful in producing 
revenue. 
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7. That the increase in intra.state rates and charges for
the railroads set out in their application dated June 16, 
1978, in this uatter is necessary at this tiue to afford the 
railroads a fair return on their property used and useful in 
connection vith their intrastate operations in North 
Car olina. 

8 ... That inflation in many phases of intrastate com•on 
carrier operation has actually affected the operating ratios 
of 'Respondents. 

9. That the co1111.on carriers participating in the tariff
s chedules under suspension in this proceeding are subject to 
regulation of this commission and need the additional 
revenues which vill be produced by the filed increase in  
their rates and  ch arges to earn a rate of return which vill 
produce a fair profit under G.S. 62-133(b) (4). 

CORCLUSIORS 

The rail carriers in this proceeding have carried the 
stat utory burden of proof to show from mate rial and 
substantial evidence that their present rates and charges on 
intrastate .freight rates are not sufficient to permit them 
to continue to offer adequate and efficient transportation 
service to the public under said tariff. 

N.C.G.S. 62-133 requires that this Commission give aue
consideration to, among other factors, the fair value of the 
public utilities• property used and useful in providing t.he 
service rendered to the public within this State, the 
utilities• estimated revenue under the present proposed 
rates, the utilities• estima tea. revenue opera.ting expenses, 
and, thereafter, requesting this Commission to fix a rate of 
return on the fair value of the proper ty as vill enable the 
pub lie utilities by sound management to produce a fair 
profit for its stockholders. consiaering changing economic 
conditions and other factors as they then exist to maintain 
its facilities and services in accordance vith the 
reasonable requirements of its customers and the territory 
covered by its franchises and to compete in the market for 
capital funds on terms vhich are reasonable and vhich are 
.fai't' to its customers and which are fair to its existing 
investors. 

The Commission con cludes that Respondents h ave shown a 
need for additional revenues that the proposed increase vill 
produce, that the proposed increases a re not excessive, and 
that the suspended tariff schedule shoul d be allowed to 
become effective. 

While the Commiss ion does not conclude that the formula 
and method used in making the separat ions in this case 
reflect, to a certainty, accurate resul ts, the Commission 
does conclude that the carriers have, in good faith, 
attempted to modify said formula and methodolo gy to reflect 
more accurate results and' the Cotunission advises and anjoins 
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the Respondents herein to continue such efforts; however, 
the Commission concludes that the evidence, when considered 
in light of the circumstances in this case, demonstrates 
tha t the intrastate operations of the carriers by rail 
operating within the State of North Carolina do not produce 
sufficient revenues ta provide a fair rate of return for 
such operations. 

The Publi= Staff has presented studies in its Proposed 
order fl.led after the close of the hearing which vould 
indicate a need to conduct further investigations into the 
method of applyi ng the Luckett formula on intrastate rail 
tra ffic in North Carolina. The proposed modifications of 
the formula are presented in general t erms without 
application of data to show the results of such proposed 
modifications. The Luckett formula is the result of an 
authorization for a formula by the North Carolina Supreme 
court in Utili,tie§. Commission v. Cha.!!!!!2.n ru!ll:§., Ing_., 259 
N. c. 449 (1963) • and h as been gene rally recognized by t he 
Commission in Role R1-17 (b) {12) g. The commission concludes 
that modifications in the application of the formula should 
be considered in separate rule-making procee�ings. 

The Public staff made a verbal request during the 
cross-examination of rail vi tness Robb that the rai lroads 
supply the Public Staff with a copy of t he ICC Bail Form A 
prepared for internal use in thei r Interstate Commerce 
Commission rate cases. Ruling on the request was deferred 
at that time on objection of the railroads as to 
confidentiality. proprietar y limitations, an d materialit y .. 
The Public Staff completed i ts case without reliance on said 
Rai l Form A and without re newa l of its reguest. The 
Proposed order of the Public Staff seeks an Order of the 
Commission for th e railroads to supply said Rail Form A 30 
days from the date of the order in this case. The 
Commission concludes th at utility rat.es are a subject of 
continual surveillance in North Carol ina, and the commission 
treats t his Proposed order as a request for cont.inned 
surveillance of the rail rates approved in this case for the 
purpose of further investigation b.y the Public Staff and 
allows the �at.ion. without prejudice to the railroads' offer 
of such Rail Form A under any rights of conf identiality 
vhicb may appl y to the ICC form. The Public Staff vould 
have the right at any time to petition for appropri·ate 
rule-making proceedings to reviev the Luckett formula based 
upon such data as mig ht be applicable from said Form A. 

IT IS, THEREFORE, ORDERED: 

1. That the Order of Suspension in this docket dated 
July 11, 1978, be and the same is her eby vacated and set 
aside for the purposes of allowing the tarif f schedules as 
amended to become effective; 

2. That publications authorized
one day• s notice to the Commission and 
all other respects, shall comply 

her eby may be made on 
the pub lie but, i n  
vit h the rules and 
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regulations of the commission governing 
filing, and posting of tariff schedules; 

525 

construction, 

3. That upon publication hereby authorii:ed having been 
aade, the investigation in this 11atter be discontinued and 
this proceed ing and the sa■e is hereby discontinued; and 

4. That the applicant railroads supply the Public staff 
vith their latest ICC Rail For■ � within 30 days of the date 
of this Order. 

ISSUED BY ORDER OP THE COBftISSION. 

Tliis the 16th day of October, 1978. 

NOFTH CAROLINA UTILITIES co��ISSIOH 
katherine ft .• Peele, chief clerk 

(SEAL) 
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DOCKET RO. RU-102 

BEFORE THE NORTH CAROLINA UTILITIES co��ISSION 

In the ftatter of 
Piling of nevised Tariffs by Western Union 
Telegraph Company for Approval of Certain 
Adjustments in its Rates and Charges 
Applicable to Intrastate Telegraph Service 

RECO!'tHENDED 
ORDER APPROVING 
RATE 
ADJUSTMENTS 

RE�RD IN: 

BEFORE: 

APPEARANCES: 

The commission Rearing Room, Dobbs Building, 
430 North Salisbury street, Raleigh, North 
Carolina, on August 22, 1978 

Wilson B. Partin, Jr., Hearing Examiner 

Por the ipplicant Western Union Telegraph Company: 

John R. 
Attorneys 
Carolina 

Jordan, Jr., Jordan, norris and Bake, 
at Lav, P.O. Box 709, Raleigh, Hort h 

John H. Scarce, Asso�iate 
Union Telegraph companv, 1828 
Washington, n.c. 20036 

For the Public Staff: 

counsel, Western 
L. Street, N.W., 

Paul L. 
- N orth
Box 9 91, 

Lassiter, Staff Attorney, Public Staff 
Carolina Utilities Commission·, P. o. 
Raleigh, North Car olina 27602 

PARTIN, REARING RXAKINER: On Karch 6, 1978, the Western 
Union Tele graph company (Western Union) filed revised 
tariffs vith this Commission to increase its rates and 
charges for Telex Service, Teletypewriter Exchange Services 
(TWX), and Teleprinter c omputer services (TCSJ in North 

Carolina. Wes tern Onion propos ed to make the requeste d rate 
a djustments effective on and after April 15, 1978. on April 
12, 1978, the Commission issue d an order declaring Western 
Union• s filing to be a general rate case, suspende d the 
revised tariffs for a period of 270 days from the proposed 
effective date, a nd set the matter for hearing beginning on 
August 22, 1978, at which time it vas heard and con:::luded. 
Western Union vas directed by the Commiss ion t o  p ublish, in 
newspapers having general coverage in its serYice area, the 
Notice of Hearing attached to the Com.mission's order of 
April 12, 1978, 45 days in advance of the hearing. Western 
Union presentea evidence of such publication at the hearing 
(Western Union Ezhibit A). Additionally, the commission 
directed Western Union to mail to each of its subscribers 
the Notice of Reari ng attache d to the Commissi on• s order of 
April 12, 1978, approximate ly 45 days in advance of the 
hearing. Western Union pre sented evidence of such mailing 
at the hearing (Western Union Exhibit 8). 
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The Com.mis sion's order of April 12, 1978, provided for 
intervention by other parties, the filing of testimony by 
Western Onion, intervenors, protestants, and the Public 
Sta ff.. During the hearing, Western onion presented evidence 
supporting its proposed rate revisions a nd the Public Staff 
p resented evidence concerning Western Onion's proposed rate 
revisions, return and cost allocation proces s. No other 
parties intervened in the proceeding nor appeared at the 
hea ring in support of or in opposition to the proposed rate 
revisions, at the end of the hearing the application vas 
taken under a dvisement.by the Hearing Examiner .. 

POSITION OP THE PA.RTIES 

Western Union witness R .. E .. Hubley testified th at Western 
Union applied for the rate a djustments to generate 
additional revenues to help offset increa sed costs in labor, 
construction, and capital areas; to reflect cost and revenue 
relationships to a greater e-xtent; to improve the rate of 
return on investment in North Carolina; and to improve the 
competitive status of the Telex and TWX services with 
certain competing telephone company services. Western Union 
also sta ted that to maintain rate unif ormity on a n  
interstate and int rastate basis, it vas filing the same rate 
revisions in all the other states an a. the District of 
Columbia matching those interstate rate adjustments filed 
December 1, 1977. vith the Federal communications Commission 
(FCC) which became effective on August 10, 1978. 

According to the evidence filed by the 
proposed intrastate rates for Ror�h Ca rolina 
a n  annual increase in gross revenues of 
$47,386 .. ftr. Hubley testified that the 
changes a re as f ollows: 

R�.te Mileage 
Up to and 

QYfil In£1!!.gj.!J.9' 
0 - 50 

50 - 11 0 
110 - 185 
185 - 280 
280 - 400 
400 - 550 

TWX service 
Two Point connections 

Inter exchange 

Charge 
for Each 
ftinute or Rate_l'tilea.9e 
Fraction Up to and 

Thfil:�.Q.f!_ OV�! l!!£1!!ding 
$. 20 0 - 40

• 25 41 - 124
• 30 125 - 355

• 35 356 - 550
• 40
• 45

Company, the 
would p roduce 
approximately 

proposed rate 

Charge 
for Each 
l'linute or 
Fraction 
The !:�Qf!_ 

$. 30 
.40 
.44 
.48 

*On collect calls add $ .. 25 to t he total charge computed.
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PRJl§ENT: 

When t he Rate 
l'lileage Between 
the Tvo Exchanges 
Farthest Apart rs: 

Op to and 
�!�� !nclyQin�

0 50 
50 110 

110 185 
185 280 
280 4 00 
400 550 

TELEGRAPH 

TWX Servi ce 
Conferen ce Connections 

Interexchange 

•chargg: Per ffinute_or_Praction Thereof
Between the Tvo

Exchanges Farthest 
Ap art and Including 
One Station in Each 
gf 'l'hese E xchangg§_ 

$. 30 
.40 
.45 
• 55 
.60
.70

For Each 
Additional Station 

B egardless of 
Loca tiQ!L __ _ 

$.20 
.25 
.JO 
.35 
.40 
.45 

•on collect calls add $.25 to the total conference charge
computed. 

no 'P.Qfil;] : 

When the Rate 
l'lil eage Between 
the Two Excbanges 
Farthest A.part rs.;_ 

Op to and 
Q!,g.t Incl!!fil:!!JJ 

0 
41 

125 
356 

40 
124 
355 
550 

•charge Per ninute_or_Fraction Thereof
Bet ween the Tvo 

Exchanges Farthest 
Apart and Including 
one Station in Each 
of These Exchang�§� 

$. 45 
.60 
.66 
.72 

For Each 
Additional Station 

Regardless of 
____ Lo cation ___ _ 

$.30 
.40 
.44 
.48 

•on coll ect calls add $. 25 to the total conference charge
computed. 

In a ddition to the changes reflected above. Western Union 
proposed increases in the TllX-TCS-TWX usage charge from 25¢ 
per minute to 34¢ per minute. increases i·n the 
Telex-TCS-Telex usage charge from 1.75¢ per 1/10 minute to 
2.25¢ per 1/10 minute , increases in the TVX tv�point local 
connections (same exchange) charge an d the TWX conference 
local connections (same ex change) charge from 15¢ per minute 
to 20¢ per minute. and a change in the Telex usage rate from 
7 pulses per minute to 9 pulses per minute. (Each pulse is 
recorded individually and is billed at 2.5¢. Thus, the 
effective usage charge is being increased froa 17.5¢ per 
minute (7 x 2.5¢') to 22.5,t' per minute (9 x 2.Si;t).) 

!'Ir. Reilly, A'e stern Union's cost an d return witness, 
presented evidence shoving North Caro lina int rast ate average 
original cost net investment rate base, operating revenues 
and operating revenue deduction s  for the tvelve months ended 
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June 30, 1q77_ rtr. Reilly's testimony shoved pre-tax net 
operating revenue of $41,828 for total Bort h Carolina 
intrastate operations and a 3.0 percent pre-tax rate of 
return. !'Ir. Reilly then shoved t hat adjus ting this data for 
knovn changes, vithout benefit of the proposed rate charges, 
pro duces a pre-tax net operating revenue of $2,369 for total 
i ntrastate Horth Carolina operations for a pre-tax rate of 
return of 0.2 percent. Adjusting this data to take into 
account the proposed rate changes would improTe the overall 
pre-ta JC rate of return in North Carolina to 3.5 percent. 

Pub lie Staff 

The Public Staff presented tvo witnesses at the hearing, 
Leslie c. Sutton and E. Thomas Aiken. 8r. Sutton presented 
testimony concerning the results of his investigation 
regarding the appropriateness of the apportionment of 
Western Union•s operations between the interstate and 
intrastate jurisdictions. rtr. Sutton conducted an extensive 
investigation of Western Union's allocation 8etbodology and 
testified that the results of such investigation indicates 
that western Union has been consistent in its application of 
the methodology to North Carolina operations when compared 
to all 49 jurisdictions in which West ern Union operates. 
Further, !Ir. Sutton applied Western Union's methodology to 
total system operations and obtained Horth Carolina 
intcastate investments, expense and revenues. l'!r. Sutton 
testified that the results he obtained indicated a 3� 
pre-tax rate of return for western Onion's Horth Carolina 
operat ions, a result ve ry similar to that obtained by 
Western Union. Although ftr. Sutton testified that he 
accepted the Western Union methodology as an acceptabl e 
allocation procedure, he stated that one problem he found 
with the methodology is that it does not necessarily 
allocate the actual intrastate inv estments and expenses to 
North Carolina nor the other jurisdictions . 

�r. Aiken testified that he examined the records of 
western Union for the twelve months ended June 30, 1977. 
ftr. Aiken developed net operating income for return, before 
income taxes, for the test year ended. June 30, 1977, under 
present rates and also as adjust ed in Western Union's 
prefiled testimony. !Ir. Aiken also presented an average 
original cost net investment base for the peri od enied June 
30, 1977. nr. Aiken testified that th e North Carolina 
re turn on average orig inal cost net investment, after 
vestern Union's adjustments including the effect of the 
proposed rate changes, would be 3.32 percent pre-tax and 
1.63 percent after inco■e taxes. 

PINDI NGS OF FACT 

The evidence filed by the Public 
essentially reach the same results. 
which relies on the evidence of both 
results of intrastate North Carolina 
year end ing June 30, 1977, vith 

Staff and Western Union 
The following table, 

parties, summarizes the 
ope rations f or the test 

adju stments for known 
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changes as well as for additional revenues expected from the 
proposed rate changes: 

EFFECT OF PROPOSED RATE REVISIONS 
ON INTRASTATE NORTH CAROLINA OPERATIONS 
___ !gB_ALL SERVICES (IN TROU§AEQ2L __ _

TEST YEAR ENDED JOHE 30, 1977 

Average Net 
Investment 
Rate 

TEAR 

ENDING 

UIJ!LII 

Base $1,412 

Operating 
Revenues 742 

Expenses 701 

Net ·operating 
Income 41 

Pre-Tax 
Return 
on Rate 
Base 

ADJUST
ftENT 
POR 
KNOWN 
CHARGES 

$ --

3 

42 

(39) 

6/30/77 
.B,!;ll!!EY 

$1,412 

745 

743 

2 

PROPOSED 

ADDITIONAL 
REVENUE 
l\DJUSTPfENTS 

3 

44 

RESTATE
MENT 
INCLUDING 
PROPOSED 

CH!H..!iiL_ 

792 

746 

46 

Actual revenues were adjusted to reflect t:1.riff cev1.s1.ons 
occurring during the test year. Expenses were adjusted to 
reflect increased labor and payrJll costs under union 
contract provisions and increased depreciation rates 
becoming effective at interim dates after the start of the 
test year. Adjustments of these types are normal and the 
Commissi on finds them proper in this case. 

The record shows that after adjustment, inclu ding the rate 
increase requested, Western Uniori' s prospective net 
operating income before taxes on its intrastate operat ions 
in North Caro lina will be approximately $1l6,000, vhich when 
applied to the projected intrastate rate bas e of 
approximately $1,412,000, will equate to a 3.0 percent 
pre-tax rate of return. Considerinq this evidence, the 
Commission finds that the rate change s proposed by Western 
Onion will not result in a rate of return vhich will be 
excessive for Western Union's intrastate operations in North 
Carolina. Consequently, the Commission is of the opinion 
that Western Union's proposed r ate revisions should be 
granted, effective for service rendered on and after nctober 
1, 1978. 
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CONCLUSIONS OF L�W 

Based on the foregoing findings of fact and the record in 
this �roceeding as a whole, ve conclude that the proposed 
ratE revisions will not pro'ride reve nues vhich vould result 
in an excessive rate of re turn on investment for Western 
Union• s intrastate North carolina operations, and thus 
should be granted. 

IT IS, THEREFORE, ORDERED: 

1. That Western Union's rate revisions are hereby 
approved and western Union is authorized to implement the 
rate adjustments as filed for in this case for its 
intrastate North Carolina services. 

2. 
this 
and 
date 

That Festern Union shall file tariff schedules wi th 
Commission, vhich sha 11 c onform vi th those presented 
approve3 in this proceeding and shoving an effective 
as herein ordered. 

J. That the rates and charges authorizea in this order
shall be effective for service rendered on and after :>ctober 
1, 1978. 

ISSUED BY ORDER OF THE COft�ISSION. 

This t:he 25th day of September. 1978 .. 

NORTH CAROLINA OTILrrIES co"nISSIOH 
Kat:herine �- Peele, Chief Clerk 

(SEAL) 
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DOCKET NO. P-89, SUB 12 

BEFORE THE NORTH CAROLINA UTILITIES tOHHISSION 

In t.be Platter of 
Petition by Certain Stockholders for 
Assistance - Ra-Tel Company, Inc., 115 East 
Anderson Str�et, Selma, North Carolina 

) RECOH•ENDED 
) ORDER 
) TRANS PERR ING 
) FRANCHISE 

and ) 

) 
Petition by Coastal Carolina communications, 
Inc., a North Carolina Corporation, for 
Approval to Operate the Authority of 
certificate No. P-92, Radio common carrier, 
Held by Ra-Tel co■ pany, Inc. 

) 

) 
) 

) 

) 

HEARD. IN: 

BEFORE: 

APPEARANCES: 

Commission Hearing Room, Dobbs Building, 430 
Nor th Salisbury street, R:tleigh, North 
Carolina, on 'Febru ary 28, 1978, at 9:30 a. 111. 

Hearing Examiner Antoinette R. Mike 

For the Applicant: 

Vaughan s. Winborne, Attor ney at Lav, 1108 
Capital Club Building, Raleigh, North Carolina 
27601 
For: John Aske w, Wilson Jiggs Broadwell, and 

Coastal Carolina Communications, Inc. 

For the Intervenor: 

Dwight w. Allen, Assistant Commission Attorney, 
North Carolina Utilities commission Public 
Staff, P. o. Box 991, Raleigh, North Carolina 
27602 
For: The Using and consuming Public 

WIKE, HE�RING EXAKINER: By Petition filed on December 19, 
1977, Wilson Jiggs Broadwell and John B. Askew, owners of 
50,t of the stock of Ra-Tel company, Inc. (Ra-Tel), a radio 
common carrier holding certificat e No. P-92 iss ued by this 
Commission, requested that the franchise now held by Ra-Tel 
be cance_llei!, revoked, or transferre:1; tha t proper steps be 
taken to provide service to the pu blic pending action by the 
Commission or other regulatory bodies; or, in the 
B.l ternative, that the franchis e be ordered transferred upon 
such terms as are reasonable and proper t o  protect the 
public interest . 

By separate Petition also filed on December 19, 1977, 
Coastal Ca rolina Communications, Inc. (Coastal Carolina), a 
radio common carrier holding certificate No. P-126 and 
having as its principal stockholders P. Hut.son Roady, Jr., 
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and John B. Askew, requested that it be authorized 
directed to assume operational control of Ra-Tel and 
facilit ies and, if feasible, to purchase the franchise 
equipment of Ba-Tel on such terms and conditions a s  
reasonable. 

533 

and 
its 
and 
are 

The Public staff filed No tice of Intervention on 
January 4, 1978. By order issued January ta, 1978, the 
Commission consolidated the foregoing Petitions for hearing 
on February 14, 1978, requiring that a copy thereof b e  
served on the Respondent, Lynwood Williams, ovner of the 
remaining so,; of Ra -Tel stock, and copies be proTided to 
each existing subscriber of Ra-Tel. 

Upon ftotion of 
Communications, Inc., 
February 28, 1978. 

counsel for Coastal Carolina 

the hearing was continued until 

The matter came on for hearing vith all parties present: 
Respondent represented himself; Petitioner s vere represented 
by counsel.. !!r. Villia■s, vho testified a t  the outset, 
denied having any control over Ra-Tel, except for owning 
certain properties, and stated that he vas not opposed to 
the granting of t he relief sought in the Petiti ons. 

The bearing thereupon vas recessed, and the Petitioner and 
Respondent returned vith the f ollovinq stipulation. 

"The first provision of that 3tipulation is that any 
property vhich is in the exclusive p ossession of l!!r. 
Rilliams, including any radios, parts or other material, 
whe ther previously owned by Mr. Williams, Ra-Tel corporatioll 
or tbe other st ockholders, shall become the exclusive 
property of nr. Williams, with the exception tha t any 
corporate records that are still in existence in !!r. 
Williams• possession will be delivered within 15 days to �r. 
Askew following receipt or issuance af the commission order. 
That if Mr. Willia■s or nr. Askew are unable to get tog ether 
wit hin that 15 day period that nr. Williams, by the 15th day 
of that period will take the corporate records to the 
transmitter site and leave them there. 

11Tbe second provision is that Mr. Williams agrees to 
release and quit claim to Ra-Tel corporation al l dial-in 
facilities as well as whate ver interest he may have in th e 
tover [and any equipment located at the tow er site] and 
customer he1d equipment. 

"�dditionally, l'lr. Williams agrees to transfer back to the 
corporation his stock interest in Ra-Tel corporation. 

"l'lr. Askev assn mes all outstanding obliga lions of Ra-Tel 
Corporation and ag rees to hold ftr. ijilliams harmless in 
connection with claim thereto, including the obligation on 
the lease of the lover site .. 
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HAnd provision number 3: That !'fr. Broa dwell and !'Ir. 
Askew are agreeable and hereby stipulate to transfer all 
their interest in Ra-Tel Corporation to Coastal Carolina and 
that Coastal Carolina agrees to operate and provide adequate 
radio common carrier services pursuant to the certificate of 
convenience and necessity pr eviously held by Ba-Tel 
corporation. 

"That !'Ir. Williams acknowledges and hereby agrees that h e  
has n o  claim against Ra-Tel corporation, Hr. Askew o r  
Coastal Carolina. And that Ra-Tel Corporation, Askew, 
Broadwell and coastal Carolina acknowledge t hey have no 
claims a gainst !'Ir. Villiams." (Transcript pp. 36-38) 

It vas also agreed that immediately upon receipt of the 
Commission Is order in this docket Coastal Carolina would 
seek FCC approval of the transfer, vhich !!r. Williams vould 
not oppose. 

In connection with the stipulation, the Petitioners moved 
that they be granted temporary ooerating authority pending 
issuance of a final order. Such aut hority vas granted by 
Order of the Commission issued ftarch 1, 1978. 

l\lso testifying at the hearin g were Leon Powell, an 
employee of the Johns ton County Health Department, vhich 
uses facilities of Ra-Tel, and P. Hutson ftoody, Jr., 
President of coastal Carolina communications, Inc .  

ftr. Powell described r ecent service problems regarding the 
system and expressed the hope that an agreement between the 
parties would soon be reached. !!r. l'toody de scribed his 
corporation's experience in the radio comm on carrier f'iel d 
and his plans for upgrading the Smithfield area operations. 

Based upon the testimony of the foregoing witnesses, the 
stipulation entered into at the he:iring, and the entire 
record in this proceeding, the Hearing Examiner makes the 
following 

FINDINGS OF PACT 

1. That Ra-Tel company, Inc., is a North Carolina 
corporation and the holder of certificate No. P-92 issued by 
this commission for operations as a radio common carrier in 
the Selma, Ho rth Carolina, area. 

2. That the stock of Ra-Te l is held a s  follows: 
Lynwood Williams, 25% by John B. A.skew, and 25" by 
Jiggs Broadwell. 

so� by 
Wilson 

3. That a stockholders• dispute over operat ional con trol 
of Ra-Tel has been deadlocked due to the percentage 
distribution of ownership. 

q. That as a result of said dispute Ra-Tel has not
provide d adequate service to the public. 
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5. That Coastal Carolina Communications. Inc., is a 
Marth Carolina corporation and the holder of Certificate 
No. P-126 issued by this Commission for operation as a radio 
common carrier in other areas. 

6. That the principal stockholders of Coastal Carolina 
are P. Hutson ftoodJ, Jr., and John �- Askev. 

7. That with the approval of the nonoperational 
stockholders of Ra-Tel, Coastal Carolina i s  ready, villing, 
and able to provide radio common carrier seryice under the 
franchise formerly granted to Ra-Tel. 

e. That the stockholders of Ra-Tel have entered into a 
stipulation, set forth above, regarding their interests in 
the corporation and its property. 

Whereupon, the Rearing Exa ■iner reaches the fol loving 

COHCLDSIOHS 

All of the e'fidence in this matter indicates that the 
tr ansfer of certificate No. P-92 is ju stified by the public 
convenience and n ec essity. The evidence further indicates 
that not only the public interest but also the interests of 
the individual parties vill benef i t  from the agreeaent which 
is part of the record herein and from a transf er of 
cer tificat e No. P-92 pursuant thereto. The Hearing Exaainer 
therefore con cludes t hat the franchise repre sented by 
certificate No. P-92 shoul d be transferr ed froa Ra-Tel 
Company, Inc., to Coastal Carolina Communications, Inc., 
upon the terms and conditions set forth in the stipulation 
of the parties. 

IT IS, THEREFORE, ORDERED as follows: 

1. That radio common carrier Certifi cate Bo. P-92, and 
all rights and obligations associated therewith, be, and is 
hereby, transferred from Ra-Tel company, Inc., to coastal 
Carolina Communications, Inc .. , pur su:1.nt to th e terms and 
conditions contai ned in the stipulation set forth above an d 
incorporated herein by reference. 

2. That Coa stal Carolina Communications, Inc., file, 
within 30 days of the effective date of this order, a report 
of compliance with the stipulation entered into the record 
herein. 

3. That Coastal Carol ina Communicat ions, Inc., comply 
vith all rules and regulations of this commi ssion with 
Lespect to radio common carrier operations. 

ISSDED BY ORDER OP THE co""ISSION. 
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This the 3rd day of nay, 1978. 

(SE AL) 
NORTH CAROLINA UTILITIES CO!!ISSION 
Katherine ll. Peele, Chief Clerk 

DOCKET HO. P-40, SOB 146 

BEFORE THE HORTH CAROLINA UTILITIES CO!!ISSION 

In the Platter o f  
llerger of Norfolk Carolina Telephone Company 
Va Tel Corp., a Wholly-owned Subsidiary of 
United Teleco11munications, Inc. 

and ) 
l 
l 

ORDEB 
APPROVING 
!ERGER

BT THE COllPIISSIOH: On October 27, 1977, Norfolk Carolina 
Telephone Company (Korfol k Caro lina) filed a Petition vith 
this commission seeking authorization for a merger whereby 
Va Tel C orp. (VA Tel), a vholly-ovned subsidiary of united 
Telecommunications, Inc. (Un ited), would be ■erged into 
Norfolk Carolina, with the result that Norfolk Carolina 
would be the surTiving corporation, United would become the 
owner of all the outstan ding co■mon Stock of Norfolk 
Carolina, and former holders of Norfolk Ca rolina's Common 
Stock would receiYe 1.1 shares of United c ommon Stock for 
each share of Norfolk Carolina com·lllon Stock forme rly held. 

The Co■mission ba s given con sideration to the Petit.ion, to 
the Schedules and Exhibits a tta ched thereto and supplied in 
supplementa l  filings, and to the AffidaYit of R-"• Alden, 
President of United. The commission having further 
considered its o fficial t:ecords, documents and i:eports on 
file ma kes the following 

FINDINGS OF FACT 

1. Norfolk Carolina is a public service coapany 
incorporated under the laws of the commonwealth of Virginia, 
duly domesticated in Horth Carolina, and is engaged in the 
own ership and opera tion of fa cilities for telephone 
communication . It serYes approximately 41,000 telephone s  in 
eastern North carolina and approximately 12,600 telephones 
in the Cities of Chesapeake and Virginia Beach, Virginia. 
Norfolk Carolina is regulated by the Federal Co•munications 
Commission, the state corporation commission of Virgini"a and 
by this Com.mis sion. 

2.. Va Tel is a publ ic service company in corporated in 
Virginia a nd is a wholly-own ed subsidiary of United. Va Tel 
was created for t he s ole purpose of engaging in the ■erger 
with Norfolk Carolina. 

3. O'nited is a K"ansas corporation and is a holding
co■pany owning substantial interests in a nuaber of 
telephone operating companies throughout the United States , 
includin g other syste■s in the State of North Carolin a. 
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"• By its Petition, Norfolk Carolina seeks approYal of 
the ■erger of Va Tel into llorfolk Carolina and of the 
transa.ctions associated therewith, as set forth in the "Plan 
of Reorganization and Agree■ent of Berger" dated October 3, 
1977, attached to the Petition as Schedule A and the 8Plan 
of nerger of Va Tel corp. into Norfolk Carolina Telephone 
Company," attached to the Petition as Exhibit 1 to 
Schedule A. consu■mation of the ■erger is contingent upon 
approval by this coaaission, the state corporation 
Co■mission of Virginia (vhicb approval has been grantedl , 
and the Federal co■monications co■■ission, as well as the 
affir■ative Yi:>te of the holders of more than 2/3 of the 
com■on Stock of llorfolk Carolina. I special aeeting of 
stockholders of !lorfolk Caro lina has been called for 
Tuesday, February 7, 1978, to consider and act upon the Plan 
of !lerger. 

5. On January 9, 1978, the record date for the 
aforementioned stockholders• ■eeting, Norfolk Carolina had 
the following shares outstanding: 

Common 
6% Preferred 
11-1/2� Preferred 
121 Preferred

700,200 
e, soo 

15,000 
1 o, 000 

Upon effe=tuation of the merger, as more fully described 
in the Plan of llerger, United will become the owner. of all 
780,288 shares of Norfolk Carolina common Stock, for which 
shares Unite:i vill issue to the present holders of Norfolk 
Carolina common stock shares of the com■on stock of United 
at the rate of 1.1 shares of Un ited Common for each share of 
Rorfolk Carolina Common. ovnership of Norfolk Carolina's 
Preferred Stock vill  not be affected by the proposed merger. 

6. In the period from late Ray through August of 1977,
several offers to acquire all of Norfolk Carolina's Common 
Stock in tax-free exchanges of stock vere ma de by 
Continental, United and Central Telephone and Utilities 
Corporation ("Central")• The Norfolk Carolina Board of 
Directors initially accepted in principle an offer by 
United. This offer vas vithdravn after Norfolk Carolina 
communicated to Un ited certain dovnvard adjustments in toll 
settlements. A revised United offer subs equently vas 
accepted in princ:i ple by the Norfolk Carolina Board. After 
this acceptance, Continental reinstated an earlier offer. 
on August 31, 1977, a meeting of the Board vas convened to 
review United• s and Continental •s proposals. Based on the 
respective closing prices of $20-3/4 and $16-3/8 of a share 
of Co11aon Stock of United and continental on August 30, 
1977, the d ollar Yalue of United's 1. 1 to 1 offer vas $22.83 
and of continental's 1.4 to 1 offer vas $22.93. lt that 
meetin g the Board, among other things, reviewed various 
sta tistica.1 data as to United and Continental. It also 
considered the degree of difficulty and the length of ti■e 
which might be required to obtain necessary governaen1:al 
approvals for each·proposed merger and the possible effect 
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of any material aelay on Norfolk Caroli na. After 
consideration of the relevant matters the Board deter■ined 
that United•s offer re■ained in the best interests of its 
Stockholders and voted to reaffirm its earlier acceptance of 
this offer. 

7. Wheat, First Securities, Inc., and 8.oseley, 
Hallgarten & Estabrook, Inc., have acted as financial 
advisors to Norfolk Carolina and haTe advised the Board of 
Direct ors of Norfolk Carolina that, in their op1.n1.0n, the 
ratio of eirchange of 1. 1 shares of United common Stock for 
each share of Norf olk Carolina Common Stock is fair and 
equitable to the Common Stockholders of Norfolk Carolina 
from a financial point of viev. A copy of their opinion 
appears as Annex IV in the Proxy st ate■ent and Prospectus 
provided to the Commission .. 

8. .!lerger Effect on Norfolk Carolina customers - The 
■ore significant area of concern to the Co mmission relating
to the proposed Plerger is the effect it 11a y have on the 
present and future customers vhich will be served by the
surviving company, Norfolk Carolina ..

quality of service rendered by 
completely satisfactory per 

level of the quality of this 
last general rate case of 

P-40, Sub 141 ,, order dated
this date bee n completely 

The recent past and curr en t 
Norfolk Carolina h as not been 
Commis sion s tandards. The 
service vas recognized in the 
Norfolk Carolina (Docket No. 
Plarch 1, 1977) and has not at 
corrected. 

In contrast to this level of service,, United Telephone 
company o f  the Carolinas and Carolina Telephone and 
Telegraph Co., both owned by United Telecommunications ,, the 
company desiring to acquire Norfolk Carolina, have 
acceptable and satisfactory levels of service. 

Norfolk Carolina in recent years has experienced 
difficulty in selli ng securities both debt and equity in 
quantities an d at reasonable cost leTels needed to finance 
its upgrading and expansion needs. This problem has been 
partially caused by the size of the co11panf an d the fact 
that the Co.11.pany•s common equity securities haYe not been 
widely held resulting in a very narrow and thin warket 
exposure. This situation should be improTed after the 
proposed !erger,, United the parent vill supply the equity 
capital and debt financing should be more readily available 
vith the assi stance of the parent co■pany. 

While no changes in local management is planned 
immediately ,, overall operating policies and procedures vill 
be shaped bf corporate personnel whic h formulates these 
items for all of United's affiliates. As per R.ft. Alden's 
affidavit dated Dece■ber 3 ,, 1977, he indicates that over a 
period of tvo years , "•anagement functions ,, above the first 
level� and particularly treasury and accounting functions,, 

will be moved to United•s North Carolina subsidiary Carolin a 
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Telephone �nd Telegraph co. located in Tarboro, R.c.

Day-to-d ay 11.an age■ent policies vill b e  su bstantiall:r those 
of C arolin a Tel and Tel." Also, ftr. Alden co■mits United to 
continue the ongoing service i■proyement progra■ of Rorfolk 
Carolina. 

ftr. Alden, President of United, also states in the 
affidaYit tht worfolk Carolina vould utilize the serYices 
of United Syste■s SerTI.ce, Inc., a wh olly-owned subsidiary 
of United ., vhich provides certain managerial, financial, 
legal, technical, professional and miscellane ous serYices to 
United•s operating subsidiaries and to its regional groups. 
These serYices should improve the operations and quality of 
serYice to customers of Horfolk Carolina. The serYices 
would be rendered on a cost basis. other subsidiaries of 
United ?HY proYide ■aterials and supplies to Borfolk 
Carolina at or belov co■petitive ■arket prices. 

CO!CLUSIONS OP LAW 

1. G.s. 62-110 and G.S. 62-111 o f  the Pu blic Utili ti es
Lav of Korth Carolina require authorization of the 
Commission for the merger of public utilities corporations 
furnishing service in Horth Carolin a. 

2. The Co■mission concludes that from a reviev and study 
of the Appli cation, i ts supporting data a nd other 
information in the co■■iss ion•s files, that the merger and 
transactions proposed in the Plan of fterger are justified by 
t he public convenie nce and nece ssity. Further, the 
commission concludes that the transactions proposed i n  the 
Plan of �erger and as set forth in the Petition and in th e 
accompanying Schedules and Exhi bits are: 

(a) for lavful objects wit hin the corporat e purposes of 
Norfolk Carolina;

(l:1) compatibl e with the public interest; 

(c) necessary and appropri ate and are consistent with the
performance by Norfolk Carolina of its service to the
public in R orth Carolina; and

(d) vill not impair t he ability of Norfo lk Carolina to 
perform i ts servic e in Horth Carolina.

IT rs. THEREFOBE, ORDERED 
company be peraitted and is 
following: 

that Norfolk Carolina Telephone 
hereby authorized to do the 

1. To c-onsu11•ate the plan of Reorganizati on and 
Agreement of fterger as contained in the Application in 
Docket Ro. P-40. sub 1116, filed on October 27, 1977. by 
virtue of vhich Uni ted vill acquire all of the outstanding 
voting Common stock of Norfolk Carolina. 
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2. To enter into a Service Agreement vith United. System
ser vic e, Inc., a vholly-ovned subsidiary of unit ed and to 
purchase materials and supplies from the Supply Division of 
North Electric, another wholly-owned subsidiary of United. 
Th e purchases of these services are to be at cost and the 
mat erials an:i supplies at or below the p rice regularly 
available on the open market from a reliable source. 

3. To file in duplicate vith this Commissio n, with in a 
period of thirty (30) days following the completion of the 
t ransact ions authorized herein, a verified report of actions 
taken and transactions consumma ted pursuant to th e authority 
h er ein granted, such report to include copies of the journa 1 
entries to be ente red on Norfolk Carolina Is general books of 
account recordi ng the transactions in connection with said 
Agr eement. 

4. Nothing her ein conta ined shall be construed to imply
any guarantee or obl igation as to stock, debentures, 
w arrants, bonds, notes or interest thereon, on the part of 
the State of North Caro lina. 

5. That this proceeding be and the same is continued on
the docket of the Commission without day, for the pui-pose of 
rec eiving the report as hereinabove provided and nothing in 
this order shal l  be con st rued to depr ive this Commission of 
its regulatory authority under law. 

ISSUED BY ORDER OP THE COftOISSION. 

This the 24th day of January, 1978. 

(SEU) 

NORTH CAROLINA UTILITIES COftftISSION 
Katherine H. Peele, Chief clerk 

DOCKET NO. P-1O, SUB 369 

BEFORE THE NORTH CAROLINA UTILITIES COftftISSION 

In the r!atter of 
Application of central Telephone Company f or J ORDER SETTIRG 
an Adjustment of its Rates and Charges in J RATES AND 
i ts Serv�ce Area within North Carolina J CHARGES 

HEARD IN: 

BEFORE: 

The City council chambers, city Ball, Hicltory, 
North Carolina, on October 27, 1977, and the 
Commission Hearing I' oom, Dobbs Building, 
Salisbury street, Raleigh, North Carolina, on 
October 31, 1977, through November 2, 1977 

Commissioner 
co11mi ssion ers 
Hipp 

Robert Fischbach, Presiding, and 
Sarah Lindsay Tate and Edvard B. 
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APPEARANCES: 

For the Applicant: 

James I!. Kimzey, lCim.zey and 511.ith, Attorneys at 
Lav, Wachovia Bank Building, Box 150, Haleigh, 
North Car olina 27602 

Donald W. Glaves, Ross, Hardies and O'Keefe, 
one IBI! Pla-za 3100, Chicago, Ill in ois 60062 

For the Intervenors: 

Jane s. Atkins an d Paul L. Lass iter, Assistant 
Staff Attorneys, Public Staff - Horth Car olina 
Utilities Commission, P. o. Box 991, Raleigh, 
North Carolina 27602 
For: The Using and consuming Public 

BY TftE CO!!!!ISSION: On June 20, 1977, Central Telephone 
company (here inafter some time s referred to as Central, the 
Applicant, or the co mpany) filed an application vith Mthe 

Commission for a uthority to adjust and increase its ra tes 
and charges for telephone service in North Carolina t o  
become effective on servi ce rendered on and after July 22, 
1977. The Applica nt filed testimony and exhibits along vith 
and in su�p ort of its application. 

By Order issued July 19, 1977, the Commission set the 
ma tter for investigation, de cla red the 11.atter to be a 
genera l rate case, required public notice, suspended the 
prop osed rates, and set the mat ter fo r hea ring for October 
11, 1977, at 9:00 a.11. in the City Council Chamber, city 
Ball, Hickory, North Carolina, and for October 12 throug h 
14, 1977, at 10:00 a.m. in the :ommission Hearing Roo11., 
Dobbs Building, Raleigh, North C arolina. The Order also 
established the test period for the proceeding a s  the 12-
month peri od ended December 31, 1976. 

By �otion of August 18, 1977, th� Applicant moved that 
Donald w. Gla ves and Bri an O'Conn or of Ross, Hardies, 
01KEefe, Babcock and Pa rsons, a lav firm in Chicago, 
Illinois, be permitted to appear on be half of the company as 
its a tt orneys in the above docket.. On September 9, 1977, 
the Publ ic Staff filed Notice of Intervention. By Orde; of 
September 12, 1977, the commission a lloved Donald W .. Glaves 
and Bria n O'Connor to appear an d r epresent central Teleph one 
company in this pr oceeding .. Also, by Order of September 12, 
1977, the Commissi on rec ognized the interventi on of the 
Public staff. on Se ptember 23, 1977, cen tral Tele phone 
company filed corrections to its rate filing. 

By Order of October 6, 1977, the Commissi o n  rescheduled 
the bearings origi nally set for Octo ber 11, 12, and 14, 
1977, for October 27, 1977, at 2:00 p.m. in the City Council 
Chamber of the City Hall in Hickory, North Carolina, and for 
October 31, 1977, at 2:00 p.m. in the commissi on He aring 
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Room, Dobbs Building, Raleigh, North Carolina. Commissioner 
Fischbach and Commissioner Tate along with the attorneys for 
the Company and the Public Staff were present 1.n the City 
Council Chamber of the City Hall in Hickory, North carolina, 
on October 11, 1977, at 9:00 a.m. in the event public 
witnesses appeared to testify. No one vho wished to present 
testimony was present on October 11, 1977. 

on October 27, 1977, at 2:00 p.m., the public be aring va s 
held in Hickory. Several members of the public presented 
testimony on service, extended area service (EAS), and the 
rate increase: Samuel smith, nrs. Ann Falls, George fturphy, 
Don Robbins, Edwin Beam, A. w. Huffman, Jr., Tom Cox, J. w. 
Woodside , Calvin Cano, Helen Buchanan, Bob Hay es, R. w. 

Bra ntley, Philip ftosteller, and A. w. Wilkerson. On 
October 31, 1977, at 2: 00 p. m. in the Commission Rearing 
Room in the Dobbs Building, Raleigh, North Carolina, the 
record was opened f o r  the testimony of additional public 
witness es and for the Applicant to proceed vith its case. 
Tom Cox, representative of the North Carolina Businessmen 
for Fair and Just Telephone Rates, appeared a t  both the 
Hickory and Raleigh hearings. He presented testimony on 
rate of return and the rate structure. 

The Applica nt present ed the testimony and exhibits of the 
following witnesses: Rober ts. Stich, Professor of Finance 
and Business Policy a t  the Uriiversi ty of .Pfissouri, testified 
concerning cost of capi tal and ra te of return: Thoma s A. 
ovens, Jr., Vice President and Chief Fi•nancia l  Officer of 
Central Telephone and Utilities C orporation, testified 
concerning cost of capital and ra te of re turn; Lyle c. 
Roberts, senior Separat ions Analyst with the Economic 
Evaluation Organizati on of central Telephone company , 
testified concerning separation studies and toll settlements 
for Central Telephone comp any; Steven M. Bailor, Director of 
Accounting of central Telephone company, testified to 
ace ounting revenue, exp ens e and rate base adjustments; Ralph 
E. Smith, supervisor of the Deprec i ation Department in the 
Economic Evaluati on organization of central Telephone 
Company, testified concerning the fair value of the property 
of Central Telephone Company; Richard �. Smith, Vice 
Pr esident of Centel service company (Centel), testified 
concerning th e relationship between centel service Company 
and the Applicant and the ser vices wh ich centel Service 
company pr ovides the Applica nti Donald K. R oberton, Horth 
Caro lina Division Engineering Planager of central Telephone 
Company, testified to t he service prov ided by the Applicant: 
Larry D. Houck, General Rate and Tariff supervisor for 
Cen tral Te lephone Com. pan y, test ified concerning the proposed 
ra te structu re; Robert If. Nichols, Vi ce President and 
D ivision nan ager of Cen tra 1 Tele phone co■pany, Nor th 
Carolina operations, t estified to the company's operations 
and pla ns for future growth: and, on redirect, Steven 
Vanderwoude, Vice President Regulatory Division for 
Central Telephone company, testified concerning FCC 
registrati on programs a nd extension r at e  restructuring. 
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The Publi:: Staff presented the testimony of the following 
witnesses: James s. Compton, Telephone Engineer, testified 
concerning the quality of service provided by the Applicant; 
Ben1amin R. Turner, Telephone Engineer, testified in regard 
to his investigation of the operation of the Applicant 
concerning its eff icien cy in providing ser.-ice; Hugh L. 
Gerringer, Teleph one Engineer, testified co ncer ning toll 
sett lement s and separations and EAS mat ters; William J. 
Willis, Jr., Rate and Tariff Engineer, testified regarding 
extension rates and ratios between different classeS of 
basic exchange customers: P!illard N. ca rpenter, III, Rate 
Analyst, testified concerning service charges and other rate 
matters; William E. carter, Jr., lssistant Director of 
Acc ounting for Electric and Telephone, te stified regarding 
accounting adjustments and transactions between centel 
service Company and the Applicant; and E dwin A. Rosenber g, 
Economist, testified concerning rate of return and cost of  
cap ital. 

At the conclusion of the hearing the parties presented 
oral argument to the commission. 

Based on the foregoing, the 
exhibits received in evidence 
recocd in this proceeding, 
following 

appli�ation, the testimony and 
a t  the hearing, and the entire 

the Commission nov makes the 

FINDINGS OF FACT 

1. That Central Telephone company, a North Carolina
corporation, is a duly franchis ed public utility providing 
t elephone service to subscribers in Nocth Carolina and is 
lawfully before this Commission for a det ermination as to 
the justness and reasonableness of its rates and charges 
pursua nt to Chapter 62 of the General Statutes of North 
Car olina. 

2. That the t otal increases in rates and charges sought
by Central Telephone Company in it s applica tion would hav e 
pro duced approximately $2,996,992 in addit ional annual 
revenues based on test-period oper ations. 

3. That the last rate increase approved for central
Tel ephone Company became effective February J, 1976 .. 

4. That t he overall quality of service provided by
Centra 1 Teleph one Company to its customers is adequate. 

5. That the reasonable original cost of Central 
Telephone Company's net investment in its North Carolina 
intrastate telephone plant in secvice is $108,688,970. Such 
amount is composed of telephone plant in ser vice of 
$132,198,358 less excess profits on equipment and supplies 
purchased from central Telep bone Company• s affiliated 
supp lier, Centel service Company of $1,155,000, the 
accumulated provision for depreciation of $22,224,779, and 
customer deposits of $129,609. 
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6. Tha t the reasonable allowance for working capital is
$90Q,236. 

7. That the reasonable replace 11ent 
depreciation of Central•s plant used and useful 
intrastate telephone service in North 
$160,968,112. 

cost less 
in proYidin g 
Carolina is 

8. That the fair value of Central•s plant used and
useful in proYiding intrastate telephone serTice in North 
Carolina is derived by gi Ting 501 weighting to the
re as enable original cost less depreciation of central• s 
plant in serrlce and 50" weighting to the trended original 
cost less depreciation of Central•s at_ilit.y plant. By this 
11.ethod,, using the depreciated original cost of $108,, 688,970 
and the depreciated replace■ent cost of S160 ., 968 ,, 11-2 ,, the
Commission finds that the fair Yalue of Central•s uti1ity 
plant devoted to intrastate telephone serYice in North 
Carolina is $134,828,5111. 

9. Tha t the fair Yalue of Central,•s plant in seryice to
its customers withi n the State of Roeth Carolina at t he end 
of the test year of $134,828,SQ1 plus the reasonable 
allowance for working capita1 of $904,236 yields a 
reasonable fair value of central's property in seryice to 
North Carolina custo■ers of S135,732,777. 

10. That the end-of-test-period intrastate toll revenues
for Central are $12,862,611, vhich includes the reYenue 
impact of the Comaission•s findings in Docket !lo. P-100, Suh 
45, Ynvestiga.tion of Int�astate Long. Distance, VATSr and 
Int.erexchange Pri yate Line Rates of all telephone co■panies 
under the jurisdiction of the North Carolina Utilities 
coamission. 

11. That the approxiaate gross 
uncollectibles for Central for the test 
under present rates and under co■pany 
haTe been $45,065,000. 

reTenues net of 
year are srn.011.010 
proposed rates vould 

12. That the level of central•s operating reYenue 
deductions after accounting and pro for■a adjust■ents, 
including taxes and interest on  custo■er deposits·, is 
S32,303,908, which includes the a■oant of $5,915,592 for 
actual inTestment curren tlr consu■ed through reasonable 
actual depreciation. 

13. That the appi:'opriate original cost capital .structure
Ofi which to base the rates charged the Korth Carolina 
intrastate custo■ers of Central Telephone Co■panJ consists 
of 37;99,r; debt. 11.821 preferred stock, 1&5.51'% co■■on egnitJ 
and 11.681 cost-free capital. 

111. That the embedded cost rates for the 
preferred stock co■ponents of c apital are.7.681 
res pecti..-ely. 

debt and 
ana 6 •. �u.
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15. That the f8ir rate of return on• the
co■pany•s property used and useful in the 
,J.ntra_!il;.at.e ratepayer� o.f ll'orth Carolina is 

faii:' Yalue of 
serYi ce of 

1.30'11. 

545 

t.he 
the 

16. That in addition to the toll reYenues determined in
Docket· 110 •. _P-100 ., Sub. ras, central should be allove·a. all 
increase in ,loca� seryice reyenues of 1308,017 in order to 
have a reasonable opp_grt:.unity through prudent and effic�.'ent 
■anage■ent to earn a 7.Jo, return on the fair Yalu.a.of its
property in serYice to North Carolina custo■ers.

17. That central•s proposal to recoYer the reYenue 
require■ents for eztension serYice for existing inside 
wiring through basic rate s rather than extension rates is 
unjust and unreas?uable. 

18. That a repression factor shou ld not. be used in 1:.he
calculation of additional senice charge reYenue. 

·19. That rates, charges, and regulations to be filed 
pursuant to this Order in accordance with the guideliµes 
contained berein, which vill produce additional annual 
re�enues of $308 ,017, will be just and reasonable. 

EVIDEDCE ARD CORCL!ISIO&S POR PIRDINGS OP PlCT BOS. 1-3 

The eYiden�e for Findings of Pact Hos. 1-3 is found in the 
Yerified application of the Co■pany, the testimony and 
exhibits of the company•s witnesses, and_the official f�le 
iD this docket. TheSe findings are jurisdictional and are 
not disputed. 

BVIDERCE ABD CORCL!ISIORS FOR FINDING OP FACT RO. q 

The eYidence as to the qu ality of telephone .seryice 
proYided by Central Telephone Compa_ny which .appears in this 
record consis1:.s of testimony of seve�l public Witnesses, 
company witnesses ffichols and Roberton, and Public staff 
witness Compton •. 

Public witness saith· stated that his service is good •. 
Pub;tic witness llurphy stated that his ser•�ce is excellent. 

Public witness Robbins, vho is the tovn attorney for the 
Towns of Granite Falls and Rhodhiss, stated that he has 
frequent setYice proble■s.. These include busy signals 
before co■pleting dialing and getting a second dial tone 
before completing . dialing.. Other pr oblems are dialing 
operator-assisted calls (e •. g., person to person), giYing 
billing infor■ation, and lat.er ha•ing another operator ask 
w hat. number he is calling fro■ and completing a call, 
hanging np, and not getting a dial tone for the next call. 

,This last problem happened the day before he te stified, and 
he bad to make tw� long distance calls in order to report 
his phone out of order. 
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Public witness Woodside said his service had 
unsatisfactory for four years but has been excellen t  in 
la s t  three mont hs af ter his line (drop) was replaced. 
also complained of having to make four to six attempts 
complete DOD calls. 

been 
the 

Re 
to 

Public vitnesses Cano and Brantley stated tha t they have 
good service. 

Company wi tness Nichols stated t hat it is Central 1 s 
obligation to furnish and ■aintain adequate and efficient. 
service to its customers. He indi cated that th e Company ha s 
met with many of the public witnesses vho had co■plaints in 
the public hearing in Hickory an d vill meet vi th the 
remainder as time permits. 

company witness Rober ton presented ei:hibi ts on 
installation service results, held orders for primary an d 
regrade service, customer trouble reports, dial central 
off ice serTice index, and opera tor speed of answer. He a l so 
disc ussed facilit y shortages resulting from the remoTal of 
zone charges and t he attendant steep inc rease in demand . 
nr. Roberton stated that Central has i11proyed its 
performance in troub les p er 100 stations since the las t rate 
case. H e  indicat ed that only fiTe of the 20 e xchanges still 
exceed the 6� Coo.mission objective. on cros s-e xa11.ination, 
witness Roberton related what central bas done to correct 
problem areas shown in Compton's prefiled testimo ny from the 
Public staff. The DDD fail ure rate in exchanges outside 
Hickory will be alleTiated by the i nstalla ti on of nev 
equipment about narch 1978. The long answer time for 
Asheboro was due to lightning damage and negot iations are in 
progress for i■pro• eaents for Danville vith the connecting 
company. Other proble■s in Durha■ and Charlotte regarding 
answer ti■e are being corrected. 

Public Staff vit ness co■pton presented the results of the 
Public Staff's investigation of the qu ality of service 
provided by Cent ral. The e•idence offered by the Public 
Staff indicates that central•s ser•ice i!\> adequate. 
However, the Public staff's evaluation shows that so■e 
i■pro• ement should be made in the following specific areas: 

1. Intraoffice Dial Failures: ta. nceyville . 

2. Interoffice (EAS) Dial Failures: Asheboro, Seagro•e, 
Eden (Draper) , 
aocksville, Pilot 
nountain, Val dese; 
and Hickory 
( Springs Road). 

3. DDD Dial Failures: Yal dese, Granite Plllls, Bet.hlehea, 
Catawba, Hickory (Sp�ings Roa4), 
and Sherrills For d. 
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q_ RAS 'tra ns■i ssion Loss: Elkin, TadtinTille, and ll'orth
Wilkesboro. 

5. DDD Trans■ission Loss: Ra■seur, Pilot flountain, and
Boon Tille. 

6. Troubles Per 100 Stations: Dobson and Danbury.

7. ou t of SerTice Trouble Reports ReceiYed Before 5:00
p.11. and carried Ontil the !lext Day Elkin
District.

Public S ta ff witness Turner testified concerning the 
Public staff's reYiev and eTalaation of central office and 
outside plant engineering, plant construction, operating 
expenses, gross and net plant inrestment, and held orders 
for regr aded service. The purpose of ftr. Turner's testi■o ny 
vas to proTide an eYaluation of the coapany•s efficiency in 
proYiding the subscriber vith good quality senice at a 
reasonable cost. 

The Co.1111.ission conclu des t hat the operat.ions of Central 
Telephone Co•pany are reason ably ■an aged and that. the plant. 
inYest■ent is sufficient. t.o proYide t.ele phone serYice. The 
Co■mission also concludes that central's serv ice is adequat.e 
bat that. bot.h the Co■pany and the Public Staff should follow 
up on the trouble areas noted by nr. Compton. 

RVIDBRCE ARD CORCLUSIO!S FOB FINDING OF PACT •o. 5 

The com11ission vill nov analyze the testimony and exhibits 
presented by Company vitness Bailor and Public Staf f witness 
carter concerning the original cos t of centr a l•s intrastate 
t elephone plant in serYice. The following chart su■arizes 
the amount which each of these witnesses contends is proper 
for this item: 

::o■pany 
iitness 

I!£� ��!!9�-

I:n•est.11ent in telephone plan t 
in ser•ice j132L198�358 

�ess: Accu■alated provision 
for deprec iation 22, 22q, 779 

Ona■ort.ized investment tax 
credits - pre-1971 

Accumulated deferred income 
taxes 

Cus tomer deposits 
Excess profits on pl ant 

pu rchased from Cent.el 
Service Company 

Net investment in tel ephone 
plant in service $109,973,579 

Public Staff

Witness 
____g.i;,.t e..,r.___ 

1132.198.35.!l 

22,224,779 

n 1,789 

12,462,318 
129,609 

-1,.155.00.Q 

$ 95,BBq,863 
=========== ========== 
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As the aboYe chart shovs, both witnesses agree that the 
origina1 ·cost of the intrastate telephone plant in service 
is. $132,198,358. Both witnesses also agree that the 
depreciation reserYe in ·the amount of $22, 224,-779 should be 
included as a deduction in calculating the net investment in 
telephone plant in service. The $14,088,716 difference 
between Co■pany wi tness Bailor�s net investment in telephone 
plant in service of $109,973,579 and Public Staff witness 
Carter's net inYest11ent in telephone plant i� serYice of
$95,884,863 results from the fact that Public Staf� witness 
carter deducted unamortized investment tax credits - ·pre� 
1971, accumulated deferred income taEes, custo■er deposits, 
an� the excess profi�s on plant purchased by Central 
Telephone coapany fro■ its affiliated supplier, Centel 
Service Compa.ny. Public Staff witness carter testified that 
Company witness Ba ilor included unamorti�ed investment tax 
credits - pre-1971' and accumulated deferred i ncome tazes as 
cost-free capital in determl�ing his capital structure and 
overall cost of capital. Witness :arter testified that.if 
he had included in the capital structure at zero cost these 
cost-free iteas, and had allocated the original ·cost net 
!�vestment to each component of the capi�al structtire, it
would haTe had the effect of assighing a portion of this
cost-free capital t o  construction work.in progress and other
nonrate base assets, primarily inTestments in subsidiaries.
Under company witness Bai lor•s method, Sr •. Carter. stated,
the .ratepayers do nqt receive th"e f ull benefit of capita'.!
which theJ ha_ve supplied the co11pany. BJ deducting these
items fros the rate base, the ratepayers v iil receiTe the
full benefit of the. capi�l vhich they have suppl_ied the
Company. Witness Carter also des<:1::ibed ·hov such cost-free
capital originates•. He testified that the unamortized

·inYest■ent t ax credits were.realimd under the Revenue Act
of· 1962, which provi�ed for ·a reduction in the inco11e taz
liability of utilities to the extent of 3� of the cost .of
qualifying property acquired during a taxable year, and •that
this Com•ission _i�ued a general r11le-11alt.ing Order which
permitted uti lities t o  follow vhat. is co11monly referred to
as a "Ror■alizatio� Accounting" procedure for inTestaent tax
credits. Under thi� accounting procedu�, the co11pany
records a Federal income tax expense greater than the amount
of tax actually,paid. This- di�ference.betveen book inco■e.
taxes and act.qal income tazes is recorded as a corresponding
credit in the balance sheet account entitled una■orti•zed
investm�nt tax. credits. Such tax credit ,is def�red aDa
aaortized as a reduction of Federal incoae tax expense oTer
an appropriatE!, period_ of time. i'i�ness carter stated that
the balance of this una■ortized investment tax credit is a
source of cost-free capital vhich has been proTided by the
ratepayers and as such should be dedudted in -calculating the
original cost net investment. Be further ·testified that
accuaulated deferred income taxes result fro■ non.ali�i�g
the tax effect of ac!=elerated depreciati�n and iotercompaoy
pro.fits. Again, ,by u� of the "Bormaliza.tion Accoun�i�g"
procedure the Co■pany reflects, for financial reportin g  and
rate-aaking purposes, a greater. Federal income tax expense
than it actually incurs. For example, t he co■pa.ny uses an
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accelerated ■ethod of deprec iation to calculate the 
depreciation deduction in deter■inin g its actual inco■e tall' 
l iability but. calc nl.ates incOae tax expense for rate-■atin;g 
purposes by usi ng a depreciation deduction based on the 
straI:ght-line 1101:.hod of depreciation. Thus. the inco■e t.as 
e:1:pense .for rat:e�■ating purposes is calculated without 
giYing effect to the accelerated· .a�preciation. The excess 
of tJie nor■alized t:az expense based on straight-line 
dep reciation oYer the actual tax lia.bility based on 
accelerated depreci ation is recorded in the accou nt entitled 
"A.ccu■nlat:ed Deferred Inco■e Ta zes Accelerated 
Depreciation." Until such ti■e as the ac tual tax liabili ty 
based on accelerated depreciation exceeds the boot inCo■e 
taJ: n:pense based on st.raight:-line depreciation, the Co•pany 
has use of this cost-free capital. Witne ss Carter stated 
that., in substance, . the ratepayer bas paid in throagh the. 
rate structure a cost that. the co■pany has not i�curred and 
vill not incur until such ti■e as straight�line boot 
depreciation eiceeds ta.11: .depreciation. He s-tated that 
accanulated deferred income ta11:es represent a source of 
cost-free capital · and as such should be deducted in 
calculating the _orig.j.nal cost net investment. 

In its "!lemorandll.11 of Lav. n filed with the Co■■ission•s 
Chief Clerk on January q• 1978, Central, on pag_e S, states 
as follo_ws: 

"As to the a•ount of cost-free capital vhich should be 
re flected in capital structure, Cent.el agrees vith the 
Public sta ff that i t  is appropriate to include the cost-free 
capital generated by the c011.pa.ny•s Horth Carolina operations 
(as. sbovn on carter E11:hibit 1, Schedule 2, line 7) •" 

In its January q, 1978, fi�ing, central also filed a 
series of schedules captioned "Beconciliation of Differences 
Bet.ween Public staff and Coapany.n on Schedule 3 of this 
reconciliation, Central sets forth the methodology it vould 
have the Coa■ission eaploy in developing the. appropriate 
capital structure, i�clusiTe of cost-free capital; £or use 
in this proceeding. 

HaTing very carefully e11:aained the afore■enti�ned 
submissions of central, the com•ission concludes, with 
regard to cost-free capital in the forms of defe_rmd· inco�e 
taies and unamortized pre-1971 inTestment taE credit , that 
the revenue requirements of the Co■pany vill be th8 sa■e 
whether the cost-free· capital is included in the capital 
structure at zero cost or deducted fro■ the rate base. 

cost-free capital has Jdstorically been considered a 
co11ponent of the capital structure in Horth Carolina. So 
long as that procedure does not vork �o the detriment of 
North Carolina consumers, and the Co■nission in this case 
has found that it does not, the commission believes that it 
is appropriate to continae this practice. 
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The Commission, therefore, concludes that accu■ulated 
deferred incoae taxes and un amortized investment tax credit 
pre-1971 should be included in the capital structure at zero 
cost for p urposes of setting rates in this proceeding. 

Public Staff vitness Carter testified that he deducted 
cnsto■er deposits because they represent cust.o■er-supplied 
funds. Stating that the company is entitled and should be 
permitted to recover its actual interest cost associated 
with these deposits, he included interest on casto■er 
deposits as an operating expense. Witness carter also 
stated, however, that failure t o  deduct custo■e r deposits in 
determining the original cost net investment vill haYe the 
effect of permitting the company to earn the oTerall rate of 
return found fair by the Commission on these funds, instead 
of the lover interest cost actually incurr ed on custo■er 
deposits. llitness Carter further st.a tea that his treatment: 
insures that the company vill recover the actual interest 
accrued on cust omer deposits and no more. 

The Com■ission belieYes �r. Carter's contentions as stated 
above, with regard to casto■er deposits, are valid and that 
his proposal to deduct customer deposits from the rate base 
is proper. 

The commission, therefore, concludes that customer 
deposits sh ould be deducted in determining the Coapany •s 
original cost net inTestment in telephone plant in service 
for purposes of t his proceeding. 

The last item of difference in the net in vestment in 
telephone phnt in serTice presented by the vit nesses is an  
adjustment of $1,155,000 made by Public Staff witness Carter 
to elimin ate excess profits on plant purchased by Central 
fro■ Centel Service co■pany. 

Company witness 
presented testi■ony 
Telephone Company 
SerTice Compa ny. 

saith and 
on the 

and its 

Public staff w itness Carter 
tra nsactions between Central 
vholly-ovned subsidiary Centel 

Co11pany witness Smith 
policy on its sales to 
companies is as follows: 

testified tba t Cen tel• s pricing 
affiliated operatin g telephone 

"It is t he policy of Centel Service Company to distribute· 
and sell materials to System operating companies at prices 
w hich are equal to or less than those which the operating 
companies would haTe to pay for the sa■e or compa rable 
material fro■ othei: repuhble and dependable 
distributors". (Transcript Vol. III, P. 41.) 

Co■pany witness Smith stated that cent el Service Co■pany 
determines the prices it charges by maintaining constant 
surveillance of prices charged by at.her distributors of 
■aterials sold to independent telephone coapanies.
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"Proa tiae to ti■e, as prices fluctuate,. centel Ser..-ice 
Co■pany adjusts its prices to assure that the pricing 
po1icy praYiously stated is �dhered to on a continuing 
basis". (Transcript Voluae I:I:I,. P. 41.) 

Br. s■ith acknovledg�d on cross-ea■ination that Cent.el 
follows,. vhenewr possl.-ble,. a. poliCf of tracking the prices 
charged by Auto■atic �lectric co■pany to its nonaffiliated 
custo■ers for telephone equipaent aild sapplies. Br. Saith 
also testified that be Considered the return on.sales ratio 
to be the only aeasure of ·profitabiµty .. for a distrib_ut.ion 
co■pany that bas any real significance. 

co■pany vitness Smith presented no eYidence concerning 
centel•s costs of doing business vit.h its affiliated 
customers including the lorth Carolina ni..-lsion of Central 
Telephone Co■pany. Public·Staff witness Carter ■ade both a 
preli■inary reYiev of the transactions bet.ween centel 
service co■pany and central Terephone. co■pany and a detailed 
ana�ysiE; of certain financial ratios of centel SerTice 
co■pany in co■parison with co■parable !�dependent ·electrical 
wholesale distributors. 

Public Staff vi tness carter testified that Cen tel SerTice 
co■pany is a distribator of telephone equipaent and supplies 
to the affiliated telephone operating co■panies of Central 
Telephone and Uti�iUes Corporation. inclu�ing the lorth 
Carolina DiTlsioil of Central Telephone co■pany.. Centel 
SerYice co■pany has no. ■anufacturing facilltieSi its o�ly 
function is to aate purchases fro■ Yarious aanufacturers .of 
telephone eguipaent and supplies and resell to the 
affiliated teleph one. operating co■panies. In fact. Cent.el 
sells only· to its affiliated coapanies and not to any 
non affiliated co�pallies.. Of Centel •s .,total sales in 1976• 
53.J� vere shipped. directly.from the manufacturer to the
purchasing operating co■pany. In essence. cent.el acted as a
broker on 53.101 of its total sales in 1976.

Public staff w itness carter testified that since Central

Telephone company oVDs 100, of the stOct o f  centel SerYice 
Co■pany• it is necessary to study the tr ansactions betvee'n 
the tvo in order to determine whether the transactions 
occurred in ar■•s-leng.th bargaining ill; spite of the less 
than ara•s-lengt.h relationship vhich exists between the �•o 
parties. 

�n his study. Public staff witness Carter first reYieved 
the dollar volu■e of sales p�rchased by Central's &ortb 
Carolina DiTision fro■ Cent.el SerYice Coapany. Duri�g the 
eight-year period since centel began operations , ( 1967.-197Q). 
the North Carolina Division of Central.■ade approll�ately 
55.65ll of its total purchases of eguipaent and supplies fro■ 
Cent.el. The ratio� by year were as follovs: 

1967 
H.15

1968 
Q9.63 

12.il 
53.35 

1970 
Q'7.91 

.1fil j971 ,!973 
QB.17 59.BB 72.95 

l2ll 
73.-75 
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Amounts for the years 1975 and 1976 vere n ot available. 

Company wit n ess saith testified on cross-examination that, 
of the items vhich Central purchased from a source other 
than Cent.el in 1976, the majority vere items of central 
office equipment which cent.el service company does not sell. 

Public Staff vi tness carter next reviewed the return on 
average shareholder equity achieved by Cent.el Service 
company since its inception through 1976. The returns (%) 
were as follows: 

1967 
340. 73 

,ll72
8B. 77 

197] 

54.6B 

ll69 
114.49 

1974 
38:i"J 

1975 
21.33 

1971 
114. 02 

1976 
36.69 

Then witness Carter performed a comparable earnings test 
to determine whether the earnings achieved by Centel SerYice 
company vere reasonable. This test vas performed by 
comparing the supplier affiliate•s earnings on egui-ty to 
those of other similar supply compa nies vhich are not 
aff iliated vith a major customer. Since there were no 
significa nt unaffiliated vho lesalers of only telephone 
equipme nt for vbich financial information vas a•ailable, nr. 
Carter testified that he selected for comparison electrical 
equipment wholesalers used by �rs. Nancy Bright of the 
commission sta ff in her investigation of transactions 
between Centel Service Company and the Horth Carolina 
Division of Central Telephone co mpany i n  Docket No. P-10, 
Sub 351. In addition, nr. C arter testified that he also 
included Gnybar Electric in h is comparison co■panies. The 
weighte d average earnings on equity for the years 1967 
through 1976 for the independent wholesale compa nies ranged 
from 6.92i to 14.091. The weighted average return on equity
for Centel Service Company for the years 1967 through 1976 
was 157.29'l w ith a high-lov range of 846. 341 in 1968 and
20.801 in 1975. The year 1975 was a bad year f�r all 
companies shovn by ftr. carter. When the earnings for the 
year 1975 are excluded, the weighted average return on 
equity for the five independent wholesale co■panies ranges 
fro11 6.971 to 15,.061, and the weighted ave rage for centel is
172.QSI. On the basis of this compi.rison, the commission
concludes that Centel has been able to achieve a
consistently higher return on common equity from sales to
its affiliated interests than the independent companies have
been able to achieve from sales in the competitive market ..

In order to determine if there are a ny economies of 
operation accruing to centel serYice company because it is
affiliated w ith its customers, !'Ir. Carter analy:zed several 
financial ratios of the f ive independent wholesalers used in 
the co■paratiTe earnings test and of Centel Service Company. 
The first ratio wa s gross margin, which measures the average 
percentage which the supplier adds to his cost of goods 
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before sale to his custo■ers. centel •s aTerage ■arkup or 
gross margin for the years 1967 through 1976 vas 16.511 as 
co■ pared to the margins of the five independents of 111. 751, 
15. 511, 21.051. 22.EJQ,C, and 22.QB,C. The a11ount of ■ arkup 
included in the price of Centel 1s merchandise was so■evhat 
less than that of three of the five indepe ndents ewen though 
centel•s returns on equity were much higher than that of the 
independents. 

Operating expenses as a percentage of sales give a concise 
viev of the percent of net sales dollars which are expended 
by a firm for selling, ad■inistrative, and general ezpenses. 
As !fr. Carter testified, centel's operating expenses as a 
percentage of sales averaqed only 2.501 for the period 1967

· through 1976, while the independents• aver aged fro• 10.04,
to 15.1�J for the same period.

nr. Carter testified that the five independent wholesalers 
had average asset turnover ratios of 2.73 to 3.92 during the 
period studied, vhile Centel•s average asset turnover ratio 
was 7.111. These figures indica te th:1.t centel requires fever 
dollars of asset investment to generate a dollar of sales 
than do the independent wholesalers. 

The sales to average inventory ratio i s  a measure of the 
aaount of inventory investment reg�iced per dollar of sales. 
Witness Carter testified that in all years except 1970 and 
1971 Centel's sales/inventory ratio was not significantly 
different from that of the independents although a large 
percentage of its sales are shipped :lirectly fro■ 
manufacturers to the purchasing t elephone operating co■pany. 

witness Ca rter also testified concerning the ratio of 
average accounts receivable as a perce ntage of sales fo r 
Centel and the independent wholesalers. A. low ratio is more 
desirabler he stated, since a high accounts receivable 
balance is costly in terms of billing, coll.ection, and 
carrying charges. Centel's average accounts 
receivable/sales ratio vas only 2.55 for the study period in 
comparison to that of  the independentsr vhich averaged fro• 
a low of 9.Q9 to a high of 14.28. Centel's only customers 
are members of the Central Telephone System; thereforer 
centel does not encounter the difficulty in collection of 
receivables which is faced by the independent: wbolesa.lers. 

Public Staff witness Carter's study of aYerage accounts 
payable as a percentage of sales indicates that Centel i s  
able to pay its creditors much more rapidly tha n the 
co111parab le independent wholesalers and, therehJr to receiYe 
any discounts available for early pa yment:. The rapid 
collection of receivables vould make early pay■ent to 
creditors possible. 

�r. carter testified that Centel•s inherent operating 
efficiencie s are illustrated by the return on sales and 
return on equity ratios. Centel's return on sales averaged 
5.4 71 for the seven years 1968 through 1976 as compared to 
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1.01,i;, 1.401, 1.�11, 1.73%, and 2.32i for the independent 
electrical wholesalers. Since '1967 Centel has averaged 
157. 29J return on year-end common equity vhile the 
independ ent electrical who lesalers averaged fr om a lov of 
6.921 to a high of 14.09�. 

Public staff witness Carter testified tha t  vith the 
exception of sales/inventory, each o f  the ratios studied 
tended to shov t:ha t Centel is able to operate vith fever 
expenses and a smaller investment than the independent 
companies. �s an affiliate of the central Telephone system, 
Centel enjoys a captive 11.arket, reduced selling expenses, 
rapid collection of accounts r eceivable vith no appreciable 
ris k of noncollection, a smaller investment than that of an 
independent, and reduced handling costs due to the £act that 
a substantial percentage of the operating te1ephone 
company's purchases are shipped direct by the manufacturer 
and not handled by the affiliated supplier. 

�r. carter further testified tbat the effect of Centel•s 
selling at "market" prices is to sell at a price designed to 
cover operating expenses at a level paid by a nonaffiliated 
distributor. Since Centel Service company enjoys reduced 
operating expenses due to its affiliation vith its 
customers, selling at "111.arketn .results in centel's achieYing 
earnings far in excess of the independent wholesalers. 

Nr. Carter stated that limiting the earnings of Centel 
service company to the highest return acbieYed daring the 
period b y  the comparable independent vholesale distributors 
would in effect recognize the economies of operation which 
Centel enjoys because of its affiliation with its market and 
would flow a part of these economies back to the operating 
telephone companies which make up that market. The effect 
o f  limiting Centel to the return earned by nonaffiliated 
distributors. is to recognize centel's actual leTel of 
expense and to all ov as the cost of equity the highest 
average return earned by the comparable independent 
distributors. 

ftr. Carter stated that, if a 15� return on coaaon eguity 
(the highest return earned by the independent electric 

wholesalers when the earnings for the year 1975 were 
excluded) is determined to be a fair and reasonable rate of 
return for Centel Service company to earn on sales to 
Central Telephone Company, there would exist in the plant 
accounts of the North Carolina Division of Central Telephone 
company as of December 31, 1976, $1,370,000 of excess 
profits net of depreciation, !1,155,000 of which is related 
to the Co■pany•s North Carolina intrastate operations. 

Based on the evidence presented by the witnesses, the 
commission concludes that the transfer prices paid for 
telephone equipment and supplies by t he Horth Carolina 
Division of Central Telephone Company to the supply 
affiliate of Central ·Telephone Company (Centel Service 
Company) have been unreasonable and excessive to the extent 
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they produce a return on th e com■on eguity of the supply 
affiliate in excess of 1s,. 

The co■■ission does not agree vith company witness Saith 
that the only app�priate measure of reasonableness of 
Cen.tel's earnings is its return on sales ratio. The 
Co■mission is of the opinion that an inYestor in a co■pany 
is primarily concerned vith the percentage return .earned on 
bis inTestmenti therefore, the commission belieYes that the 
percentage return on,equity is the ■ost appropriate ratio to 
be utilized in measuring Centel's profitability. 

The Com■ission concludes that cent.el service Company also 
enjoys economies of operation which are a result of its 
close affiliation vith its customers. Further, the policy 
of tracking prices charged by Auto■at.ic Electric Co■pany t.o 
nonaffiliat.ed independent. telephone companies bas resulted 
in Centel SerYice co■pany•s recoYering cost.s for selling, 
general, and administrative expenses from the North Carolina 
Division of Central Telephone co■pany which it has not 
actually incurred. The reduced operating cost of the supply 
company occurs as a result of its affiliation vith its 
■arket ., t he operating telephone companies of the central
System. The commission believes it to be fair and
reasonable to permit the supply affil iate to include in
transfer prices charged the North Carolina OiTision of
central Telephone Company a level of profit e qual to that
achieved on sales in t.he competitive market by co■parable
electrical vholesale distributors.

The commission concludes that the Applicant's net 
investment in intrastate telephone plant in serYice should 
be adjusted to exclude "excess profits" surviYing in the net 
plant accounts at December 31, 1976 ., in the amount of 
$1 .,155 .,000. This adjustment is based on limit.Ing the 
earnings of the supply affiliate to the 1s, return on com■on 
equity which is the highest return achieved in the 
competitive market by any of t he comparable electrical 
wholesale suppliers when the earnings for the year 1975 are 
excluded. 

on cross-examination Public Staff witness carter was asked 
if it would not be proper to eliminate that port.ion of 
deferred taxes attributable to the "excess profits" when 
deducting this cost-free capital item from the original cost 
net investment. !Ir. Cart.er responded and the co11.■ission 
concludes that ., based on the method which witness Carter 
used to calculate the excess profits amount., there is no 
reason to make an adjustment to cost-free capital. ftr. 
Carter made the calculation of the excess profits based on 
the net profit (after income ta:zes) of  the supply affiliate . 
Therefore, the full amount of income tax expense vas left in 
the sales price of the equipment and supplies purchased by 
t.he operat ing telephone company ., and it is proper that the 
f'ull amount of these taxes be p assed back to the telephone 
operating company and treated as deferred taxes and cost.
free capital. 
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Based on all the testimony and evidence in this case, the 
Commission concludes that the reasonable original cost net 
inv estment of ce ntral I s telephone plant in service is 
$108,688,970. 

EVIDENCE UD CONCLUSIONS FOR PIIIDIHG OP PACT 90. 6 

Company witness Bailor and Public staff witness Carter 
each presented a different amount for the working capital 
allowance as shovn by the chart below: 

cash, including compensating 
bank balances 

naterials and supplies 

Ave rage pre pa y11en ts 

Average tax accruals 

Customer deposits 

customer funds advanced 
through operations 

Accounts payable - plant in 
service 

Total 

company 
w i tne§2-H�.i!.Q! 

( ., 

$1.901.023 

872. 707

qJ.387 

(892. 5291 

(125.6531 

$1,798,935 
========= 

Public Staff 
Witness cart�!: 

(bl 

$ 922.221 

872. 707 

(860.711) 

----1Z2L2Jl.!l 

S 90Q.236 
======== 

The difference of $894,699 in the tvo amounts of working 
capital presented by ea ch vi tness results from the different 
methods employed by each witness in computing the working 
capital allowance. company witness Bailor used the 
tr a dit ional formula ■ethod to calculate working capital of 
$1,798,935 in which he in cluded 1/12 of o peration and 
maintenance expenses and compensating bank balances as a 
cash allowance, materials and supplies, average prepayments 
less average tax a ccruals and customer deposits. Rr. Bailor 
did not offer any testimony co ncerning his reasons for using 
this particular metho d of determin ing his working capi tal 
allowance. 

Public staff witness Carter testified that he ·determin ed 
his working capital allowance of $904,236 b y  including 
ma t erials and supplies and cash consis ting of the Horth 
Carolina intrastate porti on of average daily bank balances 
consisting in ·part of compensating balances ■aintained by 
the company in vari ous banks. He reduced the cash and 
materials and supplies amounts by "customer funds adTanced 
thr ough operations" and by the accounts payable· associated 
with plant in service at December 31, 1976. Rr. Carter 
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stated that customer funds advanced through operations vere 
der iYed fro• a learl-lag study vhich measures the funds 
furnished by either customers or investors, as the case gay 
be. to meet the day-to-day cost of providing service to the 
customers. The study is made by calculating an average 
revenue lag interval and an average cost lag interYal. If 
the stu dy shovs reTenues are collected after costs are paid, 
the investor vill have to furnish some funds to meet these 
costs. On the other hand, if revenues are collected before 
the costs are paid, the company has a v�ilable custo■er funds 
vhich may be used to fi nance plant. materials and supplies, 
and cash balances on a continuing basis. Witness ·carter 
prepared a lead-lag study fro■ information provided by the 
Company. He stated that the study in this particular case 
shovs that intrastate revenues are collected on an aYerage 
of 7.58 days before costs are paid. (The intrastate reTenue 
lag is 21.76 day s and the cost lag is 29.3Q days, or a net 
of 7.58 days.) This indicates that the Company has 7.58 days 
of customer funds which it •ay use on a continuing basis to 
finance a portion of the fixed and current inYestment items 
shown on the balance sheet. rn other votds, the Company 
incurs no cost  for funds obtained fro11 customers as a result 
of the custo11.er•s paying the cost of service an a1'erage of 
7.58 days before it is pai d by the company. !Ir. Carter 
testified that be believes it vould be inequitable and 
unfair to per■it the company to earn a return on funds 
obtained from the customers at zero cost; therefore, he 
deducted customer funds advanced through operations in 
calculating his vorlcing capital a.llovance. ?tr. carter 
stated that he further reduced the working capital allowance 
by deducting accounts payable related to plant in service 
because this item represents a source of working capital not 
supplied by the company's debt and equity investors and the 
accounts payable related to plant. in service vas not given 
consideration in the lead-lag study. 

Company witness Bailor offered rebuttal testimony stating 
that the Company had made an error in compiling the lead-lag 
study by including interest expense, vhich resulted in its 
being treated as an operating expense. He stated that 
interest expense 11ust be paid from fo.nds provided from net 
operating income and its inclusion in the lead-lag study 
further reduces the rate base and prevents the Company from 
earnin g a rate of return sufficient to cover the embedded 
cost of debt in the capital structure. 

Public staff vi tness carter testified on  s11rrebuttal that 
vhen rates vere set in the last central Telephone company 
case they vere set to cover Central's level of operating 
expenses plus its capital cost. Included in capital costs 
vere interest expense and a reasonable return on equity. 
�r. Carter further testified that each month, vhen the 
Company bills its customers, a portion of a customer's 
monthly telephone bill includes an amount to cover interest 
expense. The Company collects thes e reven ues from the 
customer each month, but interest expense, primarily 
interest on long-term debt. has to be paid by the company 
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only semiannually. The result is that the co■pany collected 
money to cover interest expense every 1100th, but paid it 
only semiannaally resulting in the 71.22 lag days for 
in-terest expense. Since the company is collecting this 
money before it has to pay it to the bond holders, vitness 
carter state d that interest expense definitely should be 
recognized in the company's lead-lag study. 

In reaching its conclusion concerning the appropriate 
amount of working capital allowance to be used in this 
proceeding, the Commission defines the working capital 
allowance as the amount of capital provided by the company's 
investors that enables the Company to maintain an inventory 
of materials and supplies and cash necessary to maintain 
compensating bank balances and to pay expenses of providing 
telephone service prior to the time revenues for telephone 
serYice are receiYed from its customers. A working capital 
allowance should be included as a component of the rate base 
only to the extent that it is provided by the Company's debt 
and equity inYestors. 

The Comp any submitted no testimony or eYidence to support 
its cash vorking capital allowance calculated by means of 
the fixed formula method. However, the company did file a 
lead-lag study i n  accordance with the minimum filing 
requirements. This studJ ir which Public staff witness Carter 
used in calclllating his working capital allovance ir 

guantifies the dollar effect of the time diff erence between 
the date costs are incurred and paid and the date services 
are billed and collected. Since �r. Carter's testimony and 
exhibit shov that revenues are being collected from the 
customers before the Company is paying its e xpensesir it is 
appropri ate that the result of this study be utilized in 
determining the working capital allowance. The commission 
is of the opinion that the l ead-la·g study is th e most 
accurate method of determining the need for working capital. 
Amounts representing the average daily bank balances 
including compensating bank balances and materials and 
sup plies less accou nts payable related to plant in serYice 
should also be included in the working capital allowance. 
The lead-lag study method is a more accurate method of 
determining the working capital allowance because it is 
based on the customers• actual payment practices for 
telephone service and the Applicant• s actual payment 
practices for costs incurred. A lead-lag study determines 
whether, on the average, a company is receiYing revenue fro■ 
its customers before it pays its creditors for the costs of 
providing telephone servicer or Tice versa. The lead-lag 
stu dy ls based on factual data. The formula method, on the 
other hand, is entirely an esti■ate. It is not based on the 
Applicant's actual collection and payment practices. The 
formula method can result in a company's receiving either 
too much or too little working capital insteaa of an amount 
based on its actual collection and payment ezperience. 

The Co1111ission also agrees with l!r. Carter that interest 
ezpense should be included in the lead-lag study because it 
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has been collected from the ratepa yers t hrough the rates set 
in the preceding central Telephone company case. The 
incl usion of interest expense in t h e  lead-lag study does not 
prevent the company from earning a rate of return suffi cient. 
to cover the embedded cost of debt in the capital structure; 
it ■erely recognizes that a portion of the rate base is 
financed by debt and th at the interest expense whic h the 
Company incurs on this debt has been collec ted from its 
customers before it is paid to the bond holders. 

B ased on all the testimony and evidence in this case, the 
co■mission concludes that Public Staff witness Carter's 
working capital allowance of $904,236 is the appropriate 
amount to be used in this proceedin g. 

EVIDENCE ABD CONCLUSIONS FOR FINDINGS OF FACT 
NOS. 7, 8, ARD 9 

company witness Ralph E. Smith testified with respect to 
his determination of th e Net Trended original Cost valuation 
of central' s Horth Carolina properties used and useful in 
furnishing teleph one service as of December 31, 1976. 

Although the term "replacement cost" envisions replacing 
the utility plant in accordance with modern design 
tech niques and vith the most up-to-date chan ges in the art 
of telephony, trended original cost as presented by co11pany 
witness smith is founded upon the pr emise of duplication of 
plant as is, vith certain inefficiencies and outmoded 
designs included. While obsolescence can be accounted for 
in proper depreciation treatment, to an extent, the 
eco nomies of s cale inherent in the telecom■onications 
industry (e.g., employing one 600-pair cable instead of siz 
100-pair cables installed over a perioa. of y ears) are not
fol ly recognized in the trending process. The process which 
has been testified to by Ilr. Smith is t h at of Reproduction 
Cos t Nev, a process of trending accounts with no nev 
efficiencies given consideration. 

Witness smith calculated his net trended original cost by 
applying trend fact ors from the Handy-Whitman Indez, Boeckh 
Index, and the Department of Labor - Borea u of Labo r  
statistics and then deducting the amount of depreciation as 
s hown on the company's b9oks to get his net trended original 
cost figure by plant account. 

The trended original cost study presented by witness Smith 
has several deficiencies which make it una ccept able as the 
full basis for determining re pla cement c ost. The approach 
tak en by smith is to tr en d  depreciat ed v i ntage dollars of 
p la nt investment surviving on the books at the end of the 
test period. These sur viving vintage dollars by year of 
p lacement were determined, in part, on the basis of applying 
selected Iowa type survivor curves to the book balances at 
the end of th e test period. The ap plication of Iova 
survivor curves to determine surviving vintage dollars is a 
aatter of judgment, and selections must be made from a vide 
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variety of curves available. The book reserve vas then 
distributed on a vintage ba sis using the i;esults of a 
theoretical reserve study and not based on actual records. 

nr. Smith did not make any allowance in his trending of 
original book cost for inefficiency of excess margin, 
existing service or plant deficiencies, any adva nces in the 
art of telephony which have occurred over the life span of 
the surviving plant, or any excess prices �id for installed 
plant facilities. To the contrary, the result of nr. 
Smith's approach is to compound all of these deficiencies 
through his trending process. 

The Commission concludes that Mr. Smith's results are 
based to a significant extent on estimates and assumptions 
in arriving at the surviving dollars by years of placement 
bef ore any trending factors are applied. The methods 
employed use various estimates and assumption s in arriving 
at the cost trend factor s to be applied to the estimated 
surviving dollars, make no allowance for i nadequate 
engineering, excess plant margins or excess profits to 
centel Service company, make no allowance for plant service 
deficiencies, and do not reflect any of the advancements in 
the art of telephone engineering and construction which have 
occurred since the installation of the surviving plant on 
the books at the end of the test period. Por these reasons, 
the Commission finds that Central has failed to present 
persuasiv e a nd sufficient evidence for the Commissi on to 
accept fully the company's trended cost st udy as reflecting 
the replacement cost of its North Carolina intrastate 
property. 

The Commission concludes that the reason able original cost 
less depreciation of centr-:11's telephone plant in service at 
December 31, 1976, excluding excess profits is $108,608,970. 
The excess profits should be excluded from the original cost 
dollars as these dollars are to be excluded from the rate 
base. 

The Commission concludes ·that t he trended origina1 cost: 
dollars, although not reflecting a true replacement cost 
since mass · impulse factors have not been applied to reduce 
t he reproduction c ost of pla nt in service to a replacement 
cost, should be trended from original cost to the end of the 
test perio d  by the same percentage fac tor that company 
witness smith used in trending his original cost dollars to 
December 31, 1976. By a pplying this percentage to 
$108,688 ,. 970, the net trended original co st value is 
$160,968,112. 

Having determined the appropriat e original cost of net 
investment in plant in intrasta te service to be $108,688,970 
and the reasona ble estimate of net replaceme nt cost to be 
$160,968,112 ,. the Commission must determine the fair value 
of central•s net plant in service. 
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G .. S. 62-133 (b) (1) requires the Commission to ascertain the 
fair v alue of the utility's property, g1.v1ng consideration 
to reasonable original cost less depreciation, replacement 
cost, and a ny othe r relevant f actors. Original cost and 
replacement cost are merely evidential facts or indicators 
which the Commission must find in order to reach the 
ultimate fact of fair value. Utilities Co11m 1 n v. Telephone 
£9.., 281 Ne 318, 360; !!!.i,lities com.!!.B X• �Q�g.fill, Attornex 
General, 277 HC 255, 26 8 (1970). 

Company lli.tness smith testified that a 1001 weighting 
should be given the net replacement cost in affixing a fair 
value to the intrastate operations of Centel. This, 
however, would overcompensate t he Company and provide no 
weighting at all to be the net original cost dollars of 
C eotral's operations. 

A weighting of so,; to net original cost and 50% to net 
rep lacement cost was determined to be reas onable in 
central1s last rate case. (Docket No. P-10, Sub 351). 
There being no convincing evidence to t he contrary, the 
c ommission concludes that th e same weighting should be given 
in this case. 

Applying a so,; w eighting to the net ori ginal cost of 
$108,688,970 and a SOI weightin g to t he net replacenent cost 
of $160,968,112 yields a reasonable fair value of Central's 
intrastate plant i n  service of $134,828,541. The commission 
concludes that, by adding the reasonable working capital of 
$904,236 to the fair value of Central •s intrastate plant in 
service thus derived, the reaso nable fair value of Central•s 
int rastate property in service to Horth Carolina ratepayers 
is $135,732,777. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 10 

company witnesses Bailor, ovens, and Nichols and Public 
Staff witnesses Gerringer and carter presented testimony 
concerning Central's representative level of end-of-test.
period intrastate tol l  revenues. central determines its 
toll revenues through toll settlements with sou thern Bell on 
an actual cost contract basis. 

As indicated i n  Ev idence a nd Conclusions for Findi ng of 
Fact No.. 11, inf.!2,, company witness Bailor shoved 
$11,108,631 as th e test-period level of intrastate toll 
revenues for central after making accounting and pro forma 
adjustments to the booked intrastate toll revenues. In 
addition, company witness Bailor shoved $2,553,090 as a 
proposed increase in central •s intrastate toll revenues, 
pro ducing a final end-of-test-period level of intrastate 
toll reven�es of $13,661,721. 

At the time Central filed its r ate cas e application, the 
matter of changes in a cost company's intrastate toll 
·settlements vere pending in Dock et No. P-100, Subs 32 and
42, -aris ing oat of a Complaint Proceeding filed by Carolina
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Telephone and Telegraph C ompany requesting that the 
Commission investigate the intrastate toll settlement ratio. 
Based on possible results anticipated from these 
proceedings, Company witness Bailor estimated that Central 
could receive $2,553,090 in addition�! intrastate toll 
revenues vhich vhen added to the adjusted book amount for 
the test period of $11,108,631 produced a representative 
level of end-of-test-period intrastate toll revenues of 
$13,661,721. The $2,553,090 amount was computed using 15% 
as the cost of common stock equity (as recommended b y  
Company witness ovens), 7.45% as the embedded cost of  debt, 
6.Sq% as the cost of preferred stock, and the intrastate 
toll portion of the Company's operations and rate-making 
rate base as of December 31, 1976 (end of test period). 

At the time the Public Staf-f f iled its testimony in this 
rate case, the matters pend ing in Docket No. P-100, Sub s  32 
and 44, had been co ntinued as a result of a rate case filing 
by Sou thern Bell Telephone and Telegraph company in Docket 
No .. P-55, sub 768. That filing included proposed changes in 
the intrastate toll rates which were set out for 
investigation in Docket No. P-100, Sub 45. The commission 
in its Order issued September 7, 1977, in Docket Nos. P-55, 
Sub 768, an:1 P-100, sub 45, stated that any a dditional toll 
settlements which will accrue to independent telephone 
companies from any approved increase in intrastate toll 
rates will be considered in such telephone company's rate 
case pending before the Commission. 

Public S taff witness Gerringer estima ted the 
representative level of end-of- test-period in trastate toll 
revenues by a normal toll settlement calculation applicable 
to cost settlement companies i n  which he utilized the 
intrastate toll net inves tment (based on a settlement rate 
base) and operating expenses a nd an intrastate toll 
settlement ratio all adjusted o r  restated to an end -of-test
per iod level as of December 31, 1976. The intrastate toll 
settlement ratio used for this calculation in prefiled 
testimony vas 9.05,;. This ratio reflected a prelimina ry 
es timate of th e impact of the pending proposed changes in 
the intrastate to ll rates as applied to a proformed 
settleme n t  ratio prior to any toll rate changes. 

Using the 9.05% ratio. the representativ e level of end-of
test-period intrastate toll revenues for central vas 
calculated to be $11,768,276 for message toll. WATS, and B-I 
interexchange private line ser vices. To arrive at the total 
intrastate toll revenue level, a noncost study amount of 
revenues for I-I private line services of $24,972 had to be 
add ed yielding a revenue level of $11,793. 248. Public Sta ff 
witness Carter testified that he used �u blic Staff wi tness 
Gerringer•s amount of $11,793,248 an d deducted $4,q98 to 
reflect the int rastate toll revenue effect of his 
adjustments to operating expenses resulting in a final level 
of $11,788 • 250 as reflected in Finding of Fact Ho. 11. 
Under Evidence and Conclusions for Finding of Fact No. 12. 
in£��. the Commission accepted all of �r. Carter's 
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adjustments to opet"at.ing expenses; therefore, the commission 
concludes that fllr .. Carter's adjustment dec reasing intrastate 
toll revenues by $4,998 is appropriate. 

At the time of the hearing , Public Staff w itness Gerringer 
updated the intrastate toll settlement ratio from 9.051 to 
9.12, reflecting a revision to part of the data used to 
develop the preliminary estimate of the 9.os, ratio. Osing 
the 9 .. 121 ratio , the· representative level of end-of-test
period intrastate toll revenues for Central vas calculated 
to be $11,806,644 for message toll, VATS, and B-I 
int erexchange private line services. Again, t o  arrive at 
the total intrastate toll revenue level, a noncost study 
amount of revenues f or I-I private lin e services of s2q,972 
had to be added and an amount of $4,998 as testified to by 
Public Staff vitness Carter had to be subtracte d, yielding a 
final level of $11,826,618. 

eased upon the foregoing discussion of the evidence and 
after careful reviev and con sideratio n of the e ntire record 
in thi s  docket, the commission is of the opinion t.hat the 
representative level of end-of-t.est-period intrastate t.oll 
revenues for central should be based on Public Staff 
witnesses Gerringer•s and Carter's calculations of 
$11,826,618. adjusted to include the final results of the 
commission's findings in Docket No. P-100, Sub 115 
(In vestigation of Intrastat e Long Distance. WATS, and 
Interexchange Private Line Rates of all Telephone Companies 
Under the Jurisdi ction o f the No rth Car olina Utilities 
commission). The Commission takes officia l not ice of its 
records in that docket. Therefore. based upon the 
Commission's findings in Docket No •. P-100, Sub llS, the 
commission concludes that Central will realize approximately 
$1.035, 993 i·n toll ser vice revenues in addition to the 
$11,826;618 proposed by the Publi c Staff resulting in total 
test-period intrastate toll revenues of $12,862,611. Of 
this amount approximately !2,506,761 results from the 
increase in toll rates appro ved in Docket No. P-100, Sub 45. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF PACT NO. 11 

Company vi tness Bailor and Public Staff witn esse s  
Gerringer ani Car ter presented testimony concerning the 
representat ive end-of-period level of opera ting revenues. 
IH tness Gerring er testified specifically concernin g the 
separation factors developed from the cost separation study 
for the 12 months ended December 31, 1975, revised to 
include traffic factors for the test per iod, the Company's 
toll settlements vith Southern Bell Telephone and Telegraph 
Company and app ropriate end-of-period level of intrastate 
toll revenues, and the changes the Company is proposing to 
its EAS component rate plan. The end-of-period t oll re venue 
amount determined by witness Gerringer was included by 
witness Carter in his testimony and exhibi t. Wi tnesses 
Bailor and Carter each testified as to the appropriate level 
of operating revenues after account ing a nd pro forma 
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adjustments. Th.e following tabular summary shovs the 
amounts presented by each witness: 

X!&! 

Local service revenues 
Toll service revenues 
!!iscellaneous revenues 
U ncollec tib les 

Total 

company Witness 
__ ._..eB�•:i�l•QL __ _ 

(a) 

$27,735,2lllJ 
11,108,631 

1,092,617 
___ il!!.,.J!.I:l) 
$39,858,419 
========== 

Public staff 
v itness carter 

(b) 

S28 ,015,216 
11,788,250 

1,219,797 
126.614) 

$40,996,649 
========= 

The difference of $279,972 between the tvo amounts 
presented by each witness for local service revenues results 
from the two different methods of calculating end-of-period 
local service revenue employed by each witness. compa ny 
witness Bailor computed end-of-period local service revenues 
by taking actual book local service revenues for the test 
period of $26,876,345 and making tvo pro forma adjust■ents 
to this a mount. The first a djustment vas to annualize the 
increase in local serYice rates authorized under Docket No. 
P-10, Sub 351, whi ch became effective February 3, 1976.
Company witness Bailor took the annual additional revenue of
$5,276,568 to be realized fro■ the approved increase in
Docket No. ·P-10, Sub 351, and divided that amount by 12 to
arrive at the monthly effect of the rate increase. This
amount vas then multiplied by 1 1/10 months which vas the
period of time during the test period that the higher rates
vere no t in effect. The result of $483,271 vas added to
actual book local service revenues. Company witness
Bailor•s second adjustment vas to annualize local service
revenues based on main statiqn growth during the test
period. For each month of the test year co■pany witness
Bailor took the total amount of revenue produced by all
components of local service during each month and divided it
by the number of main stations in service at the end of the
prio r month to arrive at the revenue per main station each
month. The cumula tive revenue per main station vas then
■ultiplied by the increase in_the number of main stations
for each month over that of the pr eceding month to annualize
fro m the beginning of the test year up to the month in which
the customer vas added. To this amount vas added an amount
egual to one-half of the increase in mai� stations per ■onth
multiplied by the monthly revenue per main station in order
to annualize the individual month that the customer vas
added. Company vitn8ss Bailor did not attempt to ann ualize
each class of service which produces local serYi.ce revenues
but only the total a■ount of local service revenues for the
test year. This second adjustmen t resulted in $375,628
being added to actual book local service revenues to arrive
at Company witness Bailor•s end-of-period local serTice
revenues of $27,735,244.

Public Staff wit ness Carter c alculated end-of-period local 
service revenues by breakiiag dovn local service reYentie into 
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fiYe components (subscriber station reYenue ,. serYice 
·connections, mOYes and changes, public telephone. reYenue,
di rectory assistance charges ,. and other local service 
revenues) and annualizing eaC'h co■ponent. Por subscriber 
station re�nue, witness carter annualized re•enue for the 
month of December 1976, the last month of the test year. He 
testified that subscriber stati on reYenue is an ite• vhich 
continuously increases as long as telephone stations 
increase. As long as the nu■ber of stations does not 
decrease from the Dece■ber 1976 level, the amount of 
subscriber station re venue should not decrease from the 
December level. !r. carter also testified that neither the 
number of telephone stations nor the amount of subscriber 
station revenue has decreased from the December 1976 leYel; 
therefore. he annuali zed subscri ber station revenue. by 
multiplying December 1976 subscriber station revenue by 12. 

Por service connections. aoves and changes. ftr. Carter 
det ermined the average ■onthly revenue for the period Barch 
1976 to December 1976. multiplied this amount by 12, and 
i ncreased the result by 1.051. the percentage increase in 
the number of main stations from ftarch to December. nr. 
ca rter testified that he selected the period Barch to 
December because the Company received a general rate 
in crease in February 1976. including an increase in rates 
fo r service connection charges. moves and changes, and 8arch 
vas the first month i n  which the increased rates vere in 
effect. ftr. carter also testified that he did not annuali ze 
this type of local service reven11e by multiplying the 
December a11ount by 12 because, unlike subscriber station 
revenue vhich increases each month, revenue from service 
Connections. m·oves· and changes fluctuates from month to 
month. 

Witness carter testified that he annualized public 
telephone revenue in the same· manner and for the same 
reasons as he annuali'Zed service connections, moves and· 
changes, eic:ept that he annualized the average monthly 
amount by multipl ying by 12 and then by 2.016", the 
percentage increase in the number of pay stations fro ■ !larch 
to December, since revenue from pay stations is related to 
the number of pay stations instead of the number of main 
stations. 

Fo r  directory assistance charges, witness Carter 
determined the revenue for the last six months of the test 
period, multiplied this amount by 2 and increased the result 
by .68"• the percentage increase in the number of main 
stations from July 1976 to December 1976. rtr. carter 
testified tbat he used the period July to December because 
the company began charging for directory assistance calls in 
ftay and revenue from directory assistance cb!rges vas S748 
in �ay and $485 in June. Beginning in July and continuing 
through December. rev�nue fro■ director y assistance charges 
ranged from s1.006 to $1,387. 'Ritness car te r  testified that 
b·e felt that the low months of Hay and June should not be 
used in determinin� a no rmalized level of directory 
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assistance 
experienced 
range after 
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charge revenue since 
directory assistance 

June 19 76. 

the Company 
charge revenue 

had not 

in that 

Public Staff witness carter testified that other local 
service revenue consists primarily of revenue from private 
lines and extended area service. To annuali�e this 
component of revenue, 8r. Carter increased actual revenue 
for the test period, excluding an out-of-period adjustmen t 
to local private line - teletypewriter and the interstate 
portion of local private line revenue, by 1.376%, the 
percentage increase in the number of main stations during 
the test year. Witness carter testified that he used this 
method because the revenue from these items fluctuates from 
month to month making it impossible to annualize other local 
service revenue in the same manner as he annualized 
subscriber station revenue. Also, he testified that in its 
last general rate case the Company did not receive an 
increase in priYate line rates; therefore, he could not 
ann ualize the private line revenue in the same manner as he 
annualized service connections, moves and changes, and 
public telephone revenue. Based on these facts, in ftr. 
Carter's opinion, applying the percentage increase in the 
number of  main stations to the actual revenue receiYed 
during the test period is the most reasonable method to 
annualize other local service revenue. lifi tness Carter 
determined th at the total annualized local serYice revenue 
was $28,015,216, consisting of $26,362,608 of subscriber 
st ation reTenue, $1,062,698 of service connec tions, move s 
and changes, $362,802 of public telephone revenue, $14,973 
of directory assistance charges, and $212,135 of other local 
service revenue. 

The Commission concludes that the method. of calculating 
the end-of-period level of local service revenue employed by 
witness Carter is the proper method to use in this 
proceeding because he annualized each component of local 
service revenue. The commission concludes that witness 
Carter's end-of-period level of intrastate local service 
revenue in the amount of $28,015,216 should be used for the 
purpose of fixing rates in this proceeding. 

Th e ne:rt area of disagreement between the witnesses 
concerns the end-of-period level of toll service revenues. 
In Evidence and conclusions for Finding of Fact &o. 10, the 
com■ission has already concluded that the proper amount of 
end-of-perio:l toll service revenues including the additional 
intrastate toll revenue settlements Central is expected to 
reali'Ze from tb.e increase in toll rates approved in Docket 
No. P-100• Sub IJ5 is $12,862,611. 

The next area of disa greement concerns the amount of 
miscellaneous revenue included by each witness. The 
difference of $127,180 is the result of tvo adjust■ents made 
by witness carter. The first adjustment represents an 
increase in directory advertising reYenue. llr. carter 
testified that, during 1977, Central increased its rates for 
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directory adverti sing effective at various dates during the 
yea r. He recognized the additional revenue which central 
vould have received if the increased directory adnrtising 
rates effective through October 1977 had been in effect 
during the test year. If these inct'eased rates had been in 
effect during the test year, Central wou ld have collected 
$19q,172 in additional revenue and would ha ve retained 
S129,049 of this a■ount. From the S129,049 a■ount ftr. 
Carter deducted $13,050, the adjust■ent to directory 
advertising re'fenue included by nr. Bailor, vhich resulted 
in a net additional adjustment of $115,999. of the $115,999 
total adjustment, S11Q,700 is applicable to intrastate 
operations. 

The second adjustment of $12,480 also increases 
miscellaneous reve nue. During the test period, Central 
decreased rent reTenue for a retroactive adjustaent relating 
to a period ended prior to July 1975. Sr. carter testified 
that this decrease in revenue vas related entirely to an 
out-of-period ite■ and should be reversed for rate-making 
purposes. 

Based on the eyidence presented, the commission concludes 
that both a djustments made by Public staff witness carter 
increasing miscellaneous revenues are appropriate. 

The final item of disagreement between the two witnesses 
involves the appropriate leTel of uncollectible operating 
revenues. company witness Bailor adjusted the provision for 
write-offs vhich were expensed on the com pany's boots during 
the test year to reflect the amount of net write-offs on all 
revenue billed during the test year. He then added an 
amount applicable to his revenue adjustments which vas 
derived by applying a ratio to the amount of the revenue 
adjustments. The ratio vas developed by dividing net vrite
off s for the test year by total bille'd revenue for the test 
year. The adjusted amount. of uncollectibles was t:hen 
all ocated to Rort.h Carolina· intrast:ate operatio ns b y  means 
of an allocation factor. 

Witness carter also cal culated a ratio in arriving at 
uncollectible operating revenues but did so by relating 
test-period uncollect:ibles applicable to l ocal service 
rev enue to the amount of test-period local service revenues. 
The resulting ratio vas then applied to his adjusted amount 
of local service revenues to arrive at his adjust ed end-of
period uncollectible operating revenues relating to local 
service revenues. The intrast.ate end-of-period tol l  
revenues presented b y  Rr. carter do not include any aoount 
to cover uncollectibles; therefore, it is improper to 
include in uncollectible revenues amounts which are not 
r ecognized by rtr. Gerringer in developing toll revenues. 

The Co�mission concludes that uncollectible operating 
revenues should be adjusted -to an end-of-period level based 
on the end-of-period local service revenues using vi tness 
carter's ratio of .095�. The Commission concludes that this 
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is a more accurate method than that employed by the Company 
because it recognizes that the ratio of uncollectible 
operating revenues varies among different types of revenues. 
Xt is not necessary to include an amount in uncollectible 
operating revenues for the uncollectible portion of end-of
period intrastate toll revenues because the company recovers 
uncollectible intrastate toll reTenues in the settlement 
process. Any inclusion in uncollectible operating revenues 
for uncollectible intrastate toll revenues would require an 
addition to revenues of the same amount since the 
development of the intrastate end-of-period toll revenues 
did not include a provision for uncollectibles. The 
co■mission has previously deter■ined that end-of-period 
local serTice revenues are $28,015,216; therefore, the 
commission concludes that the appropriate end-of-period 
level of uncollectible revenues is $26,614. 

In sum■ary, the Commission concludes that the appropriate 
level of operating revenues under present rates is 
S42,071,010, consisting of local service revenues of 
$28,015,216, toll service revenues of $12,862,611, 
miscellaneous revenues of $1,219,797, and uncollectible 
revenues of $26,614. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT HO. 12 

Company witness Bailor and Public,Staff witness Carter 
presented testimony and exhibits shoving the level of 
intrastate operating revenue deductions vhich they believed 
sho uld be used by the Commission for the purpose of  fixing 
central Telephone co■pany 1 s rates in this proceeding. The 
following tabular su■mary shovs the amounts claimed by each 
vi tness: 

Operating expenses 
Depreciation expense 
Interest on customer 

deposits 
Other operating taxes 
Income taxes - state 

and federal 

Total operating 
reYenue deductions 

Company Vitri.ess 
---'"""!"i �m;: __ _

(a) 

$15,357,121 
5,987,151 

7,774 
ll,430, 614 

$31, n1, 114 
========= 

Public Staff 

lltJ] ess cart�!: 
(b) 

$15,497,976 
5,915,592 

6,544 
q ,387 ,052 

5.561.68§ 

$31,368,850 
========= 

The first ite• of difference in the operating revenue 
deductions stated aboTe concerns operating expenses. 
Co■pany witness Bailor testified that the appropriate leTel 
of operating expens es is $15,357,121 while Public staff 
vitness Carter testified that the appropriate level is 
S15,q97,976, or a difference of $1�0,955. The $140,855 
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difference is comprised of the following a djust■ents ■ade by 
vi tness Carter: 

Itep No. 

1. 

2. 

3. 

Adjnst.�ent to maintenance, traffic, com
mercial, and general office expenses for 
salaries and vages 

Adjustment to ■aintenance e1Cpense t o  
r e110.,e fro11 the test year an incorrect 
charge 

Adjustment to increase maintenance and 
gen eral office salaries and expenses due 
to expensing of certain engineering costs 
during 1977 

(7,625) 

266,qJ1 

4. Adjustment to aaintenance expense for excess
profits on purchases from cent.el Senice
Company (8,276) 

5. Adjustment to eli■inate amortization of
rate case expense expiring Jane 30, 1977 (11,Ll97) 

6. Difference due to co■pany• s using
co■posite i ntrastate allocation factor for
general office salaries and expense and
other expenses, whereas the Pmblic Staff
used separate intrastate allocation factors
for revenue.accounting, general office
salaries and expenses, and other expenses l]ll 1744) 

1. Total sno,es5 

The Commission vlll nov discuss each of the preceding 
adjust ■ents co■prising the $140,855 difference in operating 
expenses. 

The first adjustment listed above concerns an adjustment 
to ■aintenance, traffic, co■■ercial, and general office 
expenses for salaries and vages. Public Staff witness 
Carter test if ied that Co■pany vitness Bailor, in determining 
his end-of-per iod level of sala ries a nd vages, included 
es timated additional salaries and vages for the anticipated 
increase in the nu■ber of employees during 1'977. The a■oun t  
of this portion of ftr. Bailor•s adjustment vas $1qQ,810 on 
combined operations. Witness Carter did not include an 
adjnst■ent for an !�crease in tbe number .of e■ployees during 
1977 beca use the number of employees had not increased 
during 1977 fro■ the end-of-test-period level, and there had 
been onlf a Yery slight increase from the aTerage level of 
employees during the test year. Re det er•ined the 
annualized leYel of salaries and wages per aTerage employee 
by function during the test year, including the vage 
increases granted in 1977, and multiplied this a■oant by the 
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number o f  employees at the end of the test year to arrive at 
the end-of-period level of salaries and vages based on the 
number of employees at the end of the test period by 
function (maintenance, traffic, commercial, and general 
office). This method recognizes the overall increase in the 
number of employees during the test year as vell as the 
increases and decreases i n  the number of employees in each 
function during the test year. The result vas an adjustment 
to dec rease salaries and wages by S83, 434 in order to 
eliminate the. cost of the projected increase in the number 
of employees during 1977 which has failed to materialize. 

The Commission concludes that witness carter's adjustment 
to maintenance, t.ra'ffic, commercial, and general office 
expenses for salaries and vages is proper becaus e the 
projected increase by the company in the nullber of employees 
during 1977 has n ot taken place. This is clearly shown on 
Public Staff Bailor Cross-Examination Exhibit No. 1. This 
exhibit shovs that the n umber of employee s a t  July 1977 wa s 
the same at December 31, 1977, the end of the test period. 
Even the breakdown between eYempt and n onexempt employees 
was the same. Company witness Bailor under cross
examinati on admitted t hat the projected increase n ow appears 
to have been too high and agreed t hat Public Staff witness 
carter's method of using the number of employees at the end 
of the test period vas appropriate. 

The second adjustment listed above concerns the decrease 
of mainten ance e xpense by $7,625 to remove fr om the test 
year an incorrect charge £or test equipment recorded as 
repairs which should have been charged to construction work 
in progres s. The Company corrected this mi sclassification 
in f!arch 1977. 

The Commission agrees with witness Carter's adjustment. t.o 
r emove from the test year an incorrect charge to expense of 
$7., 625. The Co11pany corrected it:. origina l entry but n o t  
until lfarch 1977; theoofore, it i s  necessary to remove this 
incorrect charge to expense from the test year to determine 
accura tely the cost of service to be used in setting rates 
for the future. 

The t hird adjustment listed above concerns an adjost■ent 
t o  increase maintenance expenses and general office salaries 
and expenses for the expensing of a portion of engineering 
costs. Witness carter testified that during the test period 
the company capital.ized all engineering costs. In 1977, the 
Company prepared studies o f  its engineering costs ., 
determined that a portion of these costs should be charged 
to maintenance expense and general office salaries and 
e xpenses ,  and began expensing these costs in 1977 •. ftr. 
Carter also testi£ied that the Uniform system of Accounts 
supports the positi on that a portion of enginee ring costs 
should be expensed and that this practice is followed by 
other telephone compan ies. If the Co■pany had been 
following the practice of expensing a port.ion of engineerin,g 
costs during the test period, maintenance expenses and 
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general office salaries and expenses would haTe increased by 
S266,q3t. 

The Commis si on concludes that witness Carter•s adjust■ent 
to increase mainte�ance and general office salaries and 
expenses by $266•q_31 due to the expensing of certain 
engineering costs in 1977 is appropriate. This is an 
exp ense vhich the Company is presently i ncurring and vhich 
should be considered in determining the cost of service used 
in setting rates for. the fut ure. Also. this treatment of 
engineering expenses is consistent vith the provisions of 
the Uniform System of Accounts for �elephone co■panies as 
prescribed by this co■■ission. 

Tbe fourth adjustment listed above concerns an adjustment 
to maintenance expense resulting from excess profits on 
mat erials purchased from cent.el SerTic� company vhich v�re 
.expensed during the tes t year. 

In Evidence and conclusions for Finding of Pact Ho. 5, the 
Commission determined that the profits of cen tel Service 
company on sales to central Telephone company vhich 
generate d more than a 15" retu rn on equity were excessiYe. 
Therefore, the commission concl udes that witness carter's 
adjustment of SB, 276 to exclude excess profits on 
maintenance materials purchased fro� cent.el service Co■pany 
is pt:oper .. 

The fifth adjustment liste d above concerns the eli■ination 
of the amortization of rate case expenses associated vith 
the Company's 1971 rate case in the amount of $11,497 
because the amortization of this expense expired at.June 30, 
1977. Witness carter testified that this is an expense item 
which :is no longer incurred by the company an d rates should 
not be set. to cover this item of expense. Re stated that 
elimination of this it.em of expense vhich occurred 
subsequent to the end o f  the test. year is consistent: with 
the -adjustments of recognizing the increase in wage rates 
an d increase in directory advertising rates subsequent to 
the end of the test year. 

The Commission conclud es that. witness carter's adjust.lilent 
t o  elimina te amortization of rate case expense expiring June 
30r 1977, is appropriate. This is an -expense which the 
Company is not presently incurring and should not be 
considered in· determining the cost of service vhich will be 
us·ea in setting rates for the future. 

The remaining differenc e  of ($14,744) arises because 
Company witness Bailor and Publ ic Staff witness carter used 
di·fferent intrastate allocation factors for certain 
operating expenses. ftr. Bailor used a co■posite .intrastate 
allocation f actor to allocate the tota l dollar amount of 
revenu e accounting.expenses, general office salaries and 
expenses r and other expenses. 11r., Carter applied a separate 
intrastate allocation factor to each of these �hree expense 
categories. 
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The Commission concludes that the intrastate allocation 
factors used by witnes s Carter are appropriate for use
herein. The use of individual factors results in a m ore 
accurate allocation of costs to intrastate operations. 

The commission 

operat ing expenses 
$15,497,976. 

concludes that the proper amount 
to be used in this proceeding 

of 
is 

The second component of operating revenue deductions on 
which t he tvo witnesses disagree is the proper level of 
depreciation expense. compan y  witness Bailor presented an 
amount of $5,987,151, while Public staff witness Carter 
presented an amount of $5,915,592. The difference of 
$71 ,. 559 is due to an adjustment by witness Carter 
eliminating depreciation on excess profits existing in the 
p lant accounts at oecem�er 31, 1976. 

since t he commission has found the profits of cent.el 
service company on sales of materials and supplies to 
Ce ntral T elephone Company to be excessive, the commission 
also finds that witness Carter's adjustment of $71,559 to 
eliminate depreci ation on such excess pro fits to be proper. 

The commission concludes from the examination made and 
conclusions reache d  regarding the adjustment presented by 
wit ness Carter that $5,915,592 is the appropriate leTel of 
depreciation e:z:pense to be us ed in this pr oceeding. 

The third operati ng revenue deduction upon which the 
wit nesses disagree is interest on customer deposits. 
Company witness Bailor included interest on custo■er 
deposits of $7,774 which was the a mount accrued on the 
Company Is boo ks during the test period. Witness Carter 
adjusted this amoun t downwar d by $1,204 after calculating 
interest on end-of-period customer deposits subject to the 
payment of interest.. Witness Carter testified that the 
Company must pay interest on customer deposits after it has 
held· a deposit 90 days. To determine the amount of customer 
deposits at December 31, 1976, subject to the payment of 
interest, wit ness carter took the balance at December 31, 
1976, and deducted c ollections receive d during October, 
November, and December. The result represents the dollar 
amount of customer deposits the company has held for 90 
days, w hich is the amount subject to th e paymen t of 
interest. When this amount is multiplied by 6! interest 
rate, the annual interest on customer deposits is deri�ed •. 
An additional decrease of $26 results fro11 witness Car ter• s 
using a different intrastate allocation factor, vhich is 
calculated by comparing int rastate toll and local service 
revenues per books to total toll and local service revenues 
per books .. 

The Commission 
to interest ol1 
Commission bis 
customer deposits 

concludes that witness carter• s adjustment 
customer deposits is appropriate. T.he 
previously concluded that end-of-period 
should be in cluded as a reduction of the 
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original cost net investment and nov concludes that it is  
proper to include $6,544 of end-of-period interest on these 
deposits as an operating revenue deduction vith the result 
that central Telephone company vill be alloved to recover 
only its cost of these customer supplied funds. r.lthoogh 
Central actually had $154,406 of customer deposits at the 
end of the test period, only $129,931 vas subject to the 
payment of interest. The $129,931 multiplied by the 
interest rate of 6J tim es the intrastate allocation factor 
of .8391103 results in the $6,544 :1.mount of interest on 
customer deposits. 

The fourth operating revenue deduction upon vhic h the 
witnesses disagree_ is other operating taxes. The a■ount 
presented by Company witness Bailor of $4,�30,61Q is S43,562 
more than the a■ount of $Q,387,052 presented by Public staff 
witness carter. The $q3,562 difference results fro■ the 
following adjustments proposed by witness carter: 

1. Adjustment to decrease payroll taxes
applicable to the Public Staff's
adjustment to salaries and wages

2. Adjustment to decrease payroll taxes due to 
capitalizing of payroll taxes on certain

$ (�,729) 

labor during 1977 (115,915) 

3. &djust■ent to increase gross receipts
taxes resulting from adjustments to revenues 77,765

4. Difference due to Company's using composite
intrastate allocation factor for other
operating taxes, whereas the Public Staff
used separate intrastate allocation
factors for payroll taxes, gross receipts
tai:es, property taxes, and other taxes (683) 

Total $ (U, 562) 
-------= 

Tbe first adjustment made by witness carter concer�s a 
reduction in payroll taxes of $4,729 applicable to his 
adjustment to salaries and vages. Witness Carter testified 
that his adjustment is consistent vith his earlier 
adjustment to reduce salaries and vages. 

The Commission previously conclu ded that witness carter• s 
adjustment to salaries and wages is proper and nov concludes 
that his adjustment to decrease payroll taxes applicable to 
his adjust■ent to salaries and vages is a l so proper. 

The second adjust1ent made 
reduction in payroll taxes due 
payroll taxes on certain labor 
testified that during 1977 the 

by vi tness carter concerns a 
to the capitalization of 

during 1977. Witness carter 
Company began capitalizing 
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payroll taxes on all labor capitalized, including indirect 
labor, plant supervision, and general and administrative 
labor. During the test year the company capitalized payroll 
taxes related only to direct labor capitalized. The effect 
of the change is to capitalize addition al payroll taxes that 
would have been expensed prior to 1977. If the nev 
procedure of capitalizing payroll taxes had been in effect 
during the test year, the amount of payroll taxes charged to 
expense would have been $115., 915 less than the amount 
actually expensed. 

The Commission concludes that witness Carter's adjust•ent 
to reduce payroll taxes due to the capitalization of payroll 
taxes on certain labor in 1977 is appropriate. This is a 
portion of an expense vhich the comp any is presently not 
exp ensin g., and it should not be considered in determining 
the cost of service vhich vill be used in setting rates for 
the future. 

The third adjustment made by wit ness carter concerns an 
adjustment to gross receipts taxes. Both Compa ny vi tness 
Bailor and Public staff witness carter proposed an end-of
period gross receipts tax adjustment consis tent vith t heir 
adjustments to end-of-period local service a nd intrastate 
toll s ervice revenues. 

The Commission has previously determined that the end-of
period revenues are $42 ., 071 ., 010 including the increase in 
intrastate toll revenues resulting from the increase in toll 
rates approved in Docket No. P-100 ., Sub 45. Therefore, this 
adjusted revenue amount is appropriate f or use in 
determin ing the amount of end-of-period gross receipts tax. 
Upon examination of the evidence presented, t he Commission 
concludes that the proper level of gross receipts tax is 
$2,524,261. 

The rema ining difference of $683 results from compan y 
witness Bailor• s and Public Staff witness Ca rter•s using 
di fferent intrastate allocation f actors for p ayroll taxes ., 

gross receipts taxes., property taxes, and other taxes. 
Witness Ba ilor used a com posite intrastate allocation factor 
to allocate these other op erating taxes. Witness Carter 
u sed a separate intrastate al1ocation factor for each of
these four categories of taxes ..

The Commission concludes that the separate intra state 
allocation factors used by vi tness carter for the other 
operating tax accounts of p ayroll taxes., gross receipts 
tazes ., property taxes, an d other taxes are appropriate. The 
use of these individual fa ctors will result in a more 
accurate allocation to intrastate operations than the use of 
a composite alloca tion factor applied to the total of these 
four categ ories of other operating taxes. 

Based upon the examination made and conclusions reached 
regarding the adjustments proposed by witness ca rter, the 
Commission concludes that the appropria te level of other 
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ope rating taxes to be used in this proceeding as an 
operating revenue deduction is $4,451,51Q. 

The final operating reyenue deduct ion u pon which the 
wit nesses disagree is State and Federal income taxes. 
Although the vitnesses used the same statut ory tax rates, 
their resulting tax amounts were not equal due to the 
different levels of operating revenues a nd operating re..-enue 
deductions claimed by each vitness in computing taxable 
income and the different amounts of "Schedule ft" add-back 
and deduct items used by each witness. The differences in 
operating revenues and operating revenue deductions have 
previously been discussed, and the commission does not deem 
it necessary to  recapitulate these differences. The leve l 
of State and Federa l income tax deductions found proper by 
the Coamission is different fr om the amounts presented by 
either witness in his test.iaony; therefore, the comaission 
will calcul3te the appropriate level of State and Federal 
incom e taxes for use in this p roceeding. First, however, 
the Commission will discuss some of the fev differences 
between the two witnesses• computations of state and Federal 
income taxes. 

The first difference is the amount of deduction for 
interest expense. company witness Bailor used the actual 
amount of interest. expense during the test period plus his 
pro forma adjustment to interest expense plus interest on 
customer deposits, which totaled $3,386,819. Public Staff 
witness carter used interest expense of SJ,985,777, vhich he 
calculated on the end- of-period debt capital supporting the 
intrastate origina 1 cost net in vestment developed in carter 
Exhibit 1, Schedule 1. This amount of interest deduction is 
based on the double leverage capital structure as 
recommended by Public Staff wit ness Rosenberg. 

Because the interest expense used by �r. Bailor in 
computing income taxes is less than the interest expense 
necessary to support end-of-period debt and its embedded 
cost as shovn on Bailor Exhibit 4, Page No. 10, and since, 
as discussed under Evidence a nd conclusions for Findings of  
Fact Nos. 13-16, infra, the Commission did not adopt the 
cap ital structure as proposed by the Publi c staff, it 
becomes necessary for the commission to calculate the proper 
amount of interest expense to be included in the income tax 
calculations. The commission concludes that the proper 
level of end-of-period interest expense to be included in 
the cost of service and in the calculation of State and 
Federa 1 income tax expense is $3, 1<J7, 175. 

The second difference is the amount of depreciation on 
intercompany profits to be added back in calculating Federal 
income taxes. f!r. Bailor added back an amount of S231,953 
vhile nr. Carter added back an amount of $160,394, or a 
difference of $71,559. The difference of $71,559 between 
the tvo witnesses results from witness carter's reducing his 
amount by the amount of depreciation rela-ted to excess 
profits on purchases from Centel Service company. 
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Since the Commission has previously c o nclucled that witness 
Carter's adjustment to depreciation expense of $71,559 to 
eliminate depreciation on excess profits on purchases from 
Centel Service C ompany was proper, it nov conclm1es that 
witness carter's $160,394 add back for depreciation on 
int ercompa.ny profi ts used in bis calculation of Federal 
income taxes is prope r. It is necessary to reduce the add 
back for depreciation on intercompany profits by the amount 
of $71,559 for the following reason. Operating income 
before income taxes, the starting point in the tax 
calculation, as shown on schedule I, is $16,199,3BIJ. That 
level of income has be�n increased for the decrease in 
depreciation on excess profits. The $231,953 add back for 
depreciation on in tercompany p rofits used by ffr. Bailor 
includes depreciati on on all intercompany prof its includin g 
excess profits on purchases from Centel Service Compan y. 
Therefore, failure to decrease the add back fo r depreciation 
on intercompany profits by the deprecillti on on excess 
profits already added back by the Commission would result in 
providing income taxes twice on $71,559 of depreciation on 
excess profits. 

The thir� difference results from witness Bailor•s 
normalizing the income ta x effects of $378,243 of 
capitalized payroll taxes, pensions, and use taxes in his 
in come tax ca lcu la tion, whereas vi tness carter deducted o r  
flowed-through these i tems in his income tax calculation. 
Witness Bailor testified tha t witness Cart er's flow-t hrough 
method for these items wo uld result in an improper reduction 
in the tes t-perio d op erating e xpe nses r esulting solely fro■ 
the constructi on of plant. "r. Bailor further tes tified 
that normalization of the tax effects of t hese items would 
achieve a m ore proper all ocation of costs between presen t  
ratepayers and future ratepayers and would improve the 
inte rnal cash flow and interest coverage ratios of the 
Company, thereby re ducing the overall cost of capital to the 
Compan y and its ratepayers. �r. Bai lo r testified on cross
examinatio n that some of the states in which Central 
operates permit the company to normalize the income tax 
effects of these items, while other states require the 
Company to flov- through the income tax effects of thes e 
ite 111s. 

Witness Carter testified that the Company receives an 
income tax deductio n currently for these items, even though 
they are capitalized on the company's books and records, and 
if the income ta:r effects of these it ems are normalized, it 
means that the ratepayers will have to p ay additional 
telephone rates to cover income taxes t hat the company is 
currently not incurring. nr. carter further testified that 
as long as the cons truction program continues a t  its present 
level, the Company vill continue to get a tax reduction f or 
these items in the year in which they are incurred. 

The Commissi on concludes that witness Carter's method of 
flowing th rough these items to the present ratepayers is 
appropr iate .  The company is presently get ting an income tax 
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deduction for t.hese cap italized taxes and fringe benefits. 
It would be inappropriate to increase illcome tax expense by 
not deducting these items whe n the Company is actually 
deducting these items in determining the income taxes which 
it pays the State and Federal governments. Witness Bailor 
testified on rebuttal that vhen the company•s income tax 
return vas prepared and filed on Sept ember 15. 1977, it was 
discove red that use taxes capitalized for the test period 
were $130,516 rather than the $252,858 as presented in the 
minimum filing requirements. The commission agrees with 
this correction and concludes that the revised amount of 
$255,901 ($378,243 .1i252,858 + $130,516) should be used 
vhen deducting these capita lized taxes and fringe benefits 
in calculating State and Federa l income taxes. 

The final difference results from wit ness Bailor•s 
deducting the amort ization of centel Service company's 
deferred taxes in de termining the company's Federal tax 
expense while witness carter did not deduct an amount for 
this ite m. 

The Commission concludes that witness Bailor•s deduction 
from the company• s Federal tax liability of an amount for 
the amortization of Centel Service company's deferred taxes 
is proper. This is an item which is actually deducted by 
central in determi ning its i ncome tax expense per books. 

T he commission concludes that the proper amount of State 
income taxes is $786 ,,930 and 'Federal income taxes is 
$5 ,, 6Q5 ,, 352 ,, for total State and Federal income taxes of 
$6,432,282. The following schedule sets forth the State and 
Federal income tax calculations: 
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Line 
_H.Q..:. 

1. 

_________ Amount --�-
___ State __ __ Federal

before 
I!g_m 

Operating income 
income taxes and fixed charges $16,199,384 $16,199,384

2. Deduct: Interest exoense on
intcastate original Cost net
investm2nt financed by debt

3. Add: a. Depreciation lost on
items ca pi tali zed per 
books, expensed for 
tax purpos�s 

b. Increase in insurance
reserve

c. Deprec iation on inter
company profits

4. Deduct: 
a. Payroll taxes

capitalized
b. Pensi ons capitalized
c. Use taxes capitaliz ed

3,197,175 

369,123 

84 

7 2,825 
52,560 

_..llQ.21.§. 

5. North Carolina taxable i ncome 13,115,515 

6. North Carolina income tax

3,197,175 

369,123 

84 

160,394 

72,825 
52,560 

130,516 

(LS, Column {a) x 6%) !_ __ l!!h.2:l.Q _ __fil§,930) 

7. Federal taxable income 12,488,979 

8. Federal income tax before
surtax exemption, amortization
of investment tax credit a·nd
amortization of centel•s deferred
taxes CL 7, Column (b) i: 48%)

9. Less:
a. Surtax exemption
b. Investment tax credit

amortized
c. centel 1s deferred taxes

amortized

10. Total Federal income tax

5,994,710 

3,723 

234,297 

___ 1!L.ill 

$ 5,645,352 
========== 

The Commission concludes that the appropriate level of 
intrastate operati ng revenue deductions is $32,303,908, 
which includes operating expenses of $15,497,976, 
depreciation expense of $5,915,592, interest on c ustomer 
dep osits of $6,544, other operating taxes of $4,451,514, and 
state and Federal income taxes of $6,432,282. 
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EVIDENCE iun CONCLUSIONS FOR FINDINGS OF PACT NOS. 13-15 

Three witnesses were presented in the area of the cost of 
capital to the company. The company presented Thomas A. 
Owens, Jr.• Vice President and Chief Financial Officer of 
Ce ntral Telephone and Utilities Corporation, and Bobert s. 
Stich, Professor of Finance and Business Policy at the 
Uni versity of !'li.ssouri at St. Louis. Edvin A. Rosenberg, an 
economist, vas presented by the Public St aff. Each witness 
tes tified as to h is recommendations concerning the cost of 
capital and the · cost of equity to the Company. !!r. Ovens 
found that the cost of equity to the Company v as 14.S� and 
that the overall cost of capital to the Company was 10.071 
on an original cost basis. Dr. Stich found that the cost of 
equity to the company vas in the r ange of 14 1/2� to 151 
with 15% being his recommendation. Based on the 151 cost of 
equity, the overall original cost of capital was 10.31. �r. 
Rosenberg recommended a return on original cost common 
equity of 121 and a return overall of 9.771. Additionally, 
Hr. Rosenberg recomm ended the application of a double 
leverage approach to arrive at an effective capital 
structur e upon w hich to base revenue requirements. Based on 
this effecti ve capital structure, the overall cost of 
capital vas 9.771 vhile the cost of common equity was 14l. 

11r. ovens and Dr. Stich based their recommendations on the 
capital structure and embedded cost rates of Central 
Telephone company at December 31, 1976. Each w itness used 
the comparable earnings approach to determine the cost of 
equity to the Company. Their approach vas to compute the 
average r eturns on average book common equity over va rious 
periods of time for several gcoups of utility and nonutility 
companies and base their cecom menda tions on these 
computations. Among the groups of fic111s used in their 
studies were the Moody's 125 industrials, the Standard and 
Poor•s 400 industrials, the FPC class A an d B Electrics, and 
"oody's 24 utilities. The computation of these groups' 
average hook equity returns shoved that the average 
industcial firm had been able to earn an equ ity retucn of 
12.5% ovec the 1966 to 1975 period (based on Stich Schedule 
No. 16 for the Standard and Poor•s 400) with the utilities 
eacning slightly less and the "Quality Groups" - defined by 
Dr. Stich as having high grade bonds or "average or above 
stock rankings" earning somewhat more on average (as much as 
16 ,. 71 for the Standard and Poor•s 400 firms whose stock is 
als o ranked average and above by Standard and Poor•s for the 
1966 to 1975 period). Based on these st.udies, they 
concluded that the cost of equity to Central Telephone 
company was conservatively 14 1/2� according to �r. oven and 
in the 1ll 1/21 to 151 range according to Dr. Stich. 

In order for such recommendations to 
required in order for the company to be able 
its obligations to both ratepayers and 
adequately, the Commission would have to he 
t hese were indeed re asonable returns on 
operating telephone company such a5; the 

be accepted as 
to carry out 
its investors 

convinced that 
equity for an 

App licant.. The 
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comparable earnings tests proposed in this docket may add 
some evidence but they cannot be accepted as sufficient in 
scope or weight upon vhich to base the rates charged the 
North Carolina· ratepayers. Bef ore s uch stud ies could be 
accepted, tvo facts ■ust be clearly established. The first 
is that the book returns which are earned by these groups of 
firms actually represent their costs of equity. The second 
is that these groups are of generally co■parable risk to 
Central Telephone company. The Commission does not feel 
that either of these facts has been established. nr. 
Stich's Schedule 11 demonstrates t hat the returns for the 
Standard and Poor•s 400 were of s11fficient magnitude to 
maintain market to book ratios around 2.0 in most years and 
even in the recession years of 1974 and 1975, the ■arket to 
book ratio vas 1.�. There is eYery indication therefore 
that the returns earned on average book common equity by 
these groups has been abo ve the true cost of equity for 
t hese groups. 

Additionally, there is very little to shov that 
investments in these groups are in fact of reasonably 
similar or comparable risk to an investment in Central 
Telephone company. Finally, both witnesses presented by the 
company chose not to mention or consider in their 'analysis 
any possible effect on the cost of capital ar ising fro■ the 
relationship between the company and its pa rent Central 
Telephone ana: Utilities corporation. 

This relationship as noted by Br. Rosenberg cannot be 
ignored in the .determination of the cost of capital. In 
th is insta nee the burden of proof falls on the company to 
prove that it in fact requires a return of 10J or ■ore on 
the original cost of its investment in order to be able to 
fulfill its obligations to ratepayers and in•estors. The 
commission feels that the Co■pany has failed to carry the 
burden and has failed to prove that such a level of return 
is required . 

Sr. Bosenberg started his study with the preaise that the 
cost of capital to the company is determined by the 
Co11pany•s capital structore and the embedded cost rates for 
debt and preferred stock and that the cost of equity to the 
Co■pany is determined by the cost to the parent, Central 
Telephone and Utilities Corporation, of providing eguity 
cap ital. Re then analyzed the costs associated with 
providing equity to the Company. These costs, he felt, were 
determined by the parent's cap ital structure, its ovn 
embedded cost .rates for debt and preferred stock, and the 
parent's ovn cost of equity. Based on Central Telephone and 
Utilities Corporation's Dece■ber 31, 1976. capital structure 
an d' e■bedded cost ra tes for debt and preferred stock and an 
estimated cost rate for central Telephone a nd Utilities• 
equity of 141, !Ir. Rosenberg recommended that the Company be 
allowed to earn 121 on its book co■mon equity and that an 
effectiTe or double leverage capital structure be used to 
determine revenue requirements. ftc. Rosenberg's finding 
that the Cllrrent cost of equity to central Telephone and 
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Utilities Corporation is 1q1 vas based on the �esults of a 
study which.he ■ade to determine the current cost of equity 
for a group of fiTe telephone holding co■panies and one 
operating telephone company. This study consisted of 
perfoc■ing a Discounted Cash Flov analysis on each of the 
companies to estimate its indiTidual cost of equity and 
taking the average of· these indiTidual estimates as the 
aTerage cost of eguity for the ·group._ There are of .course 
differences among the companies in nc. Rosenberg•s group but 
these differences ace small in comparison vith the 
differences vhich exist between an opera ting telephone 
company and the groups vhich Sc. ovens and Dr. Stich used. 

The Discounted Cash Flov technique vbich l!lr. Rosenberg 
used, to estimate the costs of equity for the companies in 
his group is subject to some criticism and ■ust obviously be 
used vith care. l!lr. Rosenberg, howeve r, has exercised 
re asonabl e care in its application in this case. He 
attempted to giYe weight to both the histori c pattern of 
growth and the prospective growth over the near tera future 
in his anal ysis, and his results are not in conflict vith 
market reality. 

ftr. Rosenberg has advocated that the avenue used to 
finance the operating subsidiary of a holding co■panJ must 
be considered in the s etting of just and reasonable rates. 
The co■pany has maintained that only the_financial. posi�ion 
of the subsidiary, central Telephone company, need· be of 
con cern to this commission. "r. Rosenberg contends that the 
exi_stence of the holding company structure might allov 
capital to b.e channeled to the operating co11panies at a 
lo�er cost than might be the case if they vere unaffiliated. 
'!'he Co11pany contends that the Commission should ignore the 

_relationship between the parent and the subsidiary in 
setting rates to the end that Central will be treated as i� 
it were not a part of the CTU system. 

When a holding co■panJ such as CTU makes an investment in 
the equity of its subsidiaries, the double leverage approach 
arg ues that such investments may be analyzed as if they vere 
made using a 11.ii:ture of the debt, prefe rred, and co■11on 
equ ity funds of the corporation. The company argues that it 
vould be impossible for the Commission to trace the source 
and cost of funds used by each investor in every utility 
subject to its jurisdiction· and the atte■pt to do so in,this 
case vould result in disparate treatment of the company. 
Those who advance the double leverage concept argue that it 
is not necessary to account for the actual flov of funds or 
securities used to purchase or acquire the equity of the 
subsid.iaries. Rather, once the acquisition has taken place, 
the transaction can be treated as if it vere made using such 
a ■ix of funds. 

It is clear from the record that CTU controls the 
operations and structure of central Telephone company. To 
imply that this Commission should ignore the relationship 
between the parent and the subsidiary in financing the 
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operations of the subsidiary is equivalent to asking the 
Commission to believe that the subsidiaries are 10 fact 
aut onomous corporations and that no benefit is derived from 
the holding co■pany form of structure. 

While the Commission,is of the opinion that veight should 
be given to the paren�subsidiary relationship in this case, 
the double leveraged capital structUre advocated by witness 
Rosenberg will not be employed. The commission is avare of 
the arguments both for and against the use of double 
leverage and believes that this complex issue requires 
further study and analysis before a final decision is ■ade 
on its use as a r ate-making tool. 

Neither the coapany nor the Pu.blic Staff included the Job 
Development Investment Tax credit (JDC) as an additio n to 
common equity. The commission ,. however. consistent vith it's 
findings in recent rate proceedings,. is of the opinion that 
JDC in the amount of !3.364.750 should be included in com■on 
equity. 

The Commission has previously found (see Evidence and 
Conclusions for Finding of Pact No. 5) that the actual Borth 
Carolina intrastate portion of cost-free capital. for 
pur poses of this proceeding. should be included in the 
capital structure at zero cost. 

�fter 
Company's 
Commission 
for use in 

incorporating the 
capital structure 
concludes that the 

this proceeding is 

Debt 

Preferred Stock 
Common Equity 
Cost-Pree 

aboYe in 
at �arch 
appropriate 

as follows: 

37.991 

Q.82
QS.51 

-�.!!
100.001 
====== 

Central Telephone 
31 ,. 1977. the 
capit al structure 

The Commission further 
associated vith debt and 
e■bedded cost rates 
respectiYely. 

concludes that the cost 
preferred stock are 

of Central of 7.681 

rates to be 
the actual 
and 6.54,. 

The Com■isslon must also take into account the co■pany 1 s 
fair Yalue increment of $26.139,571 and the effect of adding 
this increment to the book equity component of the co11pany•s 
capital strneture. rn so doing. the commission is following 
the mandate of the North Carolina Supreme court in �tate ll 
North Carolina-,!!! rel Ut;ilities, !U !!1• y. l!Yk!t Pgver £2.•, 
285 u.c. 377,396 (1974)' • wherein it is stated: 

"[T]he capital structure of the company is a ■ajor factor 
in the determination of vhat is a fair rate of return for 
the company upon its properties•. There are, at least. t vo 
reasons vhy the addition of the fair value increl!lent to 
the actual capital structure of the company tends to 
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reduce the fai r rate of return as computed on the actual 
capi tal  structure. Pirst, treating this increment as if 
it vere an actual addition to the equity capital of the 
company, as ve haye held G.s. 62-133(b) requires, enlarges 
the equity com ponent in relation to the· debt co•ponent so 
t hat the risk of the investor in common stock is reduced. 
Second, the assurance that, year by year, in times of 
inflation, the fair value of the existing properties will 
rise, and the resulting increment vill be added to the 
rate base so as to increase earnings allowable i� the 
future, gives to the investo r in the coapany•s co■■on 
stock an assurance of growth of dollar earnings per share, 
oYer and abo•e the grovth incident to the reinyestment in
the business of the company's actual retained earnings.
&s indicated by the testimony of all of the eipert
witnesses, who testified in this case on the question of
fair rate of return, this ezpectation of growth in
earnings is an i■ portant part of their comput:ations of the
present cost of capital to the co■pany. When these
matt ers are properly taken into account, the Commission
may, in its ovn expert judg■ent, find that a fair rate of
return on eguity capital in a fair value state, such as
North Carolina, is presently less than [the aaount which
the Commission vould find to be a fair return on the saae
equity capital without considering the f air value equity
increment]."

The commission concludes that it is just and reasonable to 
take into consideration, in its findings on rate  of return, 
the reduction in risk to Central•s equity holders and the 
prot ection against inflation which is afforded b y  the 
a ddition of the $26,139,571 fair value incre■ent to the book 
equity component. Consid ering the carrent investment market 
and the other t esti■ony relating to rate of return, the 
Commission concludes that a rat e  o f  retarn of 7.301 on the 
fair value of Central Telephone Company's property used and 
useful in rendering telephone utility serYice to its 
customers in Horth Carolina is just and reasonable. Such a 
return on fair Talue vill produce a just and reasonable 
return of 8.371 on fair value equity, vhich includes both 
book equity and the fair value increment._ The actual dollar 
return yielded by th e return of 8.371 on the fair value 
equity vill yield a return of 12.761 on book common equity. 

Revenues which will be deriTed from Central's local 
service rates as approved herein vhen combined with the 
amounts of miscellaneous revenue and toll service reYenues, 
including the additional toll service reve nue Central vill 
receive from Docket Ho. P-100, sub 45, should produce a rat e  
of return o n  its fair value rate base of 7.301. The 
Commission cannot, of course, guarantee that the company 
will, in fact, earn the rat es of return herein allowed, but 
the commission concl�des that the co■pany vill be able to 
reach that level o f  return through efficient management. 
The commission, therefo re, concludes that Central•s local 
service rates should be increased !308,017, which vill allow 
the Company a reasonable oppo rtunity to earn the return on 
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its fair value rate base which the commission bas herein 
f ou nd fair and reasonable. 

The Commission has considered the tests laid down by 
G.s. 62-133 (b) (lJ). The Commissi on concludes that the 
$308,017 increase in revenues herein allowed is sufficient 
to enable the Co■pany to attract sufficient debt and equity 
capital in order to discharge its obligati ons and acbieYe 
an d maintain a high level of service to the public. 

The following schedules su■ marize the gross revenue s and 
the rates of return vbicb the Company should ha.Ye a 
reasonable opportunity to achieve, based upon the increase 
approYed herein. Such schedules, illustrating the Co11pany•s 
gross revenue reguirements, incorporate the findings, 
adjustments, and c onclusions heretofore and herein made by 
the Commission. 

EVIDENCE �ND CONCLUSIONS FOR 
FINDINGS OF FACT HOS. 17, 18, & 19 

Four vitnesses testified regarding the Applicant• s 
proposed rate structure. Company vitness Ranck testified 
that the proposed rate structure vas desi gned to distribute 
the requested additional revenues of $2,996,992 equitably 
among the Tarious services offered by the company to its 
!forth Carolina customers such that a greater portion of 
costs incurred by the Company vould be recoTered from the 
customers responsible for generating those costs. He also 
stated as an  objectiTe his intention to recognize value of 
service relationships .among classes and grades of basic 
exchange serTice. He specifically proposed to increase 
charges for t he basic telephone service components, extended 
area service com.ponen ts, service charges, special serl'ice 
arrangement s, directory listings, semipublic booths, 
teleph_one answering svitchboards, foreign exchange serTice 
and foreign central office s ervice, key and pushbutton 
service, private branch exchan ge ser vice, miscellaneous 
service arrange■ents, auxiliary equipment, connections vith 
certain facilities and/or equipment of others, data service, 
mobile telephone service, pr ivate line and channels, 
optional calling plans, and obsolete serTice offerings. !Ir. 
Houck stated that it vas necessar y  to restructure the 
Company's extension rates becanse of the more per■issiTe 
atmosphe re created by the regu lations in the FCC Docket 
No. 19528 vaich allovs customers to connect their ovn 
eEt ensions, vhen registered or grandfathered, to company 
facilities by ■eans of a standard  modular receptacle. It 
was his Tiev that the Company's subscribers vould ultimately 
benefit fro■ a restructuring of extension rates wherein he 
proposed a reduction of all extension rates to S.85 per 
■onth. ftr. Houck stated, however, that there is an inherent
problem in a::hieTi ng a fair distribution of char ges to
Cent ral•s customers resulting from his reco■mendation to
reduce erte nsion reTen11es by S720,9115 and to transfer . the
cost of the in-place inside viring to the basic classes of
serwice. He commented that future investments in inside
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wiring vould be recoyered by th e application of the proposed 
nonrecurring charge for inside wiring,. if a·lloved, but vould 
not. affect .the ezisting- inside wiring. 

Public Staff witness Willis testified that his assigned 
responsibility entail ed r�•ievlng the proposed structure of 
rates submitted by the co■pany vith the exception of its 
extended area ser•ice (E�S) ,. foreign ezchange, foreign 
cen tral office, 011:tension line ■ileage, and local priTate 
line tariff proposals. He stated that .he vas not in 11ccord 
vitb Central•s proposal to r educe extension rates to S.fJS 
per month. Be pointed out that the Company• s

1 
decision to 

propose these redoctions precludes it fro■ redm::ing its 
proposed residential one-party, business one-party and PBX 
trunk rates by approxi■ately !Q.60, $11.50, and $23.00 per 
year, respectiwely. He f urther shoved that centr al•s 
requested increase on local exchange service co■ponent rates 
could be reduced to approxima tely 62'1 of the company's 
proposal without affecting the co■pany •s alleged reYenue 
requirement, prorided extension rates are left unchanged. 

Kr. Willis stated that the Company's extension rates had 
grown at a rate greater than 10'1 for 1:he year ending 
Dece■ber 25, 1976, over the year ending December 25, 1975 •. 
ar. Willis reco■mended that extens ion rates be left 
unchanged for the reasons that the co■pany did not present a 
study to indicate hov its propo sed adjust■ent in extension 
rates would opti■ize the co■pany•s profits and altimately 
benefit its subscribers as it suggested, that its extension 
deYelop■ent had continued to grov eYen-vith the threat of 
the pending FCC Registration program, and that an unfair 
distribution of revenue requirements for existing inside 
vicing would result from the company's proposed tariff for 
extension rates thereby placing a burden on the local 
ratepayers. 

Following the closing of the hearing on MoYe■ber 1, 1977, 
in response to a co■mission order in Docket Ho. P-100, 
Sub 116, on Octo ber 31, 1977, central filed with th e 
Co■■ission an interim rate gi•ing custo11.ers a monthly credit 
of S.85 per customer-provided extension instrument. This 
r ate provided no credit for a 11ain station instrument. The 
co1111ission issued an Order HoTeab er 17, 1977, in Docket 
No. P-10, Sub 373, requiring Cent.cal to file a tariff 
allowing a reasonable credit when the main station telephone 
is provided by the subscriber. This the company did and the 
tariff became effective November 27, 1977. The Com■ission 
takes offici:1:l notice of its Orders in Docket Ros. P-100, 
Sub 46, and P-10, sub 3733, and central•s responses thereto. 
The Commission by its Oeder of October 31, 1977, in Docket 
Bo. P-100, sub 46, concluded that the tariffs filed in 
response to its Order should be subject to formal coaplaint 
and hearing and subject to investigation and recommendation 
by the Public Staff. The comaission adopts tha t  conclusion 
in this oraer and furth er concludes that the interim rate 
vhich became effective November 27, 1977, should remain in 
effect until the investigation by the Public Staff is 
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completed, the recommendation by the Public Staff based on 
further experience is made, and a hearing is held in that 
regard. 

Plr. Willis also recommended the deletion of paragraph 
3.2.3 of the Coapany•s tariff provision which requires it to 
file with the commission once a year, before January 31, a 
list of all exchanges vith the average number of ■ain 
stations, PBX trunks, and equivalents for the 12-11ontb 
period prior to January 1, and the number of main stations, 
PBX trunks, and egui valents for the end of period, 
indicating vhich haYe exceeded or fallen helov its rate 
group or EAS co■ponent classification. �r. Willis testified 
that this requirement is time-consuming and tends to 
motivate some companies to file for auto■atic regrouping of 
ezchanges, vhich is acco■panied by an increase in reTenae 
without the public's ha•ing t he adv antage of notice of 
he aring. and, farther, that the filing of this information 
is superfluous since it is routinely pro•ided i n  rate 
proceedings. 

Pt1blic Staff wit ness Gerringer testified regarding his 
recommendations on the revisions in the EAS Rate components 
proposed by !Ir. Houck. !'Ir. Gerringer basically agreed vit:h 
the proposed revisions but conditioned h is reco11■endation 
regarding the incre ase in the residence components on 
whether there was a reguire■ent for additioll3.l re'fenues for 
the Applicant. 

In the area of serYice charges, llr . Hoock proposed a 
revised service charge format, increases in the le•el of 
charges to the actual costs of the required operations, an 
extension of the time payment pl an for the payment of 
service charges, and a customer pickup and mt.urn plan 
designed to allow the customer to participate in service 
activity involTing his telephone sets and to recei'fe credit 
for that activity. The Appl icant used a repression factor 
in the calculation of addition al revenue to be derived fro■ 
the proposed incre ases i n  service charges. 

Rr. Bouck clarif ied Central•s position on the rate effect 
of the addition of Clare■ont to •the Hickory calling scope , 
indicating that the Company favored establishing the Hickory 
rates in accordance vith the EAS plan approYed in this case. 

Public Staff witness Carpenter testified regarding his 
ev aluation of the Applicant's proposals for changes i n  
service charges and other nonrecurring charges, changes in 
rates for additional directory list ings. long cords, 
t elephone answering ser•ice facilities, and ■ileage 
serv ices. !'Ir. Carpenter presented an alternate for■at for 
the application of service charges vhich he reco■mended in 
lieu of the Applicant•s proposal. The format recommended by 
ftr. Carpenter included separate charges for central office 
vork and line vort. !Ir. carpenter also suggested a 
reduction in the installation charge for jacks and in the 
schedule B charges for long cords and the integration of 
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these charges vith the basic serTice charges. Br. Carpenter 
proposed the appl i cation of serTice charges to regaests for 
the est:ablish■ent of additional directory listings and 
nonpublished nu■bers instead of the increase in the ■onthly 
rates proposed by the Applicant. 

Rr. Carpenter suggested an increase le ss than the increase 
proposed by the Applicant in the rate for telephone 
answering serTice switchboards. He also suggested tha� the 
station development report .which is filed monthly vith th e 
Co■missi on be based on units in service at the end of each 
■onth in order to eliainate proble■s vith reconciliation of
units during rate case actiTity.

!r. carpente r oppos ed the use of the 25� repression factor
proposed by t he co■pany for use in calculation of additional 
non recurring charge reYenues. He pointed out that the 
Applicant bad not presented anr eYidence in support of the 
use of a repression factor and had not proposed any 
adjustments in expenses to reflect a r epressed leYel of 
service actiYity. Re proposed an end-of-period adjust■ent 
to nonrecurring cha rge units to be used in additional 
revenue calculations. 

Based on the testi■ony and eaz:hibits of Pfr. Houck• fir. 
Willis. Br. Gerrin ger. and ftr. Carpenter, the Commission 
concludes that the additional $308• 017 in local serYic.e 
reYenu es appro't'ed here in sho uld be deriYed pursuant to the 
following guidelines: 

1. Ba sic Rate Design

The Co■mission concludes that only a small portion. if 
any, of the increase in local serYice reYenues appro't'ed 
herein need be obtained from the Local Exchange SerYice 
Co■ponents of each exchange appl icable to all subscribers to 
basic local telephone service. The co1111ission further 
coilcludes tha t the proposed chang es in the Extended Area 
service co■ponents. i-ncreasing the residence component and 
establishing a separate matrix at an increased le't'el for the 
business co■ponents, are a desirable ■eans of pro ducing 
addit:ional re"Yenue. 

The Co1111ission concludes that other changes in 
relati onships among basic local rates, such as the proposed 
change in the ke y t:runk ratio, ·are not appropr iate at thi s 
ti■e since they vill ca use a disproportionate i ncrease in 
the higher-rated services. 

The co1111ission concludes that t.he exchanges which had 
outgrown their rate groups and RAS co�pone nt classifications 
at the end of the test period should be regrouped and 
reclassified according to the group sizes established in the 
applicants• last rate proceeding. 

Hickory e�chang e rates should reflect the addition of 
Claremont to the Hickory calling scope. The additi"Ye to the 
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HickorJ rates should be established in accordance .with the 
Applicant•s BAS plan as ■odified in this proceeding. 

2. Seryice Charges

The co■aission concludes that a serYice charge for■at 
should be i�ple■ented substantially as proposed bJ the 
Public Staff since it prori.des a ■ore equitable basis for 
the application of serYice charges. The Co■aission 
concludes that separate nonrecurring charges should -be 
established for inside.wiring and jacks and that no change 
should apply for the conyersion of a connector block or four 
conductor jack to a standard aodular jack •. Changes in the 
nonrecurring ch arge s for· cords should be aade a s  recoa■ended 
bf the Public Staff. 

The Commission' .concludes that the additional re..-enue to be 
derived fros increa58d serYice charges should be calculated 
without the use of a repression factor. 

The Comaission concludes that the customer Picku p and 
Return Plan proposed by the Applicant in �his case is not 
suitable for i■ple ■entation vith the service charge schedule 
herein fonnd to be just and reasonable. The co■sission 
concludes that th e plan should be disa.pproYed without 
prej�dice to the Applicant's fili�g on 30 days• notice a 
reYised plan sui�able for i■ple■entation vith the ser•ice 
cha rge scbedule.approYed in this case. 

3. Other Local Services

The Co■■isslon concl udes that certain lricreases in rates 
and charges applicabl8 to miscellaneous serri.ces, auxi liary 
equipment, and similar. serYice offerings are appropriate but 
that these should not e•ceed 33· 1/3'.!I. 

IT IS, TBBRBFORB, ORDBRBD: 

1. That the Applicant,. Central Telephone co■pan7, be,
and hereby is, authorized to adjust its North Carolina local 
exchange telephone rates and charges a s  set forth bel ow.to 
produce, based upon stations and operations as of Dece■ber 
31,. 1976,. an in�rease in annual gross revenues not to ·e�ceed 
$308,017. 

2. Tha t the Applicant' and the Public staff ate h erebr
called on to propose .specif!� tariffs reflecting changes in 
rates, charges, an,d regulations to recoyer t.be additional 
re..-enues appro·•ed herein in accordance vith the cOnclasions 
set forth .aboYe vitJiin 10 days from-the date of this Order. 
Exceptions and com■ents to said proposed tariffs shall be 
filed within fiYe dars thereafter. 

3. That the rates, charges, and regulations necessary to
produce the additional annual gross revenues authorized 
herein shall ·beco•e e_ffective upon the issuance of a further 
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Order approYin g the tariffs filed pursuant to Paragraph 2 
abo't'e. 

Q. That Central shall file an appropriate reYi sion to
delete the mg:uire■ents found in Sect.ion 3 • pages 2 and 2. 1, 
paragraph 3. 2.3 of the Co■pany•s filed tariffs at the ti■e 
iildicated in ordering paragraph 2. Pu.rt.her, that the 
definition of ■aln St:ation, or ■ain telephone f�und in 
paragraph 3.2.3 be incorporated in Section 1, Definition of 
Ter■s, page 15, under paragraph (c) (1) • replacing the 
eristing definition of ■ain station. 

s. That all proposed charges not. reflected in the
approYed rates, charges, and re gulations ace here by denied 
and all n tas ,. charges ,. and regulation s not herein adjusted 
shall re■ain in full force and effect. 

6. That Central shall tate the appropria te correctiYe
action to i■proYe its oYerall efficiency v ith respect to the 
trouble areas of its operations as noted under Brld�nce and 
Conclu.sions :for Pindinq of Fact J'o. 4. 

I SSUIID BY OBDBB OP THE COIIIIIS SIOB. 

This the 11th daJ of April, 1978. 

(SEAL) 
WORTH CABOLIWA UTILITIES COIIIIISSIOI 
Anne�- OliTe• Deputy Clerk 

DOCKIIT WO. P-55, SOB 768 

BBPOBB TRB BORTH CAROLIWA UTILITIES COftllISSIOW 

rn the Batter of 
Application of Southern Bell Telephone and ) ORDBB 
Telegraph CompanJ for an Adjust■ent in its Bates) SBTTI!G 
and Charges Applicable to Intrastate Telephone ) RATBS AIID 
SerTice in Borth Carolina ) CBARGBS 

BBABD IR: 

BBPORB: 

APPBABUCBS: 

old co■■unity Building. Borth Bain st:.reet. 
Salisbury. Borth Carolina. on J'oTe■ber s. 1977; 
Banco■be Count:.y Courthouse. Courthouse Plaza. 
AsheTil1e. Borth .Carolina. on ll'oTe■ber 9. 197.7; 
and in the Bearing Boom of the Couission. 
Dobbs Building, 430 Borth SalisburJ street, 
Raleigh, Borth Carolina, on Dece■ber e. 11. 1Q, 
15, and 16, 1977, and on Janu ary. Q, s. 6, 10, 
11, and 12, 1978 

Coa■issioner Bd•ard 
coamiSsioDers Sarah 
Fischbach 

B. Hipp, Presiding, and
Lindsay Tate and Bobert 

Por the Applicant: 
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R. c. Howison,
at Lav, Suite 
Raleigh, lorth 

Jr., Joyner 6 Howison, 
906, WachoTia Bank 

Carolina 27601 

Attorneys 
Bailatng, 

R. Prost Branon, Jr., General Attorney, 
Sou�hern Bell Telephone and Telegraph Coapany, 
P. o. Box 2QO, Charlotte, Rorth Carolina 28230

Robert w. Sterrett , Jr., Solicitor, Southern 
Bell Telephone and Telegraph Company, 1245 Hurt 
Building, A tlanta, Georgia 30303 

Par the rnterYenors: 

Vaughan s. Winborne, Attorney at La.v, 1108 
Capital Club Buildin g, Raleig h, Borth Carolina 
27601 
Par: Charlotte Telephone A nsvering SerYice, 

Inc., and other Listed Telephone Answering 
Seryices 

Dennis L. !yers and Dennis �- Runcy, Attorneys 
at Lav, 1l&00 llnthony Drive, P. o. Box 1003, 
Champaign, Illinois 61820 
Por: Telephone Answering Service s 

Thomas R. Eller, Jr., Attorney at Lav, 3301 
BxecutiYe DriYe , 104 Finley Building, Raleigh, 
Horth Carolina 27602 
For: lforth Carolina Textile llanufacturers 

Association, 'Inc. 

I. BeYe rly Lake, Jr •• Lake & Relson. suite 310
- Raleigh Building, P. a. Box 1306, Raleigh,
Horth carolina 276 02
For: Sonitcol of East Carolina, Incorporated

Jesse c. Brake and Richard L. Griffin. off ice 
of the A ttorney General , Korth Carolina 
Dep artment of Justice. P. o. Box 629, Raleigh. 
llorth Caroli·na 276 02 
Por: The Osing and consu■ing Public 

Jerry B. Pruitt, chief counsel, and Dwight v. 
Allen, Assistant s taff Attorney. Public Staff -
North Carolina Utilities co■■ission, P. a. 
Box 991, Raleigh, North C arolina 27608 
For: The Osing and conswming Public 

BY TRE CO!SISSIOI: This matter is before the co■■ission 
upon the application of Southern Bell Telephone and 
Telegraph Co■pany (Southern Bell, Bell, the Co■panyJ filed. 
on August 18. 19 77, for authority to increase its rates and 
charges on locil exchange service and on its intrastate 
toll. vide area telephone service (WATS), and interexchange 
private line serTice. The application proposes a total 
inc�ease in rewenues of S65.159 .96Q per annu■• Bell asserts 
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that the effect. of this increase to Bell vill be S53, 71 ta, 96q 
per year aft:er settlements vith the independent telephone 
co■panies operating in Borth Carolina. 

on August 19, 1977, the Attorney 
gaYe Rot.ice of Intervention in 
Co■mission recognized the Attorney 
Order issued on August 23, 1977. 

General of Borth Carolina 
the proceeding; the 

General's Intervention by 

The Pu blic Staff - Worth Carolina Utilities co■■ission 
ga•e Bot.ice of Xntervention on Septe■ber 2, 1977, and by 
Order issued on Septe■ber 7, 1977, the Co11■ission recognized 
the Public Staff's Intervention. 

On Septe■ber 7,  1977, the coa■ission set the application 
of Southern Bell for investigation and hearing in Docket 
Ro. P-55, sub 768, suspended the ptoposed rates, establish ed 
and declared the test period to be the 12 months ended 
!!ay 31, 1977, and required the co■pany to give notice of the 
application to �he public. 

The com■ission scheduled hearings a s  follovs: ffoYe■ber 9, 
1977, in the Old Co■■unity Building, Salisbury, Horth 
Car olina; &0Ye11ber 9, 1977, in the Bunco■be County 
courthouse, Ashev:ille, Worth Carolina; and December 6-9, 
1977, December 13-16, 1977, Ja nuary ll-6, 1978, and 
January 10-13, 1978, in the coamission Rearing Room, Dobbs 
Building, Raleigh, Rorth Carolina. 

southern Bell's request for authority to adjust its 
intrastate toll, 'liflTS • and interexchange private line rates 
an d charges vas separated fro■ this proceeding and placed in 
Docket Bo. P-100, Sub 45 for investigation and bearing, with 
all other telephone companies under the jurisdiction of the 
Commission made parties thereto. 

By Order issued Sept.ember 8, 1977, the commission required 
Sout.hein Bell to publish in newspapers having ge neral 
circulation in its service area an initial 30-day notice to 
custo■ers a s  required by G.S. 62-81(b). The notice was to 
be published by September 1�, 1977. This Order vas issued 
in response to southern Bell's sot.ion, filed siaultane ously 
vith its application, that the 30-day vritten notice of 
intent to file general rate case be valved. 

Additional Intervenors in t his proceeding and the dates of 
their motions to intervene in clude the following: (1). worth 
Carolina Textile !'lanufactnrers Association, Inc., 
N0Ye111ber 1Q, 1977; (2) telephone answering services 
including Charlotte Telephone Answering Service, Inc., 
Telephone Answering Serrlce, Inc., Ansver-Phone, Inc., 
Answering SerTices, Inc., Telephone Answer ing service, Inc., 
of Greensboro, Telephone Answering Service, Inc., of 
Burlington, Answering Charlotte, Inc., Ans-A-Phone 
communications, Inc., Ansverphone, Inc., and Telephone 
Answering Ser Yic�, HoTember 23, 1977; (3) American District 
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Telegraph Company, November 28, 1977; and (4) Sonitrol of 
East Carolina, Incorporated, December 12, 1977. 

The Commission issued an Order on Dece�ber 1, 1977, 
setting forth the procedure for receiving testi•ony in the 
general rate case, Docket No. P-55, Sub 768, and in the
intrastate toll proceeding, Docket No. P-100, Sub 45. 

on December 15, 1977, a ftotion and Application was filed 
asking that Dennis T,. Plyers, attoc-ney in the state of 
Illinois, he permitted to appear in this docket and 
participate in the proceedings in association with North 
Carolina counsel Vaughan s. Winborne representing the 
telephone answering services. on December 16, 1977, the 
Notion was amended to include Dennis K. ftuncy, a member of 
�r. ftyers• firm. 

The matter 
lis ted above. 
counsel. 

came on for hearing at the ti■es and places 
All parties were present a nd represented by 

Southe rn Bell offered the t estimony o f  t he following 
witnesses: John J. Brooks, General Revenue Supervisor, 
Southern Bell, vith respect to t he benefits of the License 
Cont ract; R ob er t  T. Burns, General Re venue Supervisor, 
Southern Bell, with respect to erosion of earn ings; William 
P. Oyer, Jr.• Rate and Tariff Supervisor• Southern Bell,
with respect to t he proposed r ate schedules other than
private line channels; Robert A. Friedlander, Rate_ and
Tariff supervisor, Southern Bell, vith respect to the
private line rate sch edule: Robert L. Johnson, Professor,
University of Sout h Dakota, vith respect to cost of capital;
and ftichael Landau, Assistant Engineering "anager Price
C ompar ison ftethods, American Teleph one and Telegraph company
(AT&T)• with respect to price comparisons between Western
Electric Company and other companies . Also, te stifying on
behalf of South ern Bell vere Henry s. Pino, Genera1 ftanager,
Corporate Ana1ysis Regulatory natters Division, Western
Electric company, regarding the earnings of western Electric
Compa·ny; Harold ft. Raffensperger, Project l'lanager in Service
co sts. Southern Bell, regarding multi-element serTice
connection cost stndyi Graham�- Ragland, l'lanager - Licen se
Contract and Regulatory Platters, AT&T, regarding the
organization of the Bell system and the cost o f  services
rendered by AT&T under the license contract; Prank J. 
Schvahn, Project Planager  in southern Bell's cost 
organization, regarding the priYate line cost study; 
Fra nklin B •. St.inner, Vice President and General l'lanager. 
Southern ae11. regarding the Horth Carolina operations of 
Sou t hern Bell; Roderick G. Turner, General Accountant, 
South ern Bell, rega rding the Horth Carol ina intrastate 
operating results; an d A. nax Valker, vice President -
Revenue Requirements for Sou thern Bell, regar din g cost of 
Capital and rate of return. After the completion of 
testimony by the other parties, southern Bell offered 
rebuttal testimony of nr. Turner concerning ben.efit� flowing 
to Southe rn Bell from the pool of funds maintained by AT&T. 
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Witnesses testifying for the Public Staff included: Baney 
B. Bright, Staff Accountant, concerning test ... period original
cost net invest■ent, revenues, expenses, and return on 
original cost net inTest■ent an d common equity under present 
and proposed rates: Billard R. _carpenter, III, Rate Analyst, 
concerning service charges, intraexchange mileage ser•ices 
and telephone ansvering service facilitie s: Ja■es s. 
Compton, Telephone Engineer, concerning overall quality of 
serTice: Hugh L. Gerringer, Telephone Separations and 
settlements Engineer, concerning allocations between 
in terstate and intrastate operations and the deter■ination 
of southern Bell's representative level of intrastate toll 
settlements; J. Craig Stevens, Director , Consumer Services, 
concerning service complaints relating to  Southern Bell; 
Curtis To■s, Jr., Staff Accountant, concerning co■putation 
of the vocking capital allowance; Benjamin R. Turner. Jr., 
Telephone Engineer, concerning central office and trunk 
engineering, operating expenses, and plant inTestaents; and 
Willia m J. Willis, Jc., Rate an d Tariff Engineer, concerning 
his review of the proposed rate structure. 

The Attorney General offered the testi■ony of the 
following witnesses: Charles P. Jones, Associate Professor• 
North Caroli na State University, with respect to cost of 
cap ital and fair rate of return; Elizabeth Fischer, vith  
respect to a public opinion survey of students at the 
University of North Carolina at Ch.apel Rill; Craig Brovn, 
with respect to the impact of the proposed i ncreases on 
stuaents; w. Bain Jones, Jr., with respect to directory 
assistance charges and obsolete phone books; and John 
Temple, vith respect to installation charges, particularly 
as they affect dormitory students. 

Intervenor Horth Carolina Textile Manufacturers 
Ass ociation offered t:estimony and exhibits of E. B. Grogan• 
J. P. Stevens and Company; Louis R. Jones, Burlington 
Industries; w. E. Harrelson, Texfi Industries, Inc.; and 
B. Larry PlcCullough, Cone Kills corporation, vith respect: to
southern Bell's rate structure proposals. This Intervenor 
also called Joseph Smith of the commiss ion Staff regarding 
Bell's rate of return and other financial data compiled fro■ 
the qua rterly sur•eillance reports furnished by Bell at the 
request of the Co■mission. 

Intervenor American District Telegraph company presented 
the testimony of William llcLester, City l'lanager, vith 
respect to the impact of Southern Bell•s proposed 
adjustments in local pri vate line rates upon his alarm 
company. xen Edwards testified on behalf of Sonitrol of 
East Carolina, Incorporated, vith respect to local priTate 
line rates a nd security services. P. H. noody, Ans-A-Phone 
communicatio ns, Inc., with respect to installation charges 
for tbe customer lines or secretarial lines. 

Numerous 
opposition 
proposals 

public witnesses appeared at the hea ring to voice 
to the proposed rate increases, particularly the 
on installation charges. Some public witnesses 
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also expressed concern that the increased Cates vould be 
part icularly burdensome on persons on fixed incoaes. 
Witnesses vith specific complaints concerning their personal 
telephone service vere refer red to the appropriate 
representatives of the Company and the Pu b lic Staff. 

Based upon the 
hearings, and the 
Commission makes the 

foregoing, the 
en ti re  record 
foll owing 

evidence adduced at the 
in this doctet, the 

FINDINGS OF FACT 

1. Southern Bell is a duly franchised public utility 
providing telephone service to its subscribers, is a duly 
created and existing corporation authorized to do business 
in North Carolina, and is lawfully before the commission in 
this proceeding for a determination as t o  the justness and 
reasona bleness of its rates and charges as regulated b y  the 
Util ities Commission under Chapter 62 of the General 
Statutes of Horth Carolina. 

2. The total increases in rates and charges proposed in
Southern Bell's application vould hav e produced 
ap proximately $41,058,368 in additional annual gross local 
service revenues.. (The application for in trastate toll 
increa ses and settlements is the subject of Docket 
No. P-100, Sub 45.) 

3. The test period for the purp ose of establi shing rates 
in this proceeding is the 12-month period ended !ay 31, 
1977, vhich vas designated as the test period b y  the 
commission's Order of September e, 1977� 

4. The overall quali ty of service provided by Southern
Bell is good .. 

5. Southern Bell•s telep hone plant
and the operation of that plant is 
efficient. 

in service invest.men t 
both reason able and 

6.. The original cost investment of the North Carolina 
in trastate telephone plant in service of Southern Bell 
Telephone and Telegraph company is $949,819,079 .. The 
accumulated provi sion for depreciation is $192,561, 786 .. Th e 
telephone plant acquisition adjustment of SS,293,195 less 
the amortization of $351,510 should be included in the 
calculation of t�e reasonable original cost net investment .. 
The reasonable original cost less depreciation and 
amortization of Southern Bell's intrastate telephone plant 
in service is $760,331,357. 

7. The reasonable allowance for working capital is 
$6,909,897 .. 

8,. The reasonable fair Talue of Southern Bell's utility 
plant used an d useful in proTidi.ng intrastate telephone 
service in North Carolina is the depreciated origina 1 cost 
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of the plant plus a reasonable allowance for working 
capital. The Co■11ission finds that the fair value of said 
utility plant devoted to intrastate telephone service in 
North Carolina is 1760,331,357 plus the addition of a 
reasonable allowance for vorking capital of $6 ,, 909,897. The 
reasonable fair value of southern Bell's property in service 
to Horth Carolina custo•ers is $767,241,254. 

9. The appropriate gross revenues net of uncollectibles
for southern Bell for the test period are $339,755,346 under 
present rates and under company proposed rates vould have 
been approximately $401,734,882 in cluding the increase 
requested in intrastate toll rates, before the annualization 
adj ust.ment. 

10. The level of operating revenue deductions after
accounting and pro forma adjustments (including taxes, 
interest on customer deposits, and the annaalization 
adjustment) is $284,629,260. This amount includes 
$55,181,767 for actual investment currently consumed through 
reasonable actual depreciation on an annttal basis. 

11. The fair rate of return vhich Southern Bell should
have the opportunity to earn on the fair value of its North 
Carolina intrastate investment is approximately 8.901. 

12. The capital structure used by the commission for
Southern Bell at ftay 31, 1977, is: 

Total Debt 
Preferred Equity 
Common Equity 
cost-Free Capital 

41.51" 

1.901 

47.00� 
9.591 

13. The Company's original cost equity rati o is 47.QOI
and its fair value eguity ratio is 47.00l. 

14. The proper embedded cost rates are 6. 781 for debt and
7.58, for preferred equity. The fair rate of return vhich 
should be applied to the company's fair value investment is 
approximately 8.901, which includes a rate of return on the 
Company's fair value common equity of approxi11ately 12.641. 

15. In addition to the toll revenues determi ned in Docket
No. P-100, Sub 45, Southern Bell should be al1oved an 
increase in local service revenues of $6,710,118 in order to  
have a reasonable opport unity, through prudent and efficient 
management, to earn the 8. 901 rate of return on the fair 
value of its property in service to North Carolina 
customers. 

16. Southern Bell's present method of deteraining the
amount of interest. during construction (IDC) capitalized, 
while adequate fo r purposes of this proceeding, fails to 
recognize the interrelationship between capital utilized for 
rate case purposes and the capital components of IDC. 
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17. The service charges proposed by Southern Bell are
excessive and unre asonable and not adegua tely supported by 
the evidencP. oresented in this proceeding. 

18. The increases in rates and charges applicable to
int r aexchan ge mileage services proposed by the Company are 
excessivP. and could impose an unreasonable burden on 
subscribers of such services. 

19. The increases in rates proposed by the company for
some items of equipment furnished to telephone answering 
services ar� unreasonable and excessive. 

20. The rates. charges, and regulations to be filed 
pur suant to this Order in accordance with the guidelines set· 
forth in Appendices A and 9, which vill produce additional 
annual revenue of $6,710,118, vill be just and reasonable. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF P�CT NO. 1 

This Finding of Fact is essentially proce�ural in nature, 
vas not contested by any party at the hearing, and does not 
require further discussion in t his Order. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 2 

This support for this f inding is fou n d  in Southern Bell's 
applicati on and in the testimony of Public Staff witness 
Hillard n .. carpenter, III. The Company's applica tion shoved 
annual revenue from t.he proposed local service rate increase 
of $40,125,008, which included an increase of SS,886,491 in 
Private Line Service, channels, and Equipment.. Of this 
$5,886,491, equipment charges acc011nt for $182,fJ97 and 
intraexchange mileage services charges account for the 
remaining S5,703,99ij. 

Public Sta ff vi tness Carpenter testified that the 
$5,703,994 increase in intraexchange mileage services 
revenues was calculated by the Co!tpany based on estimated 
units. He stated that in response to a Publ ic Staff 
request, southern Rell furnished a detailed b reakdown of 
present and proposed units and revenues . The recurring 
uni ts and revenu es were as of the end of Septemb er 1977 and 
the nonrecurring units an d revenues wer e based on a stady of 
the months of June and July 1977. nr. carpenter testified 
that the revised data results in total additional revenues 
to be derived f rom local channel services of $6,640,692 and 
recommended that th e revised units and revenues be used as a 
base for any rate and revenue adjustments for Southern Bell 
in this pr oceeding since iletail ed test-per iod data is not 
available. !'Ir. carpenter vas not cro ss-examined by the 
Company on this recommendation. 

The Commission concludes from the evidence presented that 
the rates and charges propo sed.by Southern Bell for Private 
Line Service, Channels, an� Equipment will pr oduce 
$6,823,189 in additional annual gross revenues, consisting 
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of $6,640.692 in intrae,;change mileage se rvices charge s  an d 
$182,q97 in equipmen t  charges . 

When this total increas e  in revenue of $6.823,189 for 
Private Line Service, Channels, an d Equipment is combined 
vitb the additional increases proposed for all other local 
rates arid charges, the resu lting total annual i ncrease in 
local service rates and char ges proposed by the company is 
$41,058,368. 

EVID�NCE AND CONCLUSIONS FOR FINDING OF FACT NO. 3 

The support for t his Finding of Fact is found in Southern 
Bell's application and throughout the record in t his docket. 
This findinq vas not contested and does not warrant fur ther 
discus sion in this order. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. q 

The evidence as to the quality of teleph one service 
provided by Southern Bell is contained in the te stimony of 
various public wit nesses, Southern Sell witness Skinner, and 
Public Staff wit ness Compton. 

Witness Skinner stated th at Southern Bell is committed to 
providing good telephone service and that the company is 
meeting its cus tomers• service needs pr omptly and 
effect ively. In his opinion, southern Bel l is providing 
high quality service to its North Carolina cus tomers. 

Public Staff vi t ness Com pton presented the results of the 
Public staff's investigation into the quality of service 
provided by South ern Bell. The evidence offered by the 
Public Staff indicates that the overall quality of Bell's 
service is adequate. However, the Public Staff's evaluation 
shows that some improvement sh ould be made in the following 

areas: 

( 1) Local comp letion: Chapel Hill and !'lint Hill

(2) F.AS completion: Burgaw, Chapel Rill, Charlotte 
(Caldwell street), Enka, and Huntersville 

( 3) DDD completion: Chapel 
Kimesville, and Pembroke 

Hill, Forest 

(4) EAS noise: Hamlet, Huntersville, and Salisbury 

(5) DDD noise: Anderson and Chapel Rill 

City, 

Two public witnesses indicated that they ba d experien ced 
unusual service problems. Public vitness s. J. Cofi eld of 
Greensboro indi cated that he had experienced difficultv 
o btaining 24-hour service on certain private li ne equipment� 
par ticularly during nonbusiness hours. Re expressed the 
opinion that servi cP. genera lly diminishes folloving a rate 
increase. Public vitness earl R. Loye of Greensboro 
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I 
discussed problems he has incurred in obtaining 
information f rom the Company relating to changes 
wire 11 DC alarm loops to AC signal circuits. 

technical 
from "hard 

Bas ed on a review of the entire record, the Co1111ission 
concludes that the overall quality of service rendered by 
Southern Bell is good. The Commission understands t hat 
Company re�resentatives met with witnesses Cofield and Laye 
at the hearing in s alisbury and that their proble111 s have 
been satisfactorily r esolved. The Company ,, of cour se, 
should take steps to r emedy the problem s  reve aled by the 
Public staff's set"vice evaluation tests. 

EVIDENCF, AND CONCLUSIONS FOR FINDING OF FACT RO. 5 

The evi�ence as to the plant investment 
vit h which tha t plant is mana ged is 
testimony of Company witness Skinner 
witness Tut:ne r. 

and the efficiency 
contained in the 
and Publi c Staf'f 

Witness Skinner expressed concern about the increased 
costs of providing telephone ser vice and the resulting 
impact on the Company's earnings. These increased operating 
costs result from, at11ong other things, inflation, labor 
costs, depreciation expenses, taxes, interest on capital, 
installer truck prices, directory paper, first class 
postage, and �asoline. Witness Skinn er reported that 
several steps have been taken to control operating costs. 
Por example, the number of employees in the State has been 
reduced by 400 while the Company bas gained over 77,000 new 
customers. This reduction in vork force is doe primarily to 
the reduced requirement for telephone operators, the 
reduction in number of o p"erator handled calls, and the 
establishment of automatic intercept service. 

ffitness Skinner concluded by saying t hat the Company is 
opP.rating its busi ness in an effici ent manner, that the 
demand for service is st-rang, and that record levels of 
expenditure s will be required for futur e construc tion. 

Witness Turner presented the results of the Public staff's 
investi gation of the company's opera tions. This included an 
analysis of central off ice engineer ing, trunk engineering, 
operating expenses, and plant investments. 

He statej that 
properly and vere 
reasonable period. 

central 
desi gned 

office 
to be 

ad.di tions 
utilized 

were ti m ed 
vi thin a 

Although southern Bell's commitment is to c ontinue to 
purchase electr onic common-control analog switching systems 
or ESS, �r. Turner recommended that the Company study the 
possible application of digital class 5 switchi ng equipment. 
Re indica ted tha t the potential savings from the use of 
digital swit:hes is great and that Southern Bell should 
ser iously consider the use of digital class 5 central 
off ices in its North Carolin a operations. 
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't'he Pllbli::: Staff's revi ew of operating expenses included 
an analvsi s of traffic, commercial, and maintenance 
expenses. The traffic expense rev iev revealed some 
improvement in productivity vith a lover cost per call. 
Inward and outwa rd activity had increased for commercia l 
expense with a co rrespondin g  increase in the numbe't' of 
employe es but vith an increase in the average number of 
stat ions per commercial employe e. P!aintenanc e expense 
shoved s ome imp rovement in productivity although the 
ope rating expenses, as a p ercentage of average plant in 
service, have been stead.ily incceasing. 

Witness Turner explained that plant investments vere 
analy�ed fo r the period 1970 th rough 1976. The number of 
stations gained increased slowly during 1974 and 1975
alt bough station growth rate recovered during 1976.. Gro ss 
plant added per stat ion gained in 1976 and in the test year 
declined as compared to the $2,207 peak in 1975. The amount 
of plant per stati on at year-end increased from 1970 throug h 
1976. The change in the amount of investment per station, 
at year-end, peaked at $50 .. 00 in 197Q and declined to $11.00
in the test year. 

The Commis sion concludes that the Company's investment in 
North Carolina is reason able and sufficient to provi de 
telephon e service and that the management of the North 
Carolina operations is effic ient. Southern Bell should make 
an effort to stay abreast of techn�loqical developments in 
the commun ications industry both within and without the Bell 
svstem. The Commi ssion is of the opinion that a 
compre hensive economic study of digital central office 
switching systems should be undertaken by southern Bell in 
No rth Carolina. The study should inclu1e all elements 
ne eded for the full integration of digital cla ss 5 cent ral 
offices int o the existing switching network compared to an 
equivalent ESS c lass 5 central office. 

EVIDENCE AND CONCLUSIONS FOF FINDING OP PACT NO. 6 

The testimony and exhibits presented by company witness 
Turner and Publi c Staff witness Bright s et fort h the 
�rigina; cost of southern Bell's intrastate telephone plant 
in service. The following chart summarizes what each of 
these witnesse s c ontends is proper for this item: 
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Investaent in telephone 
Plant in service 

Telephone plant 

co■pany 
Witness Turner

(a) 

$9Q9,819,079 

acquisitio n adjustmen t 
Plant held for fut nre use 

Total investment 

5,293,195 
�=-2�5 .J!...2li:! 

955,363,231 
Less: Accu11ulated provision 

for depreciation 
Amortizat ion of plant 
acquisition adjustment 
Unamortized investment 
tax credits - pre-1971 
Accumulated deferred 
income tax 
cnsto■er deposits_ 

Net inYestment in telephone 
plant in service 

189,549,003 

351,510 

$765,462,718 
========= 

Public Staff 
Ji tugss Brj.gh t 

(bl 

$9Q 9,819,079 

5,293,195 

955,112, 27Q 

192,561,786 

351,510 

2,781,697 

7q ;589,8113 
1.867.62.! 

$682,959,817 

As the chart shows, both witnesses agree that the gross 
original cost of the intra State telephone plant in serl'ice 
is $949,819,079. Accordingly., the co■11ission concludes that 
gross original co�t of telephone plant in senice is 
$9fJ9.819,. 079. Both witnesses agree that the telephone plant 
acquisition adjast■ent should be included in calculating the 
net inyestnent in telephone plant in serYice. Public staff 
witness Bright testified that the telephone plant 
ac quisition adjust■ent represents the difference between the 
acquisit ion price of chapel Bill relephone Compa ny and the 

. net original cost of the Chapel Hill properties. ss. Bright 
alSo testified that,. since Southern Bell was ordered to 
place a good faith bid and did not reque st to ■ate the 
purchase ,. she reco■11ended that the Company be allowed to  
earn a return on the unamortized portion of the acquisition 
adjustment and to amortize the cost to operating expenses 
oYer a period of 15 rears. 

The co■mission concludes that the circu■stances concerning 
the acquisition adjtist11ent in this proceeding are different 
from the usual circumstances involving acquisition 
�djust■ents and. therefore ,. that it is appropriate t o  
include southern Bell's plant acquisition adjustment in 
Southern Bell�s ne t inYest■ent in t elephone plant in serYice 
in this case. 

This conclusion sh011ld not be considere d an indication of 
Commisslon•policy regarding the handling of acquisition 
adjustments for.rate-:--making purposes in future proce�alngs • 

. Future �equests concerning acquisition adjustments vill be 
decided on the basis of the facts presented in each case. 

The first difference between the tvo witnesses is plant 
held for future use for which Company witness rurner 
includes the· amount of $250,. 957. l!r. Turner ■ aintained that 
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property held for . future .. use should . be included . in. 
calculating the original cost net. infflst:•ent plus allc,wanc e_ 
for working capital• It was his position that inYest■ent in 
pro pertr _ held for fat.ure .. use is as i■port:ant i� .proTiding 
telephone. seryice to custo■ers as t el ephone __ plant currently 
in serYice. Witness Tarner contended that .funds:usea to 
purchase-these,proper ties �r e proYided by the. inYestor and 
that exclusiqn of 1:hi� it.ea fro■ the original.cost net 
investment·•o�ld r esult in the coapany•s being. denl�d an 
opportunity to earn 1a retur n �on .the ,capit al -proTi ded by the .. 
·10.-est.or for this pu_rpo�e. The co■pil:ny•s tot.al i�t'rast ate
property held for.futur e use.a■ounted• to $836.551. HoveTer.
!Ir •. Turner ■ade a .pro for■a adjust.■ent ell■inat.ing Sses ,. 5911
fro■ t.he account. leal'i�g $250,. 957.. Be thus es:cluded all
such proper ty ezcept t�at for which specific plans had been
d etailed and the .property voold go· .in service in tuo 'years
or ·1ess. Staff witness Brig'1t excluded this item ,. as - the
Commission has done. in prior ca_ses,. in_ deYeloping her
Original cost. net investment.

The Commission is of the opinion that G.s. 62-133(bl (1) 
does· not permit i�clu_sion Qf property held for ,future use._in 
determining .plant in serYice. �e C9■■ission -interprets 
this statute to mean that only plant which.is in service i�. 
in fact,. nosed and useful" and that this ter■ does not 
incl ude property h0ld · for future use.. consi�t:ent ·: vit:h 
pr eYious Commission policy,. propert:y held for futu� use i� 
t he a■ount of $250,·957 as adYOcated by the :Co■pany vill, be 
excluded from_ the .original cost  net inYest■ent •. 

Both witnesses .agtee that ..the depreciation rese�e sbo�ld 
be included as a .deduction in calculating the original cost 
net inTest■ent. The witnesses do not·agree,. however, -o�-the 
amount to be· deducted. Both witnesses made an adjust■ent 
C,,ecreasing the re serve by $33 • 25 8 to reflect the 
finalizatio·n of the Chapel Hill purchase.,. Both witnesses 
;ilso 11ade adjust■e-nts to the depreciation r eserYe based on 
the adja.st■ents 'liade tC? bring deprec.iation expense_ to an 
end-of-period leYel and to reflect the repr escription.of the 
depreciation rat es._ Since the Co■mi�sion, .in BTidence and 
Conc lusions for.,Pi_nding 'of Fact Ho. ,.10,. ha� found it proper 
to include the adjustment of S9 ,.844 ,. 365 made by .Bs., Bright 
to annualize .deprecia.tion expense using the.�nev .depreciation 
rates, the Coa■ission finds it ent irely consistent .and 
proper-· to sake the. corollary adjust■ent of S9,. .844, 365 to 
acc u■ulated depr(l!ciation. The co■mi��on ,. therefore ,. 

c oUcludes that the following calculati�n of ac cu�ulated 
depreciation of $192 ,.561 ,. 786 is appropriate for use her ein: 



602 TELEPBOHE 

� 

Accu■ulated depreciation per books at 
flay 31, 1977 

Adjustment for finali�ation of Chapel 
Bill purchase 

Adjustment for increase in depreciation 
expense to end-of-period level 
Total end-of-period accumulated 

depreciation 

p.mount: 

(a) 

$182,750,679 

$192,561,786 
========== 

The remaining difference of $79,239,161 between Company 
witness Turner's net investment in telephone p1ant i� 
service of $765,462,718 an d Public Staff witness Bright's 
net investment in telephone plant in service of $682,959,817 
results from the fact that witness Bright deducted 
unamortized investment tax credits - pre-1971 of $2,781,697, 
accu ■ulated de£erred ina:,me taxes of $7lJ,589,843, ·and 
cnstomer deposits of $1,867,621. 

Witness Bright testified t hat Companr vitness Walker 
included the two i 1;ems of unamortized in·•estmen.t ta:r. credits 

pre-1971 and accu■alated d�ferred income ta:r.�s as cost
free capital in determining his capital structure and 
overall cost of c apital. Witness Bright testi£ied that, if 
she bad included these cost-free ite■s in the capital 
structure at zero cost and had allocated the original cost 
net investment to each component of the capital structure, 
it would have had the effect of assigning a portion of this 
cost-free capital ·to construction work in progress and other 
nonrate base assets. Witness Bright also described the 
origination of_ each of these tvo cost-free i teas. She 
testified that the unamortized in•estment tar credits are 
realized under the Revenue Act of 1962, which provides for a 
reduction in the income ta:r. liability of utilities to the 
ex tent of Ji of tbe cost of qualifying property acquired 
during a taxable year. She also noted that this Commission 
has pre•iously issued a general rule-11.ating order which 
per ■itted utilities to follow vbat is coamonly referred to 
as a "Normaliz ation Accounting" procedure for investment tax 
credits. Under this aCcounting procedure, the Coapany 
records a Federal in_co■e tax expense greater than the a■ount: 
of tax actually paid. This difference between book inco■e 
taxes a nd actual income taxes is recorded as a corresponding 
credit in a balance sheet ac count, una■ortized in•estment: 
tax credits. This investment tax credit re lated to the 
Revenue Act of 1962 is deferred and amortized as a reduction 
of Federal in come tax ezpense o'l1'er an approptia te period of 
time. Since the balance of this unamortized inYestment tax 
credit is a source of cost-free capital vhich has been 
provided by the ratepayers, witness Bright stated that it 
should be deducted in calculating the original cost net 
invest11ent. 1Jitness Bright f\1,rther, testified that 
accumnlated,deferred income taxes resul t fro• normalizing 
the tax effect of accelerated depreciation. Again, by using 
the n&ormalization lCcountingn procedure, the coapany 



BATES 603 

reflects. for financial reporting and rate-■a king.purpo�es; 
a greater Pe<leral -l�co■e ta11: e.2:pense than it actually pays_.
For example, the co■pany uses an accelerated method of 
depreciation to calculate. the depreciation dednctibn •in 
determining its actual inCome tat liability. HoVe.-er, 
inco■e ta:r: _ex p8nse ,for rate-making purposes is calculated bf 
using a depreciation d eduction based on the straight-li�e 
met hod of depr�ciati�n.- Th us, the inc:;:ome tai: expense . for 
rate-making purpo�es is calculated without giving effect to 
the accelerated d�p�eci�tion. The .excess of the no�Salized 
ta:z e:zpense (based on .straight-:li�e depreciat ion) o.-er the 
actual _ta:r: liability (based on accelerated depreciation) is 
recorded .in the accuaulated deferred incoae tazes � 
accelerated depreciatiQn account. 11nti1 such time as· the 
actual tax liability exceeds the book. i nco■e taz ezpense, 
the Company has.us� of this cost-free capital. li�ness 
Bright stated• that, j.n substance, the ratepayer bas paid in 
t hrough the rate st�ucture a cos� that the co■pany has not 
incurred and vill not incur until such ti■e as straight-line 
book depreciation ezceeds taz depreciation• She stated that 
accumulated 4eferred income ta zes represent a source of 
co st-free capita\ and as such should be deducted in 
Calculatin g the original cost net· inYest■ent. 

company vitness v�J�er also testified as to the prop�ietJ 
of deducting co�t-free capital. from t�e rate �ase or 
including these .funds at zero co�t in the capital structure. 
Re stated tha·t either of the aboYe treatments of cost-free 
capital vould be ·prop8_r and the _resulting reYenue 
requirement s vould be it1entical if the rate base ana total 
capital vere egu.al. Bovever, such_ is not true in the 
current case.. Wit.Dess lfalker testified that deferred taxes 
and the pre-1971 investment taz credit are so11rces of 
capital, not uses -of capital, Land should be treated as such 
i� the capital structure, along •vith the debt, equity, and 
preferred stock. Be mncluded' that,· of eYen greater 
importance, the capii;al dollars are not earmarked and 
dollars spent for any type of plant whether it be plant in 
servic� qr plant under construction come from all sources, 
debt, preferred, and equity, as vell as fro■ cost-free 
sources. 

The Coaaission is avare that in the ·case of a tele phone_ 
company such as So uthern Bell the difference in the 
treatment _ of cos ·t-fJ:"ee capital does not make a substantial 
difference-in the reYenue regui�ements •�i ch are ultimately 
found just and· reasonable by the commissiQn •.. The co11missioo 
als o recognizes ,that t:Jle treatment of cost-free funds has a 
profound effect on to�ay• s cash flow. in t;he case of a11 
electric utility. The Commission conclud.es that in thiS 
Proceeding cost-free cap�tal vill be included in the •capital 
structure at zero cost as in prior cases and that further 
judgment of the propriet.y of deducting cost-free .capital 
from the rate base will be deferred until the. issue is 
raised in an ·electric utility general r ate .. proceedinlJ in the 
future. · -
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Witness Bright also deducted customer deposits because 
they represent customer supplied funds. The company is 
entitled and should be permitted to recover its actual 
interest cost associated vith these deposits. Accordingly, 
interest on customer deposits vas included as an operating 
expense. Witness Bright stated that failure to deduct 
customer deposits in determining the original cost net 
investment will permit the Company to earn the overall ,,rate 
of i:etorn found fair by the commission on these funds, 
instead of the lover interest cost actually incurred on 
customer deposits.. Ber treatment insures that the coapany 
will recover the actual interest accrued on cus tomer 
deposits an1 no more. co■pany witnes s Turner deducted 
customer deposits in determining his working c apital 
allowance, vhich has the same effect as ns. Bright's method 
of reducing plant in service by the a■ount of customer 
deposits. 

The Com11ission concludes that the deduction of c ustomer 
deposits fro11. investment in telephone plant in ser-t"ice as 
recommended by witness Bright is appropr iate. 

Based on all the testimony and evidence presented in this 
case, the commissi en concludes that the reiasonable original 
cost net investment of Southern Bell's telephone plant in 
service is t760,331,357 consisting qf telephone plant in 
ser vice · of $949,819,079, the telephone plant acquisition 
adjustment of $5,293,195, less acc11m11lat ed depreciation of 
$192,561,786, amortization of the plant acqliisition 
adjustment of $351,510, and customer deposits of $1,867,621. 

EVIDENCE ARD CONCLO�IORS FOR FINDING OF FACT NO. 7 

Company 
presented 
allowance 

vi.tness Turner and Public Sta ff 
a different amount for the 

as shovn by the ch art below: 

I!�.! 

company 
fi.t.ness 'Tgrger 

Cash (1/12 operating
expenses) 

Av er age daily cash 
bala nce 

l!lat erials and supplies 
,Average prepayments 
A.Terage tax accrua,ls 
End-of-period customer 

d eposits 
Investor funds advanced 

through operations 
Accounts pa yable - materials 

ana supplies 
Ac�ounts payable - telephone 

plant in service 
Total 

$13,279,500 

7,008,042 
4,759,337 

(13,557,079) 

(1,867,621) 

$ 9,622, H9 
========= 

witness Toms each 
working capital 

Public Staff 
Vi tness To•...§ 

$ 

1,531,600 
7,008,042 

6_6Q,796 

(2,7Q1,36Q) 

I] p 23Q,65_1)
$5,228,Q21 
-----:o--=--
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The d ifference of SIi ,39 3,758 in the a■ount of working 
capita1 presented by each vltness results fro■ the different 
methods employed in deter■ining the vorting capita1 
allovance. Co■pany vitness TUrner used the for■ula ■etbod 
to calculate working c apital o f  $9,622,179 in vhi ch he 
included 1/12 of operating and maintenance expenses, 
11.aterials and supplies, average pr epayments less aTerage tax 
accruals and end-of-period customer deposits. ftr •. Turner 
stated in his prefiled testimony that in the regulatory 
concept "working capital" is the amount of funds. supplied by 
investors vhich enables the company to meet the .day-to-day 
operating costs of furnishing service in adTance of the 
recovery of such costs fro• ttie castoaers. He also stated 
that t he Co•missi on �sed the formula method in the Conpany•s
most recen t rate proceeding, Docket Ko. P-55, Sub 7q2. 

Publi c Staff witn ess Toms testified. t hat he deterained his 
working capital allovance of SS,228,421 by including the 
intrastate portion of cash consisting of the a•erage .daily 
bank balance of S1 ,53.1 ., 600, average 11.aterials and supplies 
of $7 ., ooe,oq2, and in•estor funds ad•anced through 
operations of $6611 ., 796 less accounts payable of $2, 7fl 1.,36lJ 
applicable to average materials and supplies and accounts 
payable of $1,234,653 -applicable to end-of-period teleph_one 
plant in ser•ice.. Public Staff witnes s Toms sUted that 
investor funds advanced through operations vere deriYed fro■ 
a lead-lag study vhich measures funds furnished by either 
customers or inYestors to meet the day-to-day cost o f  
providing ser•ice t o  custo■ers. The study i s  ■ade by 
calculating an average .revenue lag interval and an a•erage 
expense interval. If the net interval sbovs that re•enues 
are colle ct ed after eipenses are .paid, t'he inTe stors vill 
have to furnish funds to 11.eet these expenses. on the other 
hand, i f  rewnues are collected before expens es are paid, 
the Co■pany has available customer funds·which ■ay be used 
to finance plant, materials and supplies, and cash on a 
continuing basis. Public Staff witness Toms testified that 
he prepared a lead-lag study from information provided by
the Company which shoved in this particular case that 
intrastate revenues vere collected on an average of 2.11 
days after expenses were paid. !Ir. Tons testified that the 
intr astate revenue lag vas 21.66 days and the expense lag 
was 19.55 days, or a net interYal of 2.11 days and., 
therefore, the company needs 2.11 days of funds from its 
investors to meet day-to-day expense requirements on a 
continuing basis. nr. Toms further testified that 2.l1 days 
of expenses amounted to $1,886,123; however., he reduced this 
amount by $565,542 for employee withh olding taxes and 
!655, 785 for excise taxes collected from its customers to r
arri•e at the net investor funds advan ced through 
operations. Rr. To■s stated that he reduced the working 
ca�ital requirement s by accounts payabl e relative to average
materials and supplies and end-of-period telephone plant in
service, which represent sources of capital not supplied by
debt and equity investors and which were not giYen
consideration in the lead-lag study. 
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on cross-examination Public Staff wit ness Toms testified 
that he used the a·verage balance in materials and sap plies 
rather than the end-of-period balance to minimize the effect 
of fluctuations in the account from month to month. Re also 
testified on cross-examination tbat he had used the sa■e 
balance of materials and supplies vhich company wi tness 
Turner used. Public Staff witness Toms also admitted on 
cross-examination that he vas awar e that t h e  Co■aission is 
permitted to consider any nev evidence up through the date 
of the hearing. He also agreed that, since the average 
balance in the materials and supplies account had increased 
consistently through November 1977, either the end-of-period 
level of materials and sup plies or the average balance for 
the 12 months end ed November 1977, of vhich nay 1977, the 
end of the test period, would be the mid-point, should be 
considered by the Commission. 

Also, on cross-examination witness Toms accepted tha.t 
Sou thern Bell's current ratio (ratio of current asse ts to 
current. liabilities) ap proximated .82 and that the Company 
is able to operate at a low current ratio because it has 
accessib ility to a pool of funds that is maintained by AT&T 
for the temporary financin g needs of its operating 
subsidia ries. Public S taff wit ness To11s also t estified that 
Southern Bell can obtain ad vances, as the need arises, from 
thi s  pool of funds at the lowest prime rate being charged by 
three of Nev York city•s largest banks. l!lr. Toms accepted 
that southern Bell's current ratio fo r 1973, 1974, 1975, and 
1976 approximated .. 65, .. 72, .75, and .12, respectiTely. 

The Company 'introduced Southern Bell Toas cross-
Examinati on Exhibit Humber 4 wh ich sh oved that Southern Bell 
would need a Korth Carolina intrastate cash a•llowance of 
$11,240,116 in order to have a current ratio of 1 .. 0 and 
$14,274,948 to haTe a current ratio of 1.27, which is the 
Bell Sy stem current ratio. �r. Toms agreed vith the 
arithmetic on these cross-examination exhibits but did not 
agree that a 1.0 or 1.27 current ratio vas appropriate. 

P!r. Toms further testified on cross-examination, hoveTer, 
that no portion of the pool of funds maintained by AT&T 
should be allocated to the working capital allowance of 
southern Bell. Re stated that the ba sis for this conclusion 
vas derived from th e prefiled testimony of Company witness 
Gr aham A. Ragland, which Plr. Toms stated see■ed to infer 
that AT&T vas allo cating its cost, including a return on its 
investment, to southern Bell in accor dance vith th e general 
services and license contract agreemen t between AT&T and 
S outhern Bell. Public Staff witness Toms stated that, since 
Southern Bell was including this cost, including a return on 
investment, in its operating expense, AT&T was earning a· 
return on the investment in the pool of fonds required to 
provide service in accordance vith the serT ice contract and 
that Southern Bell was recovering this cost of se rri.ce fro■ 
its ratepayers. 
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In response to Public Staff witness Toas• st:atements 
regarding the pool of funds, Coapany vitness Turner 
presented rebuttal testimony to correct the assumption •ade 
by ftr. To■s that the costs associated vith the aTailability 
of the pool of fo�ds are reco•ered through license contract 
payments. He testified that Sout�ern Bell pays no fee to 
AT&T' for t:he line of credit or the liquidity functions of 
the fund and that no amount of the fund is incl ua:ed in the 
investme nt of AT&T i; nor does l'l'&T 1 s billing relatiTe to the 
license contract contain any return on .investment associated 
vit h  the pool of funds.., 

Company witness Turn�r testified. that the pool of funds 
earns incone and that the funds are invested in short-tee ■ 
securit ies such as g overnment obligations and non-Be11 
system com•ercial paper vhen n ot loaned to the Bell system 
operatin g companies. He also ■aintained that as a par t  of 
th e lead-lag study results it would be app ropriate to 
inc lude the North Carolina intrastate portion of the pool of 
funas in the w orking capital allowance ana include any 
earnings generated by t he pool of funds in net operating 
income. Plr. Tur ner testified that the total Bell Syste■ 
pool of funds 'for the 12 months ended !ay 31, 1977, vas 
$1,QQ1,Q01,q5q, of which $14,809,661 vas applicable to North 
Car olina intr astate operations. !'Ir. Turner also testified 
that t he pool of fond s generate d  earnings of $53,020,_314, of 
which $544,757 was ap plicable to North Carolina intrastate 
operations. ftr •. Turner f urther testified that , if the lead
lag method is used for determining the working ca pital 
allowance, the $1Q,B09,661 should be inclu ded in the rate 
base and the $51JQ, 757 should be included as income. As 
additional support for allocating the pool of funds, fir. 
Turner testified that, if South ern Bell did not haye th e 
backing of the pool of funds on a lorth Carolina intrastate 
basis, the Co•pany would need additional cash of $9,941,349 
t o  coyer outstandi n g  drafts, to support the i ssuance of 
com■ercial paper, to establish lines of credit vith banks, 
and to satisfy trust requirements for Federal payroll 
Withholding tax es and excise taxes. 1.s a ·prac tical 
alt ernative to the lead-lag method, fir. Tur ner proposed the 
substitution of. his cash working capital derived by use of 
the formula . 

The Commission has carefully �nalyzed ·the testimo�y, 
exhibits, and cross-e:z:a11ination of both witnesses concerning 
the determination of the appropriate vorkiog capital 
allowance for use in this proceeding. In reaching its 
conclusion the Commi ssion defines the working capital 
allowance a s  the amount of capital provided by the c�apany•s 
debt and equity investors which enables the co■pany to 
maintain an inventory of materials and supplies and the cash 
necessary to pay the cost of providing telephone service 
prior to the time revenues for telephone service are 
received from its customers. A working capital allowance 
should be incl uded as a component of the rate base only to 
the extent that working capital is provided by the conpany•s 
debt and equity investors for these purpose s. The 
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Commission is of the opinion that use of the lead-lag study 
is t�e most accura te method of measuring the funds which the 
debt and equity inYestors have provided to meet the 
Company's working capital requirements. The lead-lag study 
met hod is a more accurate method of determining the working 
capital allowance because it is based on the customers• 
actual payment practices for telephone service and the 
Company's actual payment practices for Costs inc urred. A 
lead-lag study determines vbether a company i s  receiving
revenue from its customers on the average before it pays its
creditors for the costs of providing telephone service, or
vice versa. The lead-lag study is based on factual data, on
the other hand, the formula method is ·entirely an estimate.
It is not based on the company's actual collection and
payment practices. The formula method can result in a
company's receiYing either too much or too little working
capital, instead of r�sulting in an amount based on its
actual collection and payment ezperience.

The commission concludes that the appropriate leYel of 
materials and supplies to include in the vorking capital 
allowance is $8,689,518, the balance at Ray 31, 1977, the 
end of the test period. B o th witnesses Turner and Toas 
included an amount of S7,008,042; however, southern Bell 
Toms Cross-Examination Exhibit Number 1 provides eYidence 
concerning the continued increase in the level of materials 
and supplies from December 1976 to November 1977. Based on 
the continuing steady increase in the level of •aterials an d 
supplies, the Com■ission concludes that the end-of-period 
balance of $8.689,518 is a more representative 1evel to be  
assoc iated with end-of-period plant than the average balance 

· of  $7, DOB, OtJ2.

The co■pany offered various eihibits to show the a•ount of
cash allowance necessary to p rovide a curr ent ratio of 1.0
and 1.27, the Bell System current ratio, and to show that a
portion of the po·o1 of funds maintained by AT&T should be
a1located to southern• Bell's North Carolina intrastate 
operations. 

First, considering the current ratio of 1.0 or 1.z1, there
is no relationship whatsoever between the accounting 
de finition of vorking- capital (current assets less ·current 
liabilities) and the working capital allowance for rate
making purposes •. - As previously mentioned, the working 
capital allowance for rate-making.purposes is an invest■ent 
iri ■ateria1s and supplies and cash.necessary to pay the 
expenses of providing telephone serwice.prior to the time 
revenues fo r telephone seryice are received fro• the 
customers. Also, a working capital allowance should be 
include,d in the rate base only to the extent that it is 
provided by the co■pany•s debt and equity inYesto rs because 
to include more than that a•ount would build into the cost 
of service capital costs which do not in fact exist. 
Southern Bell offered no proof to show that it needs a 
current rat io of 1.0 or 1.41. To the contrary, evidence vas 
presented that the North Carolina operations of Southern 
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Bell has operated with current ratios of .65 • •  72, .75, and 
• 72 for the last four years. This shows that a portion of
Southern Bell's Rorth Carolina assets is financed by current
liabilities at no cost: and that on a continuing basis
current liabilities is another fora of capital, just as debt 
and common stock, except that it has no cost to the co■pany. 

Opon consideration of the testimony regardin g the pool of 
fu nds maintained by AT&T, the commiss ion c oncludes that no 
portion should be allocated to Horth Carolina intrastate 
operations •. The Company has not carried the burden of 
proof. The company offered evidence attempting to shov that 
t bis pool of funds serves as a line of credit., backs up 
outstand ing d r af ts an d commercial paper, and satisfies legal 
liquidity requirements for Federal payroll and excise taxes 
held in trust for the government. The com■is sion i s  not 
aware of any legal requirement that payroll and excise taz:es 
be held in trust. Company vi tness Turner also testified 
that he vas not aware .of any statute or regulation which 
requires that these funds be held in trust. The co119ission 
is of the opinion · that such taxes are available to the 
Company for unrestricted use until they are requited to be 
submitted to the appropriate taxin g authority .• 

The Commission also concl udes that no p ortion of the pool 
of fun ds should be allocated to Rorth Carolina intrastate 
operations to back up outs tanding drafts. The commission is 
including the average daily bank balances as a component of 
the working capital allowance. These average daily bank 
balances are generally higher t han the cash balance which 
appears on the company's books because of outstanding checks 
which have reduced the book balance but have not cleared the 
bank. Inclusion of th.e a verage daily bank balances has the 
ef fect of i ncluding vorking capital to cover outstanding 
draftS; th erefore, it.is not necessary to allocate a portion 
of the pool of fund·s to cover outstanding drafts. 

Generally, co11pensating ban·k balances have been included 
in t he r at e  base; however, the Commission is not including a 
portion of the pool of funds for this purpose or to support 
the issuance of commercial paper because the company has not 
carried the bur�en of proof concerning this item •. When 
cross-examined concerning the pool of funds, Conpany witness 
Turner acknowledged that southern Bell had no outstanding 
debt from the pool of funds at the end of the t est year or 
at the date of his testimony. There is no eYide nce to show 
that South ern Bell has actually utilized the pool of funds 
for short-term borrowings in the recent pas t or that 
Southern Bell expects to utilize the pool of funds in the 
nea r future. To the contrary, Kr. Turner testified that 
S outhern Bell has been able to borrov from banks at a lover 
r ate t han that provided by AT&T. Th� co11mission is avare of 
the excellent credit rating of Southern Bell and AT&T and 
that the pool of funds may serve to enhance that credit 
rat ing. Bovever,• the commission concludes that there is no 
substantial evidence to show that absent the pool of fund s 
Southern Bell would b� required to maintain the l arge cas h  
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balances �dvocated by witness Turner. There is no evidence 
to shov that a cash allovance exceeding the av erage daily 
bank balances and the inves tor funds advanced through 
operations is required for Southern Bell. The North 
Carolina intrastate operations of southern Bell was able to 
operate on a cash bank balance of $1,531,600 during the test 
period based _on average short-term borrowings of $967,082 
($7,077,000 x 18.9393'! x 72.1523'). There is no evidence of 
record s hoving that southern Bell's North Carolina 
intrastate operations needs a cash allowance in excess of 
this amount in addition to cash necessary to pay operating 
expenses 2.11 days before revenues are collected from its 
customers. The commissi on concludes that $1,531,600 is a 
reasonable cas h allowance to include in the working capital 
allowance. 

The Commission concludes that the app ropri�te amount of 
investor fllnds adv anced through operations 1.s $66q, 796, 
consisting of $1,886,123 to cover 2.11 days of operating 
expenses, less $565,542 for employee payroll withholding 
taxes and $655,785 for excise taxes co llected from 
customers. The commission has previously concluded that 
these items are aVailable for the company's unrestricted use 
unt.il they have to be submitted to the appropriate taxing 
authori ty and, therefore, is of the opinion that additional 
comment concerning these items is not required . 

The final component of the working capita l allowance is 
accounts payable asS!)ciated with materials and supplies and 
telephone plant in service. The commission concludes that 
these are appropriate deduct ions in determining the working 
capital allowance using the lead-lag study approach. The 
amounts for accounts payable associated with materials and 
supplies and telephone plant in service represent rate base 
items which are financed by creditor supplied capital, which 
is cost-free to the Company. Also, these accounts payable 
were not recognized in developing the expense lag days of 
the lead-lag study. 1f these cost-free items of capital are 
not deducted from the rate base, it will have the effect of 
building into the cost of service a capital cost vhich does 
not in fact exist. The commission considers these accounts 
pay able items to be a source of capital instead of an offset 
against the cash allowance. If a compaDy has a balance 
sheet which shovs a larger accounts: payable balance than a 
cas h balance, that company is not consiaered to ha•e a 
negative cash balance. The co■missi on views the tvo items 
as separate components of the working capital allowance. 

Bas�d on all of the testi■ony and evidence prese�ted in 
this case, the Co■aission concludes that the working capital 
allowance derived bJ Public Staff witness Toms, adjusted for 
t he effect of in�luding end-of-period materials and supplies 
an d excluding av erage materials and supplies, i s  the 
appropriate level of working capital allowance. 
�ccordingly, the Co11111issi on concludes that the proper 
working capital allowance is $6,909,897, consisting of cash 
in the amount of $1,531.600. materials and supplies of 
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Se, 689,518r and investor funds advanced through operation of 
$664,796, less accounts payable of $2,741.364 applicable to 
materials and supplies and accounts pa yable of S1,23ll,653 
applicable to telephone plant in ser.ice. 

BVIDEKCE ARD COHCLDSIONS POR PINDIH� OP FACT NO. 8 

The 1avs of this State require that a utility be permitted 
to earn a fair return on the fair value of its properties 
dedicated to providing utility services to the public. Pair 
value is determined through a weighting process which 
utilizes both the original cost and the replace■ent .cost of 
the utility plant. The burden of estab lishing the fciir 
value of the �tility plant in set'vice is on the utility. 
G.S. 62-13q (c). 

In the instant docket, southern Bell did not offer any 
replacement cost studies and, in fact., the company's 
application and the testimony i n  support of tha t application 
refer repeatedly to original cost.. 

The Company di d offer the test imony of witnes s Robert T. 
Bur ns reviewing the factors vhich he believes have 
historicall y prevented Southern Bell from achieving the rate 
of return approved by the commission. While Company witness 
Walker contended th at a 1/2',; attrition allova.nce is 
applicable to the Co11pany•s rate base and. concein.bly, a 
sUbstitute for f air value, an examination of the testimony 
of witness Burns leads the commission to a different 
conclusion. In fact, witnes s Burns indicated in both hi s 
dir ect and cross-examination that hi s suggested attrition 
allowance is applicable to the Company's overall rate of 
return and not its rate base. 

The commissio n concludes that the Company has failed to 
offer any evi dence to show that the replacement cost of its 
properties differ s from. the original cost of these 
properties. Accor dingly, the commission concl udes that the 
fair value of southern Bell's utility plant in service i s  
$767,241.254. This is determined from the original cost 
investment discussed in the Evidence and Conclusions for 
Finding of Pact No. 6 ($760.331,357) plus the reasonable 
allowance for working capital set forth in the Evidence and 
Conclusions for Fi nding of Fact No. 7 ($6,909,897). 

EVIDENCE AND CONCLUSIONS FOR FINDING OP PACT NO. 9 

comp any witness Tur ner and Public St aff witnesses Bright 
and Gerringer testified concern ing the rep rese ntative end
of-period level of operating revenues. Witnes s Gerringer 
testified. spec ifically on t;he appropriate apportionment of 
the Company's operations within North Carolina. between 
interstate and int rastate juris dictions, the status of the 
Company's intrastate toll settlement s vith all it s 
connect ing companies for the test. period, and the 
determinatio n  of the company's representative level of end
of-test-period intr astate toll revenues. The end-of-period 
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toll revenue amount determined by witness Gerringer vas 
included by Public Staff witness Bright in her te stimony and 
exhibit. Both witnesses Turner' and Bright testified as to 
the appropri3te level of operating revenues after accounting 
and pro forma adjustments. The following tabular summary 
shows the amounts presented by each witness: 

Local service 

Toll service 
e:iscellaneous 
Oncollectibles 

Total Operating 

Company 
Witness Turner 

(a) 

$209,279,545 
104,176,288 

17,318,181 
__ J168L.Q!l1) 

Revenues $330,005,938 
============ 

Public ·staff 
ffiness_,§riqh! 

(b) 

$213,166,832 
108,827,270 

18,550,285 
__ ___ll!!_2L.Qil) 
$339,755,346 
============ 

The difference between the two columns of $9,749,408 
resu lts from the different me th ods employed by the witnesses 
in calculating t he end-of-period adjustmen ts to revenues a nd 
expenses. 

Yitness Turner calcu lated bis end-of-period adjustment to 
net operating income by multiplying his adjusted intrasta te 
net operating income, excluding the t otal effect of the 
chapel Hill purchase, by the pe rcentage incmase in end-of
period ■ain an d equivalent main telephones over average main 
and equivalent main telephones for the period. nr. Tu rner 
tes tified that, although one could attempt to adjust 
revenues and expenses to an end-0£-period level bf direct 
calculation, he would guestion how good the results vould 
be. 

Two adjustments were made to the Company• s actual 
operating re venues by witness Turner. The first adjustment 
increased loca l service revenues by $4,034,000, toll service 
revenues by $1,686, ooo, miscel l aneous revenues by $236,000 ,· 
and uncollectibles by $10,000. This adjustment recognized 
the effect which the ftarch 31, 1977, purchase of the Chapel 
Hill telephone system vould have had on opera ting revenues 
had this telephone system been a part of Southern �ell's 
operations for the entire 12-month period ended l!iiy Jf, 
1977. 

Bis se cond a djustmen t decreased toll revenues by 
$2,385,156, which is comprised of both increased settlements 
with independent companies as a result of finalized cost 
studies and adjustments in preliminary settlement ratios. 

Witness Brigh t, using a different approach to calculate 
the end-of-period level of net operating income, annualized 
the major iteas of reYenue and expense on an individual ite m 
basis and applied the annualization fac t or to the net of the 
items which she vas unable to annualize on a n  individual 
item basis. 
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The first adj\lstment of S7 ,. lUl3, 287 vhich l!!s. Bright ■ade 
to local service revenues is an ad justaent to annuali2e 
subscriber station reYenues - monthly charges. Ks. Bright 
det ermined the end-of-period level of re venoes by 
multiplying the actual l'!ay revenues by 12. The adjustment 
of $7 ,. 443,287 is the difference between the actual test.
period subscriber station revenues of $184,649 ,. 689 and the 
end-of-period level of $192,092 ,. 976. 

One further adjustment of $478,000 to increase local 
s ervice revenues vas made by l'ts. Bright to reflect 
additional annual revenues which the Compa ny vill experience 
in the future due to the purchase of the chapel Hi.11 
Telephone company. This adjustment reflects only the 
additional re venues vhich vere not consiaered in her 
previous adjustment to subscriber station revenues - monthly 
charges. 

Witness Gerringer testified to the representative end-of
per iod level of intrastate toll revenues vhich Pis. Bright 
used in her cal c ulation of end-of-period revenues. ftr. 
Gerringer determined the end-of-test-p eri od lev el of 
intrastate toll reYenues of $109,193,Q26 by calculating the 
growth of Q.QBI i n  intrastate toll revenues for the 12 
months of the test period over the 12 months preceding the 
test period. This percentage grovth vas t hen applied to the 
total bookei intrastate toll rev enues for the test period. 
In his final determination of the Company's representative 
lev el of end-of-period toll revenues of $108,827,270, Plr. 
Gerringer used the end-of-test-period toll revenues of 
$109,193,426 vhic h he determined earlier for me ssage toll, 
WATS, and interexcbange private line service and adjusted 
for the full test-period effect. of the acquisition of the 
Chapel Hill Telephone Co111pany. This added 12,019,000 to the 
tes t-period intrastate toll reve nues. He also adjusted for 
the impact related to the status of the toll settle■ents 
with all the connecting c ompanies for the test period which 
reduces intrastate toll revenues by $2,385,156. 

The next adjustment of !1,468,098 made by as. Bright t o  
mis cellaneous revenues represents the annualization of 
directory revenues by multiplying the directory revenues i n  
the last month of the test year by 12. To assure that !!ay 
was not an unusually high month, she compared the actual 
dire ctory revenues for the five months following the test 
vear and found that all mon t hs thr ough October 1977 vere 
higher tha n the flay revenues. 

To adjust uncollectible revenues to the end-of-period 
level of s1aq,oq1, vitness Bright calculated the actual 
uncollec tibles rate for the test period and multiplied this 
rat.e of • 2317% by the total adjusted re venues presented by 
the Public Staff. 

The remaining actual revenues of $23.115,315 vhich could 
not be annualized on an individual item basis v ere included 
by fts. Br ight in the annualization adjus tment. fts. Bright 
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mult iplied the net of the remaining revenues and expenses by 
the Company's annualization factor of 1.691. 

The Commission concludes that both revenues and expenses 
shou ld be annualized using the best methods available and 
that it is not necessary for every item to be annualized by 
the same method. Witness Bcight annualized approximately 
93'.-C of all operati ng revenues by dir e ct calcu lation and 
approximately B�.4� of all operating expenses, including 
taxes and interest, by direct calculation. The Commission 
is of the opinion that the methods used by witnesses Bright 
and Gerringer to annualize revenues result in a more 
representative end-of-period level of net operating income 
than vould the use of a station fa ctor only. 

Accordingly, the Commission concl udes that the a ppropriate 
level of opera ting revenues under present rates , before the 
annuali-za tion adjustment, is $339,755,346, ·consisting of 
local service revenues of S213,166,832, toll service 
revenues of $108,827,270. miscellaneous revenues of 
$18,550.285. and uncollectible revenues of $789.041. 

The Commission fu rther concludes that Bell's appropriate 
gross reven ue s net of uncollectibles unde r proposed ra t es 
would have been approximately $401�734.882. This a ■ount 
includes $339.755,346 in net revenues under present rates, 
$40.979,536 in additional ne t r evenues from the proposed 
increases in local service rat es. and approxima tely 
$21 .000.000 in additional net revenues from the pr oposed 
in creases in int rastate toll rates as requested by Bell. 
a ccording to the testimony of company witnesses Dyer, 
Friedl ander, and Schvahm and Public Staff witnesses 
Gerringer and carpenter in Docket No. P-100, sub 45� which 
is incor porated herein by reference. 

EVIDERCE AND CONCLUSIONS POR FINDING OF PACT NO. 10 

Company witness Turner an d Public Staff wit ness Bright 
pr esented testimony and exhibits shoving the leve l of 
operating reYenue dedu ctions they believe should be used by 
the Commission for th e purpose of fixing rates in this 
proceeding. The following tabular summary shows the amounts 
presen ted by each witness: 

operating expenses 
Depreciation 
other operating taxes 
In come taxes - State an d Federal 
Interest on customer deposits 
Annuali-zation adjustment 

Total 

Company 
Witness 
!3!!:ruu;:_ 

(a) 

$159.259.790 
52,763, 107 
34.837, 047 
29,350.132 

9!J, 213 
-1.!l.!l.:!,.:! 09) 
$275, q2J, 180 
============ 

p llblic Staff 
Witness 

_ __filj,gll t __ 
(b) 

$163,564,087 
55,787,767 
36.596,105 
28.261,0 91 

94,213 
__ !!13,845 
$284.717,108 
============= 
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The first difference in the operating revenue deductions 
involves operating expenses. Witness' Turner. believes that 
the a ppropriate l evel of operating expenses is $159,.259,790, 
vhile witness Bright believes that the appropriate level is 
$163,56!J,087, a di fference of $4,304,297. 

The majority of the Sll,304,297 difference in operating 
expenses results from vage and employee benefit adjustaents. 
Witness Turner made adjustments totaling $9 ,. 116,469 to 
recognize increases in wage payments and employee benefits 
on August 1, 1976, and on Augus t 1, 1977, for n onmanagel!'lent 
employees and firs t and second level management employees. 
"r- Turner's adjustments did not include any increase in 
wages for highet" leve l management Ot" for the increase in the 
leve l of employees at the end of the test y ear. He did 
include, however, an adjustment of $316,156 for an increase 
in employees after January. 1, 1978, due to the addition of 
one paid excused workday annually for a ll e11ployees and an 
adjustment of $101,Seq to reflect an inc rease in employees 
a fter September 18, 1977, due to the s hortening of the 
workday for certain traffic employees f r om eight hours to 
7 1/2 hours ... 

is explained in Evidence and conclusions for Findi ng of 
Fact No. 9, company witness Turner annualized all revenues 
and expenses, including wages, by applying the annualization 
factor to his adjusted net ope rating in come, e xc luding the 
ef fects of the adjustment for Chapel ·Hill Telephone Company. 

Witness Bright made an adjustment of $1 q,939,627 to 
annualize wages, pensions, a nd employee benefits. ris. 
Br ight's calculation used employees a s  of July 31,. 1977, 
wage rates as of August 1977, and employee benefit changes 
th rough January 1, 1978. Rhen asked vh y she did not make 
a djustments for the increase in employees due to the 
addition of the paid excused workday and the shortening of 
the workday for t raffic employees, 11s ... Bright explained that 
she had used the July number of e mployees, which vas 85 more 
than at the e nd of the test period, to c alculate he r 
adiustment. Therefore, she did not think it would be 
appropriate to reflect any further increas es in the number 
of employees in ca lculating the end-of-pe riod level of wages 
and employee benefits. 

Consisten t  with the Evidence and Conclusions for Finding 
of Fact No. 9, the commission concludes that ns. Bright's 
method of direct calculation of the adjustment of 
$14,939,627 to annualize the level of wages a nd em ployee 
ben efits is proper and results in a more representative 
level o f  end-of-period adjusted net ope rating income. 

The next differe nce between the two witnesses concerns the 
amount ea ch inc luded as the proforma adjustment to bring 
the expenses ass ociated with chapel Hil l Telephone compan y 
to an end-of-period level. Hr. Turner mad e an ad justment to 
operating expenses of $1,855,000 to reflect t he pro forma 
a ddition of Chapel Rill Telephone company to the Southern 
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Bell operating syste11.. Ris adjustment included wages and 
employee benefits for the additional employees needed to 
op_erate the Chapel Rill system. The pro f orma adjus tment 
vas computed using seven months' actual data. 

Witness Bright made adjustments totaling $3Sq,ooo to 
increase operating expenses for the proforma effects of the 
addition of Chapel Hill Telephone Company. fts. Bright 
testified that her adjustments did not include any wages or 
employee benefits since these amounts were included in the 
tot al adjustment of $14,939,627 which she made to annualize 
sou thern Bell's wages and employee benefi ts. Her pro forma 
a djustment of $354,000 vas computed using seven mon ths' 
actual data for maintenance expenses and five 110n ths' actual 

data for all other operating expenses. 

The Commission believes that, having used �s. Bright's 
met hod of calculating the end-of-period level of wages and 
employee benefits, it' is also proper to include the pro 
form a adjustment s he calcula ted for the inclusion of the 
addi tiona 1 expenses asso ciated with the Chapel Hill 
t elephone system. The commission, therefore, concludes that 
operating expenses should be increased by $35/J,OOO to
reflect the effect on intrastate operating expe nses, 
excluding vages and employee benefits, had the Chapel Hill 
telephone system been a part of Southern Bell's North
Carolina operations for the entire 12-month period ended
�ay 31, 1977.

Both witnesses made an a djustment of $66,705 to decrease 
operatin g expenses for an out-of-period license contrac t  
fee. Ba sed on the evidence present�d, th e com.missi on 
c oncludes that test-period operating expenses should be 
reduced by $66,705 to reflect ezclusion of this fee. 

The remaining net difference of $17,861 between the 
amounts presented by each witness as operating ezpenses 
r esults fron three adjustmen ts t.o operating ezpenses made !by 
ftsa Bright. The first of these adjustments increased 
operatin g rent expense by $272,320. l'!s. Bright test'ifiea 
that Southern Bell has negotiated nev c on tracts with Duke 
Power· Company and Carolina Pover & Light compa ny for pole 
atta chment. rentals and that the effect of the nev con tracts 
w ould be to increase the estim atea. intrastate net cost of 
pole attachment re ntals for the test year by $272.320. The 
Commissio n c oncl udes from the evid ence presented tha t 
a n nualized. test-period opera ting expenses should be 
increased by $272,320 to reflect the increased cost of pole 
attachment rentals which are currently being i ncurred by 
southern Bell. 

The next adjus tment proposed by Ms. B right reflects the 
elimination of contributions in the amount of $187,164 from 
intrastate operating expenses . Acco�ding to l'!s. Bright, the 
inclusion of c ontributions in operating erpenses makes the 
ratepayers invo luntary donors to c haritable organizations. 
She believes that, if the Company chooses to make charitable 
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contributions. tbe stockholders should bear the entire cost. 
The co1111ission concludes that contributions in t.h0 amount of 
$187.16Q should be excluded from test-period intrastate 
operating expenses. Southern Bell's ratepayers may ■ake 
charitable contributions on their ovn behalf but they should 
not be required to make charitable cont.rib utions through the 
payment of telephone rat.es. 

The final adjustment p,:.es_ented by l'ls. Bright decreased 
operating expenses by !103.017. This adjustment is required 
to normalize the test year level of e1:penses vith regard to 
the costs associated vit.h the management audit of the 
company ordered by the Cot111ission in April 1976. 'rhe 
Commission recognizes that under G.S. 62-37(b) the co■pany 
could incur this expense every five years and,. therefore,. 
concludes that only 1/5 o f  the total management: audit 
expense should be included in test-period opera ting expenses 
in order to allow the company to recover the cost of this 
expense from the ratepayers in the future. The Co11111.ission 
concludes that test-period intrastate opera ting expenses 
should be decreased by $103 ,. 017 to allow only 1,15 of the 
c ost of the management audit to be included as a reason able 
operating expense. 

rn su■mary,. the Com■ission accepts all the adjust■ents 
proposed by Rs. Bright and concludes that the appropriate 
level of intrastate test-perio� opera ting e xpense s is 
$163,56Q,087. 

The next dif ference between the operating revenue 
deductions presented by the witnesses involves depreciation 
expense. Witness Turner testified that the appropriate 
level of depreciation expense is $52,. 763,107, while witness 
Bright testified that the appropriate level is $55,787.767, 
a difference of $3,024,660. 

Two adjustments vere made to test-period depreciation 
expense by witness Bright. The first adjustment increased 
depreciation expense by S9 ,. BQ4,365. �s. Bright testified 
that end-of-period deprec�ation expense should be calculated 
using end-of-period plant at llay 31, 1977, and the nev 
depreciation rates previously accepted by this commi ssion. 
The difference between the intrastate depreciation expense 
calculated in this manner and the actml test-period 
depreciation expense recorded on the books of the co■pany is 
$9 r 841J,. 365. 

The second adjustment vhich !'Is. Bright made was to 
increase depreciation expense by $351,510 in order to 
include one year's amortization of  the plant acquisition 
adjustment which vas included in test-period original cost 
net investment. 

!s discussed previously, witness Turner annualized test
per iod net operating income, including all revenues and 
expenses, using an annuali2at:ion factor of 1.691. Since he 
us ed this annualization factor,. it vas not necessary to 
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annualize depreciat.ion expense in the manne r used by lls. 
Bright. Instead, llr. Turner calculated an adjustment 
increasing depreciation expense by $5,981,000 to reflect the 
represcription of the depreciation rates effective 
January 1, 1977. Three other adjustments to depreciation 
expense vere made by witness Turner. First, he increased 
deprec iation expense by $351,510· to reflect one full year of 
amortization of the telephone plant acquisition adjustment. 
The second adjustment in creased depreciation expen se by 
$721,000 to reflect a full year's depreciation of the Cha pel 
Bill plant in serTice. The last adjustment made bf Kr. 
Turner increased depreciation expense by $117,705, which 
represents increased depreciation on proforma capitalizea 
vages and employee benefits. 

Based on the evidence presented, the Commission is of the 
opinion that the appropriate method for determining ena-of
per iod depre::ia tion expense is to apply the nev depreciation 
rates to the plant in service at the end of the test period. 
The Commission i s  also of the opi nion that a full year's 
amortization of the plant acquisition adjustment shou ld be 
included i n  end-of-period depreciation expense. 
Depreciation expense should not be increas ed for pro for11a 
cap italized vages and employ ee benefits: to do so vould 
include depreciation on plant vhich is not in service at the 
end of the test year. Therefore, the Commission concludes 
that the proper level of depreciation expense for use herein 
is $55,787,767 as presented by witness Bright. 

The next area of disagreement between the witnesses 
concerns the appropriate end-of- period level of other 
operating taxes. The differences are summarized as follows: 

ll2 

Property taxes 
Gross Receipts taxes 
Pay roll taxes 
Otber taxes 

Total 

Company Witness 
--�neL ___ _ 

$10,099,778 
19,536,661 

5,195,283 
=�-5,L.:l22 
$34,837,01'7 
===-===== 

Public Staff 
Wi tn,�,igh t 

$10,806,769 
20,281,238 
s. 502,773

5 325 
$36,596,105 
======-=== 

Witness Bright determined the end-of- period leYel of 
property taI expense by calculating the average property tax 
rate for the calendar year 1977 and applying that rate to 
plant in service at l!ay 31, 1977, exclu ding the Chapel Hill 
plant in service. The actual property taxe s for the test 
yea r vere subtracted from her end-of-period level and an 
adjustment of S6q6,991 vas made to increase property taxes 
on property other than the Chapel Hill purchase to an end
of-period level . l!s. Br ight included a separate adjustment 
of !272, ODO for the pi:operty ta z expense a ssocia tea. vi th the 
Chapel Hill plant. 

llr. Turner made only one adjustment t o  property ta:r 
expense, since he used the annualization factor to make his 
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end-of-period calculation. Bis adjustment increased 
property ta,:es on the Chapel Hill plant by $212,000 to an 
end-of-per iod level of $272,000. 

The commission concludes, based on the e?idence presented, 
that the proper level of end-of-period property taz expense 
is $10,806,769 as calculated by ns. Bright. The Coamission 
further concludes that direct computation of property taxes 
based on actual end-of-period plant in service re sults in a 
more accurate property ta x expense than one obtained by the 
use of the main station annualization fact.or. 

The difference of $744,577 between the gross receipts 
taxes included by the tvo witnesses results from a 
diffecence in the level of gross revenue s which each 
included. �s. Bright calculated end-of-period gross 
receipts taxes of $20,281,238 b y  multiplying the end-of
period gross revenues subject to the tax by the tax rate of 
61. Plr. Turner adjusted the actu al gross receipts taxes for
the adjust11ents which he made to gross reTen ues for the
Chapel Hill adjustment and the addi t. iona 1 independent
company settlemen ts. The Commission is of the opinion that
gross receipts taxes should be calculated using the end-of
period level of gross revenues subject to the gross receipts
tax. In Evidence and Conclusions for Finding of Pact Ro. 9,
the commissio n has fou nd the end-of-period gross revenu es as
calculated by Pis. Bright to be proper for use in this
proceeding. The Commission, therefore, concludes that the
proper end-of-period level of gross receipts tax is
$20,281,238 as calculated by wi tness Bright.

The last difference between other operating taxes 
presented by the vi tnesses is $307,490 in the level of 
payroll taxes. Witness Bright calculated her adjustment of 
$"761,526 to bring FICA taxes to an end-of-period level based 
on the end-of-period level of vages vhich she included in 
ope rating expenses. She also made ad just11ents to increase 
State and Federal une111ploy111.ent taxes by $101,787 and $9,000. 
The $101,787 adjustment reflected increases in the State and 
Federal unemployment tax rates, and the $9,000 adjustment 
reflected the incre ase in the level of the tax due to the 
additional employees associ ated vitb the Chapel Hill 
t elephone system. 

Witness Turner included adjustments to FICA taxes and 
unemployment taxes totaling $564,823. These adjustments 
reflected increases resulting from his use of increased wage 
levels and increases in tax ra tes during 1977. 

The commj,ssion has fo und pre viously that the proper level 
of operating expenses includes the end-of-perio d vage levels 
calculated by witness Bright. The commission, therefore, 
concludes that end-of-period FICA taxes should be calculated 
on this end-of-period level of vages and that the end-of
period level of payroll taxes is $5,502,773 as presented by 
Ms. Bright. 
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Both witnesses included $5,325 as the reason able amount 
for other taxes, vhich amount the Commission concludes is 
reasonable. 

In summary, the Co1111ission finds and concludes that the 
end-of-period level of other operating taxes is $36,596,105, 
consisting of $10,806,769 in property taxes, $20,281,238 in 
gross receipts taxes, $5,502,773 in payroll taxes, and 
SS,325 in other taxes. 

The next difference of $1,089,041 betveen operating 
revenue deductions presented by witnesses Turner and Bright 
concerns State and Federal income tax expense. Both 
witnesses 11ade adjustments to State and Federal income tax 
expense to reflect the income tax effects of the adjust ■ents 
each made to operating revenues and operating revenue 
deductions. The o perating revenues and operating revenue 
cleductions :have been discussed previo usly a nd need not be 
repeated. The commission bas found that the adjustments to 
operating revenues and ope rating reYenue deductions 
presented by vi tness Bright should be used in this 
proceeding an d, the refore, conclud.es that l!ls. Bright's 
adjustment o f  !7,836,850, decreasing State and Fe deral 
income taxes to reflect. the inco.11e tax effects of these 
adjust..11ent.s, is also proper for use in this proceeding.  

The t.vo witnesses also made adjust.11ent.s to state and 
Federal income taxes t.o reflect. the income tax effects of 
pro for11a capit.ali-zed pensions and payroll taxes.· The 
differences relate to the levels of pensions and payroll 
taxes calculated by the witness es. Witnes s Bright testified 
that for inco11e tax purposes the company deducts all pension 
costs and payroll taxes in cluding those capitalized and, 
therefore, the reduction in i ncome taxes should not be 
limited to the effect of those items charged t o  expense but 
should include the effect of the total increase in pe nsion 
costs and payroll t axes. She proposed to decrease State and 
Federal income tax expense by $289. 797 to recognize the 
income t.ax effects of the pro f orma increase in pensions and 
payroll taxes capitalized which she calc ulated in 
conjunction with her adjustments to increase pensions and 
payroll taxes expensed to an end-of-period level. 

The two witnesses agreed t hat an adjustment. should be ■ade 
to decrease state and Federal income taxes for the inco■e 
tax e ffects of pensions and payroll taxes c11pita1ized. :rt 
is clea r that there is an i■mediate effect. which should. be 
recogni�ed on t.he level of income tax expense vhich the 
Company ex periences, caused bf the increase in the leYel of 
payroll taxes and pensions used as a deduction in 
cal culating inco■e taxes. Since the co■aission has 
previously found the leyel of payroll taxes and pensions 
proposed by l!s. Bright to be proper, the co■■ission 
concludes that Ns. Bright's adjustment decreasing income tax 
expense by $289,797 is ·also appropriate. 
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The last difference between the levels of inco■e.taI 
expense proposed by the �itnesses concerns the interest 
expense each used to calcnlate income tams. Witness Turner 
used the actual interest expense allocated to North.Ca rolina 
intrasU.te operations for the test year of $18,977,240. 
Witness Bright used an intere st expense of S21,'121',222, 
which she calculated as the interest expense on the end-of
period debt capital supporting the intrast.ate original cost 
net inYestment deYeloped in Bright Exhibit 1, Schedule 1. 

The commission is of the opinion that it would not be 
proper to include the end-of-period i nterest expense in the 
cost of service and calculate Federal and State inco■e tax 
expense based on the inclusion of a lesser interest cost. 
The Commission therefore concludes that the method used by 
ris. Bright for determining the interest expense to be used 
in the calculation of state and Federal income tax ezpense 
is proper. However, the Commission has found in Finding of 
Fact No. 8 that the intrastate original cost n et inYestnent 
plus working capital of the company is S767,2Q1,254 in stead 
of the $688,188,238 recommended by !s. Bright. Therefore, 
the Co�missi on concludes that, using the capital structure 
and the original cost net inYestaent plus working capital 
which the commission has foun d fair, the interest expense to 
be used in calculating income tax expen se in thi s proceeding 
is $21,593,069., The Commission concludes that the 
adjustment to State and Federal income taxes necessary to 
reflect this leYel of interest expense i s  a decrease of 
S_!,337,212 ($21,593,069 - $18,977,2QO • 51.12�). 

In summary, the co11aission concl.udes that the end-of
period level of _intrastate State and Federal. inco■e tax 
expense i s  $28,173,243, as shovn in the followi ng table: 

Tua 

Actual intrastate State and Federal 
income tall: expense 

Adjustment to reflect the income tax 
e ffects of commission ad just111ents 
to revenues, e xpenses, and taxes 
other than income 

Adjustment to reflect the income tax 
effects of pro fora.a cap italized 
pensions·and payroll taxes 

Adjustment to r eflect the income tax 
effects of interest: expense 
allocation adjustment 

Total 

$37,637,102 

(7,836,850) 

(289, 797) 

========= 

Since the witnesses agree on the amount of interest on 
castomer depos its, the Commission conc ludes that interest on 
customer deposits of $94. 213 should be included in operating 
revenue deductions. 
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The final difference between the tvo witnesses is in the 
amount of the annualization adjustment. ftr. Turner 
multiplied the main station annualization factor of 1.691 by 
his adjusted net oper ating income (excluding the total 
effect of the Chapel Bill purchase) of $52.136, 6q.9 to 
determine his annuali-zation adjustment. This increased net 
income by $881, 109.. Witness Bright computed her
annualization adjustment, decreasing net income by $413.845, 
by multiplying the main station annualization factor of 
1.69, by the net of operating revenues and operating reYenue 
deducti ons which she had no t directly cal culated to an end
of-period level. The Commission has determined preTiously 
that fts. Bright's method of directly calculating end-of
pe riod amounts of revenues a nd revenue deductions, vheneTer 
possible , is pr oper. Accordingly, the commission is of the 
opinion that the annualization adjustment of Pis. Bright 
which dec reases income by $413,845 is prop er. 

Th e commissi on concludes that the l evel of total 
intrastate operating revenue deductions , including the 
an nualization adjustment, is $284,629,260, consisting of 
operating expenses of $163,56LJ,087, depreciation of 
$55,787,767, other operating taxes of $36,596,105, State and· 
Federal inc ome taxes of $28,173,243, interest on custo■er 
deposits of $9LJ,213, and the anna.alization adjustment of 
$413,845. 

EVIDENCE �ND COHCLUSIORS FOR FINDINGS OF PACT 
NOS. 11 THROUGH 14 

The fair ra te of return which t he Company should be 
allowed the opportunity of earn�ng on the fair value of its 
investment in providing ser vice to its �orth Carolina 
ratepayers is determined by three f actors: 

1. The relatiye per centages of inv estment capital which
have been supplied by the various classes of in ve stars; 

2. The reas onable cost ra tes to be a pplied to these
classes of capital; and 

3. The addition to original cost net inYestment 
represented by the fair value incre11ent. 

Whatever return 
the ratepayers and 
G.S. 62-133 (b) (4): 

is allowed 11.ust balance the interests of 
investors and meet the test set forth in 

"(to] enable the public utility by sound manage■ent to 
produce a fair pr ofit f or its stockholders, considering 
changing economi c conditions and other factors, as they 
t hen exist, to ■aintain its facilities and serTices in 
accordance with the reasonable requirements of its 
customers in the territory covered by its franchise, and 
to compete in the mark.et for capital funds on terms which 
are reasonable and which are fair to its cust omers and to 
i"ts exist ing inYestors. n 
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The return alloved •ust not burden ratep ayers a nyaore than 
is necessary for the utility to continue to provide adequate 
serYice. The North Carolina supreae court has stated that 
the history of G. s. 6 2-133 (b) 

"supports the inference that the Legislature intended for 
the Co■•ission to fix rates as lov as may be reasonably 
consistent vith the require■en ts of the Dae Process Clause 
o f  the Pour teenth.Asend■ent to the Constitution of the
United States.�••" ���el. llilitie§ Co■■issi.2.a �
l!Y..h!! Power £2•• 285 !.C. 377, 206 S.E. 2d 269 (197q). 

The nature of the eTidence in a cas e such as this makes it 
extremely diff icult to balance all the opposing interests, 
since much, if not all, of the eYidence is based on 
individual witnesses• perceptions and interpretations of 
tr ends and data from the capital markets. :rt is virtually 
iapossible to guarantee that the interests of the ratepayers 
and the coapany vill be in perfect balance. careful study 
and analysis of the evidence, hovever, must be undertaken 
because only ·through careful analysis can some assurance be 
giYen th at the alloved return is vithin the zone of 
reasonableness vherein neither the rat epayer nor the utility 
is unjustly treated. 

In this case several witnesses made recommendations 
concerning the cost of capital and r elated subjects. 
Witness A. !aI Walker of Southern Bell test ified for the 
company and witness Charles P. Jones testified for the 
Attorney General on behalf of the using and consuming 
public. Addit ionally, vi tness Robert t. Johnson testified 
for the company on the subject of the cost of equity capital 
and witness Robert T� Burns testified about vbat he belieYes 
to be t he causes of erosion in the earnings of the Compan y 
and recommended an adjustment in the allowed rate of return 
to compensat.e for future erosion. 

The testimony of witnesses Johnson, Jones. and Walker 
differs principally in the recommended cost rate for the 
equity component of the company's capital . All three 
witnesses estimated the cost of ego.ity to Southern Bell•s 
parent corporation. iT&T, and, by extension, treated the 
result as the cost of equity to Southern Bell. Both 
witnesses Walker and Jones used the Bell syste■•s 
consolida ted capital structure as the basis for recommending 
an overall cost of capital to Southern Bell. The y 
determined th e embedded cost rates for the debt and 
preferred equit y capital to be 6. 1e, and 7 .581, 
r espectively. (Dr. Jones used 7. 571 as the cost of 
preferred equity, but the Commission will accept the higher 
fig.ure.J The comm ission concludes that the a bove embedded 
cost rates are reasonable and fairly represent the costs of 
those components of capital to the Company. The resulting 
capital structure is composed of 41.511 debt, 1.901 
preferred equity, 47.001 common eguity, and 9.59J cost-free 
capital. 



624 TELEPHONE 

The evidence presented regarding the cost of equity is 
conflicting. Witness Walker recommended 141 as the minimum 
cost of equity, witness Johnson, 14l to 14 1/41, and witness 
Jones, 12.51. 

In determining a cost of equity betwee n 141 and 161, 
Company witness !alker utili-zed the opportunity cost or 
comparable earnings method and studied trends in stock 
market prices and pric e/earnings and market to  book ratios. 
In addition, he performed a discounted cash flow and risk 
premium analysis. He also presented the interest coverage 
necessary to maintain the company's present bond rating. In 
general, �r. Walker asserted that AT&T equity should be 
allowed to earn at least at the average of a broad group of 
high quality industrials. He stated: 

"If the Bell System is to have broad 
capital marlcets, vhich is essential for 
r endition of quali ty telephone service, 
levels com.parable to the broa d grou p 
industrials." 

recourse to the 
the continued 

it must earn at 
of unregulate d 

Company witness 
capital to A.'l'&T by 
study. The DCF 
follows: 

Johnson 
means of 
for mula 

determined the cost of equity 
the DCF and a risk premium 

can be formulaically stated as 

K D {1) + G, 

�P {O) 

where K equals the market cost of common, D ( 1) equals the 
dividend ezpected one year hence, ftP(O) equals the current 
market price, and G equals the annual rate of grovth in 
dividends per share ezpected by the market. Dr. Johnson 
looked at past growth rates (earnings per share and 
dividends per share) and made a judgment as to the future 
payout ratio. Dr Jackson asserted that the market expects a 
higher earned rate of return on equity in the future than in 
the past. Considering a conversion from market to book 
returns and an increment for market pressure, breaks, 
underwriting fees, and the like, Dr. J ohnson•·s DC! 
determined book cost is within the range of 1�.2� to 14.61. 

ffitness Jones based his recommendation of a 12.51 cost 
rate for equity on his application of the discounted cash 
flov (DCF) technique to AT&T alone and to AT&T together vith 
a group of nonutility firms, which he considered to  be 
roughly risk equivalent to AT&T. His discounted cash £low 
analysis is based on the average dividend yield for 1g77 and 
historic growth in earnings. diTi dends, and book value per 
share for the companies in his group. In his analysis of 
AT&T alone. witness Jones found t hat a reasonable estimate 
of investor requirements for AT&T is 12.051. His study of 
1:he other companies along vi1:h AT&T resulted in a slightly 
higher estimate of the cost of equity. Re then averag ed 
this result with the result for AT&T alone to arrive at 
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12.51 (after an adjustaent for the cos ts of issuing nev 
stock). 

Company witness Burns recoa11ended that an additional 1/2 
of 1i be added to the fair rate of retur n to he1p offset the 
effects of i nflation, which he belie ves produces an erosion 
in the earnings of the Company. The Coaaission cannot 
accept that recommend ation. It see■s unreasona ble to burden 
the ratepayers in an att.empt to insulate the Co■pany from 
t he ravages of inf lation, a problem equally burdensome to 
the ratep ayer. 

Witness Burns• analysis and his recommendation are based 
on a study of the effect of inflation on the return whic h 
the Company vould ha't'e earned had it not received rate 
relief during the 1970 to 1976 period. This ignores the 
princi pal mechani sm, provi ded by st at u te, to protect the 
com pany against possible erosion of earni ngs and therefore 
has little meri t. 

If the Company does experience erosion of earnings in the 
future, it can use both inte rnal and external mechanis■s to 
help all evi a te the problem. In our ju dgment, these 
solution s are preferable to requiring t he rat epayers to pay 
a rate of return in excess of that which is just. and 
reasonable under existing condi t ions. 

The evidence in this case is clear on at least one point: 
an inTestment in AT&T, whether equity or deb t, is not Ter y 
risky. The reputable investmen t advisor y services mentioned 
at t he heari ng (e.g., standar d and Poor's, 8oody•s, a nd 
Value ti ne) consider AT&T to be a stable and secure company. 
In general. AT&T ha s ac hieved the highest bond ratings, the 
h ighest stock ratings (vhen rated for safety), a nd 
impressive investor acceptanc e. This level of safety, 
st abil ity, and investor acceptance must be considered i n  
determining the investors' return requirements used t o  
determine the cost o f  equit y capital to AT&T and ultim ately 
the fair rate of return. 

Having examined the evidence presented in this case, the 
commission concludes that the reasonable cost of equity to 
the Company is no more than 12 5/8�. 

In fixin g the cost rate for equity at 12 5/8'1, the 
commission h3.s studied the record carefully in light of it s 
obligation to both the ratepayer and the investor. Whi le a 
return of 12 5/8,t: is less than the compan y req uested, the 
Commission takes note of the fact tha t in November 1977 AT&T 
marketed succ essfully some 12 mill ion shares of its common 
stock at a price which a llowed it to receive book value per 
share, thus avoiding any dilution of the shareholders• 
investment, a nd did this without ever having achieved 
anythi ng close to the level of return requested in t his 
doc ket. Pf ore over, current investors a re annually 
reinvesting some S600,000,000 of their dividends to purchase 
additional c ommon shares. The co mmission, therefore, 
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concludes that, by setting rates which vill 
an opportunity through the erercise of 
management to earn 8.901 on its fair value 
fulfilled its obligations to both the 
investor. This ceturn on the fair value 
yield a return of approximately 12.64% on 
equity. 

give the Company 
sound and prudent 
rate base, it has 
ratepayer and the 

ca te base will 
fair value common 

EVIDENCE AND COHCLUSIOUS POR
1 

FINDING OF Fl.CT NO. 15 

The commission previously has discussed its conclusions 
regarding the fair rate of return which southe rn Bell shoul.d 
be given the opportunity to earn in Evidence and Conclusions 
for Finding of Fact No. 11. Additionall y ,. the commission 
determined the appropriate level of toll revenues in Docket 
No. P-100, Sub 45. The findings and conclusions in that 
aocket ar e incorporated herein by reference. 

The following schedules summarize the gross revenues and 
the rates of return which the Company should have a 
reasonable opportunity to achieve based upon the increases 
appro•ed he rein. such schedules, illustrating the Company's 
gross revenue requirements, incorporate the findings and 
conclusions heretofore and herein mad e by the commission. 
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SCHEDULE I 

SOUTHERN BELL TELEPHONE AND TELEGRAPH COftPARY 
DOCKET HO. P-55, SUB 768 

NORTH CAROLINA INTRASTATE OPERATIONS 
STATE�ERT OF RETURN 

TWELVE ftORTHS ENDED ftA! 31, 1977 

Present 
Pates 

Operating ReTenues 
Local service $213,166,832 
.Toll service 108,827,270 
ftiscellaneous 18,550,285 
Un collectibles [789,041) 

Total operating 
revenues 339,755 ,.J!!§ 

Operating_ReTenue Deductions 
ftaintenance expenses 66,872,932 
Depreciation 55, 7�7, 767 
Traffic expenses 17,918,420 
Commercial expenses 23,815,583 
General 10,514,036 
Relief and pensions 18,624,297 
General services and 

licenses 5,824,340 
Other general and 

miscellaneous 

Increase 
A-l?B!'..Q!�!l 

$ 6,710,118 
21,983,032 

--122 ... Jl.211 

_l!!..&.§�L O 5.2 

After 
Approved 

Incre1§!! 

$219,876,950 
130,810,302 

18,550,285 
---1.!!!!.!!....lll) 

368,393,405 

66,872,932 
55,787,767 
17.918 ,420 
23,815,583 
10,514,036 
18,624,297 

5,824,340 

expenses 19,994,47 9 19,994,479 
Interest on customer 

deposits 911,213 9",213 
Other operating 

taxes 36,596,105 __ hll.!! ... m 38,314,389 
Total operating 

revenues �educ-
tions before 
income taxes 256,042,172 __ hllR.,.284 257,760,IJ56 

operating income 
before income taxes 83, 713Jl.!! _26L 919L 775 _j.l..Q..a§Jl.&.

949 
Income taxes -

state and federal_llJlhl!il _11.,,1§.W89 
Total operating 

revenue 
deductions �84,215,411 -12-£!!12L..§D 

Net operating 
income 55,539,931 13,158,386 

Annualization 
adjustment [413,845) 

Net operating in-

come for return $ 55,126,086 $13,158,386 
========= ========== 

_l99,695,088 

68,698,317 

_ ___!.'!j 3 c 8 4 5) 

$ 68,28ll,472 
============ 
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Investment in Telephone Plant 
Telephone plant in service 
Telephone plant acquisition 

adjustment 
Total plant in service 

Less: Accumulated provision 
for depreciation 
Amortization of plant 
acquisition adjustment 
Customer deposits 

Net investment in telephone 
plant in service 

All.Q!AD�.2£_!2�king Capital 
Cash 
l"la teria ls and supplies 
Investor funds advanced 

through operations 
Accounts payable plant in 

service 
Account.s payable - materials 

and supplies 
Total allowance for 

working capital 

Net investment in telephone 
plant in service plus 
allowance for working capital 

Fair value rate base 

�ate of return on fair 
value rate base 

Present 
_BS.t!!�L 

$949,819,079 

5.293.195 
955,112,2711 

192,561,786 

351,510 
__ 1 L!t.f!1.&..2lj 

_ 760 I 31L_ill 

1,531,600 
8,689,518 

664,796 

.(1, 234,653) 

__ il._741.364) 

__ 6..1,,�09.&.fil] 

After 
Approved 
Il!ggs� 

$9ll9,819,079 

5.2�!].195 
955,112,274 

192,561,786 

351,510 
_.....l.aJ!§. 7 , 6 2 1 

_:Z.6 0 ,331 ,357 

1,531,600 
8,689,518 

66lt;796 

(1,234,653) 

12.1q1,36Q) 

_J.a.2Q9,897 

$767,241,254 S767,2ll1,25Q 

============ ============ 

7. 18� 8.901 
============ 
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SCHEDOLE II 
SOUTHERN BELL TELEPHONE AND TELEGRAPH C08PANY 

DOCk� RO • .  P-55, SOB 768 
WORTH CAROLINA INTRASTATE OPERATIONS 

TWELVE "ORTHS ENDED UY 31, 1977 

Capitali-zatio!!. 

Total debt 
Preferred stock 
Common equity 
Cost-free 

capital 

Total 

Total debt

Preferred stock
common equity 
cost-free 

capital 

Total 

Pair Value 
!!,at:e Base 

Embedded Cost: 
or Return 

Ratio on Common 
�- -�!!Yi!! __ 

Net 
Operating 
.-!nS:!l!!L_ 

Present Rates - FllL!il!!!L��.�s�•�-

$31�,481,845 41. 51 6.78 $21,593,069 
14,577,584 1.90 7.58 1,104,981 

360,603,389 47.00 8.99 32,ll28,036 

73,578,436 _9.5� _::.t_ --�----

$767,241,254 1 oo. 00 $55,126,086 
============ ===== ========= 

$318,. 481,845 41. 51 6.78 $21 ,, 593,069 
111,577,584 1.90 7.58 1,101l,981 

360,603 .,389 47. 00 12.64 45,586,422 

73,578,436 _9.59 _ ::.t_ __ :.Q.-__ 

$767,241,254 100. 00 $6B,28ta, 472 
----------- ------

========== 

EVIDENCE AND CONCLOSIONS FOR FINDING OF FACT NO. 16 

Public Staff witness Br ight testified that she reviewed 
the rate useil by southern Bell to capitalize interest a.ur�ng 
construction for the test year ended f'llay 31. 1977. Th e 
Company sta tes its IDC rat e at 91. fills. Bright testified 
that she calculated the effective rate of 8.111 by diTiding 
the capital ized cost of money reported as income by the 
average balance in telephone plant under construct.ion. !Is. 
Bright concluded t hat the effective IDC rate of 8.111 va s 
slightly higher than the net of t ax IDC rate vhich she 
calculated to be approximately 7.55% for the test. year. She 
recommendlc!d. that the Company calcula te the IDC rat e 
prospectively using the same components of capital employed 
by this commission in the fixing of rates; the actual 
embedded cost of debt and. preferred. stock at the time the 
calculation is made; and the return on cOmmon equi ty allowed 
hy the Commission in the Com.pany•s most recent rate cas e. 

The Commission has carefully considered the need for 
establishing the method.ology to be followed in the 
capi t ali za tion of TDC. The commission believes that t he 
capitalization of the proper level of IDC is essential to 
the fixing of just ana reasonable rates. For example

,. 
if 
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the rate used by the Company to capitalize interest is too 
bigh, the rate base of the company might ul timately be 
inflated a nd the ratepayer might be requir ed to pay rates in 
excess of those which would otherwise be reaso nable. 
Conversely, if the IDC rate is too low, the Company might 
not be adequately com pensated for its capital costs. 

The Commission believes that: 

(1) The pur pose of permitting capitalization of IDC is to
provide a company with an opportunity to incl.ude as a cost. 
of plant the cost of funds used to hui ld plant today for 
future customers. 

(2) The basic objective of TDC is to enable a company to
c onstruct nev facilities without causing significant or 
a dverse effects on its earnings from utility operations. 

( 3) The calculation of IDC should conform to rate-making
practices so that a company will be permitted to earn on its 
total utility operations including its construction prog raa 
at the app roximate level permit ted in the rate case .. 

(4) When the IDC rate used conforms to the rate-making
process by inc luding the a ppropriately weighted embedded 
cost of long-term debt and preferred stock, the appropriate 
amount of short-te rm debt, cost-f r ee funds at zero cost, and 
a fair return on common equity, it will be proper to 
compound the amount of capttalized funds on an annual basis. 

The Commission, therefor e, concludes 
requirements should be met by the company 
developing IDC to be capitalized so as to 
rate-making practices of the Commission .. 

that the following 
prospect ively in 

int erface with the 

( 1) The same capital components used in the fixing of
rates should be used i� calculating the IDC rat e. 

(2) The �ost rates should be calculated in the saae 
manner as t hey are calculated in the fix:ing of rates. 

( 3) The interest component should be net of income taxes
since income taxes for rate-making purposes are increased by 
the tax effects of interest capitalized per books but 
deducted for tax purposes .. 

(4) Interest During Construction is a proper cost of
construction and should be compounded .. 

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT HOS. 17 AHO 20 

company witnesses Dyer and Raffensperger presented 
testimony regarding southern Bell's proposals for service 
charges. These p ro posals include an increase in the charges 
for a complete residence main station installation fro■ 
$25.50 to S72.50. Simila r figures for a business 
installation are $33.40 and $86.40. 
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Several public witnesses, including a group of wit nesses 
from Chapel Hill , appeared in opposition to the proposed 
increases in service charges. The witnesses from Chapel 
Bill,. craig Brovn,. Dr. Elizabeth Fischer, w. B ain Jones ,. 

Jr.,. and John L. Temple, vere concerned principally vith the 
effect of the increases on the transient population in the 
Chapel Hill community ,. particularly students at the 
University of North C arolina at Chapel Rill. 

Public Staff witness Carpent�r testified regarding his 
evaluation of the co■pany•s service charge proposals and 
recommended a service charge forH t in lieu of the tariff 
proposed by the Company. He cont ended that his tariff is 
more definitive and allovs a more equitable and consistent 
application of charges for the conversion of connector 
blocks to ■o�ular jacks. Based on the evidence submitted by 
the Company ,. ft'r. Carpenter stated that he could not. reach 
any conclusions regarding whether the proposed serYice 
charges vere cost. justified. Since the Public Staff had 
found that little,. if any, additional reYenue is required 
f rom local service, he recommended that his service charge 
format be implemented without an increase in the level of 
service charge revenues. 

Based upon the evidence present ed, the Co■■ission 
con eludes that a more coaplete and de fini ti ve service charge 
tariff is needed and that the format included in Appendix B 
should be adopt ed by the Company. The service charge 
tariffs should also include provisions reflecting cost: 
savings assOCiat:ed with n.ass sign up and other processing 
procedures for the connec tion of student telephones in 
dormitories. Bell should undertake to develop procedures 
whereby, through joint. effort, university and company 
personnel may further reduce installation costs in such 
communit ies. The co■mission further concludes t.ha t the 
Company has failed to carry the burden of proof in support 
of the increases proposed in service charges and approved 
increases in service charges ,. which are just and reasonable ,. 

shoul d be designed according to the guidelines set forth in 
Appendix A to this Orde r. 

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 18 AND 20 

Witness William R. McLester of American District. Telegraph 
Company and witness Ken Edwards of s onitrol of East 
Carolina,. Inc .. • testified regarding their firms• alar11 
services and the e ffect: of Southern Bell's intraexchange 
mileage rate proposals on their businesses and their 
clients. 

Witness R. Larry McCullough of cone Nills corporation 
testified on the effects of the proposed increases on his 
firm. Be vas particularly concerned vith the ba sic service 
charges, monthly rates,. and nonrecurring charges applicable 
to off-premises extension lines from a nev Dimension PBX 
vhich his firm had requested prior to the filing of Souther� 
Bell's a pplication. 
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Company vitnesses Robert A. Friedlan der and Frank J. 
Schvahn presented so·nthern Bell 1s intraezcha.nge mileage rate 
p roposals and the cost support for the proposals. 

Witness carpenter presented testimony regarding the Public 
staff's eYaluation of the co■pany•s proposals. He generally 
agreed vith the proposed change in structure but felt the 
increases proposed b y  the Co■pany vere excessive and would 
cause an unreasonable burden on indiYidual cust omers •. His 
exhibits reTealed that increases in ■ileage charges on ·some 
cla sses of service would exceed 3001 on recurring charges· 
and 1000,C on nonrecurring charges. Be. reco■mended that 
li11itations of 15" be pl aced on the increases in ■on thly 
mileage charges and that liaitations of 100� be placed on 
nonrecurring .charges. 

Based on the eyidence presented, the coamission concludes 
that the format proposed by the Company vi 11 proYide a aore 
functional basis for the application of the aileage charge. 
The Coaaission also concludes, hovever, that the increases 
proposed by the Co■pany are excessive and anreasonable arid 
that percentage incr�ases in these serTices should be 
permitted only to the extent recoaa ended by vitness 
Carpenter and subject to the oTerall increase alloved f�r 
PriTate Line SerTice and Channels as set forth in Appendix A 
to this Order. 

EVIDENCE un. COBCL OSIOKS FOB l'IffDUGS OP l' ACT ROS •. 19 A!ID · 20 

co■pany vitnesses Dyer, Friedlander, Raffensperger, and 
Schvahn testified regarding the Company's proposals· for 
changes in the rates a_nd charges applicable to the telephone 
ansvering serTice fir■s and their clients. These proposals 
included an iUcrease iri the rate for switchboards, a 
substantial increase to the current cost leTel in rates for 
the concentrator and identifier units, an·d increases in 
servic·e charges applicable to establisb■ent of secretarial 
lines. The proposals fo� aileage serYices woald also affect 
the in'dustry•s business, particularly vhen ■ore than. one 
serTing central office is in volTed. 

Witness ftarshall Bovard, Vice President of Contact, Inc., 
witness Ja■es v •. Beaw of Ansvering Charlotte , Inc., ·and 
vitness P. B. !loody of Ans-A-Phone Coamunications testified 
regarding the senices of their firms and other tele phone · 
answering serTices. Their testimony included an ex planation 
of the nature of the answer ing service business and its 
clients, the use of facilities proYided by Southern Bell, 
the expected effects of the proposed rates on, their 
businesses a n d  clients, and their evaluation of seTeral of 
sOutbern Bell's proposals. They ·oppos ed the increase in 
rates for the switchboard and concentrator-identifiers ·used 
in t'beir businesses and the establishment of installa t.ion 
charges for the concentra tor-identifiers. An alternatiYe 
■et hod -of co■puting _nonrecurring charges applicable to a
■ove of a telephone answering service firl!I va s proposed b y
witness !loody.
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Witness Carpenter also present ed r eco•■eodations 
concerning the proposals affecting the telephone. answerin g 
service industry. , _ fie reco■■ended a ll■it of .. 201 on the 
increases in recurring charges on ■ajor ite■s of equip■ent 
fu�nished to the telephone anSvering. fir■s. ,, His 
reco■mendations on ■lleage seryice proposals also are 
applicable· to the. ■i,leage service furnished to the_ teleph_one 
answering serri.ce , fir■s as ar e h.ls reco■■endations on 
service cha rges. 

While . the . Com■ission is of the: opinion that a 20, 
li■itation on the increases in ■ajor items furnished to the 
telephone answering . serTice fir■s is re asonable, the. 
Co■■iSsion concludes t.hat. any incre!.ses in the recurring. 
ra tes for such eguip■ent shonld be subject to the oTerall. 
reTenue ii:u�rease .a l:J,oved for Telephone .Answering SerTice� as 
set forth in AppendiE A attached to this Order., The 
Co■■ission•s conaluslons applicable to ■lleage serTices and 
ser,-ice char. ges are the sa■e as those. outlined. in the 
Evi dence and ConclusJ,ons for Findings of Pact Bos._ 17. and 20 
and Nos. 18 and 20. 

BVIDEHCE AID CONCLUSIOKS FOR FIRDIBG OP FACT BO. 20 

'11th t he except.ion of printe line channels. Southern 
Bell's proposal fo� d istributin g the co�pany•s additional 
revenue requireaents aaong its various serTices were 
discussed by co■pany .witness Dyer. His teffi■ony included 
the pricing. poli�ies used by the Coapany to distribute 
reTenues and the utilization of releTant costs fo.r 
supple■ent..al ser•ices. ftr., Dyer contended that his pricing. 
structure vas designed to achieTe a balance of cus to■er 
acceptability. undernand�g, stability. and ad■inistratiTe 
e�s�. 

Although witness D'fer proposed to i:'eta·in· the present 10-
group statewide e1:�hange rate plan. he proposed to 
syst:e■atically reg�oup e1:changes which grov .out of their 
present rate groups or qualify for different groups due to 
changes in local calling areas. According to vi tness Dyer, 
this vould assure t hat cust o■ers with sillilar calling scope 
vi11 pay the saae rates. For 01:a■ple, under bis proposa l. 
Goldsboro would e nte:t: a new group with only a 2. 000-station 
increase in calli�g scope vhile Statesville would,haTe to 
increase by 10.000 before being regrouped. On cross
exa■ination. ·witness Dyer act.no•ledged that the Co■■issiou 
has neTer approTed antoma tic regrouping �nd that his 
proposal does not pro.Tide for public notice or hearing. 

If this proceeding bad been filed after the decision in 
FCC Docket 11'0� .19528. witness Dyer stated that he would. haTe 
restructured the touchtone offering to  correspond vtt� his 
proposals on busi�ess services. Even w itli the proposed 
inc;reases ig._ exte_nsion n tes, he. beli�Ted Southern Bell 
would re■ain co■petitlTe,in the e1:tension ■arte t. 
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Although witness Dyer believed a ratio of 2.5 to 1 f�r 
business one-party to residential one-party is appropriate, 
he would apportion the revenue requiremelits bet.ween the 
services on 'a 2 to 1 basis. 

Other tariff re•isions proposed by l!r. Dyer include 
changes in the c�arges for the basic service residential and
business rates, serri.ce charges, special serYice 
arrangements, directory listings, Telephone Answering 
Service facilities, Foreign Exchange and Foreign Central 
Office Service, Xey and Pushbutton Service, Private Branc h 
Exchange (PBX) Service, Plisce llaneous and Aux iliary 
Equipment, Connecting �rtangements, Data-Phone SerYice ., 

ltobile Telephone ,Service, and obsolete services ... 

Public Staff witness Willis testifie d a s  to the rate 
structure proposed· by Southern Bell wit h the exception of 
the ite■s discussed by witness ca rpenter.. Although· Sou.t.hern 
Bell's proposals herein are very similar to those preYiously 
approved by the Commission in l)octtet No. P-55, Sub 742, 
witness Willis noted that the Company has proposed a ratio 
of 2 to 1 tO distribute reYenue requiremen ts betveen 
residentia0l ·and business local serv ice instead of a ratio of 
2. 5 to 1. This would increase residential rates by a 
gre ater percentage_ than bu si�ess rates. Witness Willis 
suggested that the percentage increase. in residential rates 
should be no greater than the increase in business rat.e s. , 

Witness Wi.llis: rejected the corapany•s proposals for 
automatic regrouping of e:z:change groups.. In his opinion, 
the growth of exchanges beyond their predetermined limits is 
not unreasonably discri�inatory. In factr if all exchanges 
grov at a similar.rater the relative value of serYice vould 
be. maintained. . According t.o f!r. V-illis, aut.omat.ic 
regrouping voul d place a disproportionate amount of the 
Co■pany• s revenu e reguirementsr on exchan_ges e:z:ceeding group 
limit.Sr which might b e  unreasonable. Addit.ionally, vit�ess 
Willis recommended t.hat the present tariff r which requires 
the Company to file information whenever an e:z:cbange calling 
scope is within• SX of its group limitation r be disapproYed. 

Ar. Willis suggested that the proposed e:z:tension rate 
changes be denied until the effect of the PCC's registration 
program has been 11.onit.ored •. With regard to the registration 
progra■r he recoamended that touchtone rates ha"t'e an 
individual line .rate for business aild residential .cust.o■ers 
as veil as a separate stat.ion rate. 

Based on the. testimony and ezhibit.s of witnesses Dyer and 
Willis r the commission reaches the following c onclusions 
vith regard t o  .tariff provisions, rates and charges: 

1. That a ratio of 2.5 to 1 should be used to distribute
any revenue requirements placed on basic telephone 
services. 
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RATES 

That systematic reg rouping is not in 
interest an d t.hat the co mp1ny• s· tariff 
ls.1.4 �oupinq i s  unnecessary., 
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, The com■ission further concludes, based on the 8Tidence 
pre sented in this docket:, that the rates, chargeE;, and 
regulations filed in accordance with the guidelines in 
Appendices A and B attached hereto vill be just and 
reasonable and vill produce additional annual revenue of 
$6,710,118 on Souther n Bel�•s Borth Carolina local 
int rastate operations. 

IT �S, THEREFORE, ORDERED: 

1. That Southern Bell Telephone and Telegraph coapany
be., and hereby ls, authorized to adjust its Bor'th Cai:olina 
intrastate telephone rates and char ges as set for th bel ow to 
produce, based upo�.stations and operations as of Ray 31, 
t977, additional annual g ross rev enues not to exceed 
$28,693,150. That !6,710.118 of the addition-al an nua•l gross 
reYenues authorized herein shal l be obtained f r om changes in 
rat es. char ges, an� regulations; applicable to l9cal ser"Yice 
in accordance vit·h Appendices l and e attached hereto. The 
remainder, s21,'ge�,012·, o f  the additional annual gross 
revenues aut.bo�ized shall be obtained froa changes in rates, 
char ges, and regulations applicable to intra state. toll 
ser�ice, wide area telePhOne service, an� interex�hange 
private line serYic� as authorized in the final Order in 
Docket lfo •.. P-100. Sub QS. . All proposed changes not 
reflected in the a_ppro"Yed rates, charges , and regulations 
are hereby. deni�d, aild all rates, charges, and regulations 
not herein adjusted shall re ma�n in full force an d effect. 

2. That the parties hereto are hereb y called on to
propose specific tariffs �eflecting c hanges in. rates, 
charges, and regulation� to recover the additional revenues 
appro"Yed herein fro■-- the "t'arious classes of cu stomer s  i n  
acco-rdance with the guidelines set forth in Appen dices � and 
B vithin 10 days fro■ the date of thi-s order. Bzception s 
and comments to sai d proposed tar iffs shall be fil�d.vithin 
five days thereafter. The proposed ,service charge tariffs 
shall include p�o"Yisions reflecting cost·sa"Yings associated 
with mas s  sign Up and order processing proce�ures. 

3. That the rates, char ges, and associated regulatiqns
to produce the additio�al annual gross· re venues author ized 
herein shall become effective upon the, issuance of a.further 
Ord er ·approving the tariffs filed, pursuant to paragr11.ph 2 
above. 

4. That paragraph. 3 •. 2. 2, ,. llegro111!in9. of Southern Bel l •s 
General S ubscri b�r Ser"Yice Tariff be, and hereby - i s, 
rescinded,. 

5. That the Company undertake a co11prehen si"Ye econo■ic,
study of di�ita� 5 class 5 c�nt�l offices as c om.pared with 
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an ESS class 5 centra 1 office. The Public Staff is 
reguested to reviev and critique th� company's stud�., 

6. That the. Company shall i� its calculation of I'DC to
be capitali2ed follov the 11:ethodology set forth by the 
Commission in its conclusions und8r Evidence and coDclusions 
for Finding of Pact No. 16. 

I·SSUED BY ORDER ·OP THE COlll!ISSI0N. 

This 2qth day of !!arch, 1978. 

NORTH CAROLINA UTILITIES COH!IISSION 
Katherine"• Peele, Chief clerk 

(SE AL) 

NOTE: ·see Appendix l belov., ror Appendix B, see the 
official Order in the Office of the Chi ef Clerk. 

APPENDIX A 
SOUTHERN BELL TELEPHONE AND TELEGRAPH COHPANY 

DOCKET NO. P-55,' sue 768 

The incresse of sq1,osa,J6B ·1n local service revenues
propo sed by Bell would have been collected fro■ the najor 
cla sses of  customers as shovn· in Column I. The Commission's 
guideline s for recovering the a dditional $6,710,118 in local 
Service revenues approved herein are shovn in colu■n II. 

Basic tocal Service 
S ervice Charges 
Special Assembly Items 
Directory·tistings 
Semipublic Telephone SerTice 
T elephone·Ansvering service 
Key and· Pushbutton Telephone 

Device 
Private-Branch Exchange services 
Hiscellaneous Service 

Arrangements 
Auxil iary Equipment 
Connection vith Facilities 

and Equipment of others 
Data-Phone Data Service· 
Mobile Telephone Service 
Private Line Service and channels 
Obsolete Service Offerings 
VATS and MTS Directory Listings 

TOTAL 

Proposed 
Incre!.§g 

S B,154,143 
15,021,976 

38,678 
491,256 

22,611 
147,796 

730,286 
252,314 

3; 976,424 
1,740,247 

257,127 
173,383 

6,787 
6,823,189 
3� 215,537 

__ _,,6�§08-

$41,058,368 
=========== 

U· 

Increase 
fil2!!ll_ 

$1,450,000 
2,351,697 . 

6,291 
79,899 

3,678 
24,038 

118,776 
41,037 

646,737 
283,039 

41,820 
28,200 

1, 1oq 
1,109,743 

522,984 
1 075 

$6,710,118 
---r----
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IIOTE: Rat.es fOr residentia l one-part:y serYice. should 
increase by 10,. and business one-party by 25¢, 
preser•ing .the 2.5 to 1 ra tio. If the, total 
additional reYen.ues to be a·eriYed fro■ the increases 
in Basic Local serVice rates e�ceed those shovn- in 
Colu■n·Il, vhich are only guidelines, th e increase in 
Serv·ice Charges reYenues should be reduced so that 
the total addi tionar revenues approYed • for al1 
classes of serYice do not e:1:c;eed $6., 710,118. 

DOCKET RO. P-9, SUB 138 

BEPOR!l THE HORTH CAROL,BA UTILITIES CO!RISSIOR 

In,tbe· Batter of 
l{lplicat.ion of ,United Telephon� company of 
the Carolinas, Inc., for ApproYal of 
certain Adjustaents in its Rates and 
Charges lppllcable to Intrastate Telephone 
SerY ice 

l ORDER
l SETTING RATES
) AHD CHARGES
) 
) 

HEABD IR: 

BBPOR!l: 

APPllARARCES: 

The .Council"chaaber, Cii;y Hall, soothe� Pin.es, 
North. Carolina, on HoTember 23, 1977; the 
commission Bearing R oomi, Dobbs Building ., 

Ralei_gh, llorth Caro1,ina, lfoYe■ber 30 ,. 1977, 
thro ugh. December 1., 1977; and in· the 
Gibsonvill e Pire Station, Gibsonville, Horth 
Ca�olin�., on Dece■ber 20, 1977 

Commissioner Le_igh H •. Ha1111ond, PresidinSJ: and 
Coa■issioners John w. Winters and Ben E. Roney 

Por the Appl _icant: 

·Robert c •. Howison, Jr., and Edvard s. ,Pinley,
Jr • .,' Joyner & novison, Wachovia Ban"k BU_ilding,
Post Office Box 109,. Raleigh, Ho�th Carolina
27602

Willia■ W. Aycock, 
Aycock, .Post office 
Carolina 27886

Jr • ., Taylor, Brinson &
Box 308 ., Tarboro, Borth

John .R. Roffaan, General Counsel, United
Telephone C o■pany of the Carolinas, J:Iic., 112.
Sixth_ Stre et, Bri�tol, Tennessee 37620 -

P'.or the osi ng .and consumi�g Public: 

.Robert P., Page; Assistant staff Attorney, and 
Theodore c. Brovn, Jr., Assist�nt Staff 
Attorney, Pu�lic Staff worth. Carolina 
otil ities com■ is�ion, Dob�s Building., Post 
Office Doi: 991, Raleigh, worth Ca rolin_& 27602 
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BT THE COSftISSION: On &agust B, 1977, United Telephone 
Company of the ca�olinas, Inc., (Onited, the Applicant, or 
the Company), filed an application vith the commissi on for 
authority to increase its rates and c harges for intrastate 
telephone service to become effective on service rendered on 
and after October 1,  1977. The Applicant filed t.esti11onr 
and exhibits along _vith , and in support of, its application., 

By Order dated August 30, 1977 ,. the comaissiqn set the · 
application for hearing and investigation, suspended the 
proposed rates, declared the matter to be a general rate. 
case, and required public notiCe. On September 15, 1977, 
the Public Staff filed Not.ice of Intervention, and on 
S eptember 19. 1977. t.he commission issued an order 
Rec ognizing the In tervent.ion of the Public Staff •. 

The C ommission• s Order of August 30, 1977, set the .case 
for liearing in t.he council Chamber, cit.y Hall. 145 Southeast 
Broad Street, Souther n Pi nes. North Carolina• on November 
23, 1977, at 9:30 A.!I •• and in t�e Commission Hearing Boom, 
Dobbs Building• Q30 Korth Salisbury Street, Raleigh, North 
Carolina, on Nove�ber 30 through Dece■ber 2, 1977 , at 10�00 
A.ft. This Order also established the test period to be used
£or the proceeding as the 12-month period ended December 31,
1976.

By !lotion of Joly 20, 1977, the Applicant moved that John 
R. ,Hoffman, General Connsel·and secretary. United Telephone
system Sout�east Group, 112 S ixth Street, Bristol,
Tennessee, be permitted to appear on behalf of t.he company
in the above docket.; On August 30, 1977,-the co■aission
issued an ordel:' au.thori�ing John R. R·offman to appear in the
above-captioned proceeding as an addit ional counsel for
Uriited Telephone cOmpany of the Carolinas, Inc.

on November 23 • 1977. in the counCil Chamber. southern 
Pines. North Carolina, a public hearing wa s held. Lillian 
Ravener, a public witness. testified that she has been a 
custom er of the .Applicant for six yea rs and has one phone 
and that she spoke in behalf of the senior citizens 
requesting that a large increase in rates not b e  alloVea. 
!lrs. _Ravener st�ted that her present telephone bill is $7.55 
and, nnder the proposed increase. it vou ld be $12.20. She 
also testified that she has no  complaints and that her 
service has been fine. 

llso, at the Southern Pines hearing the Applicant 
presented Stan Fisher, Vice President and·General ftanager of 
the Supply OiYision of Horth Electric Company. Lenexa, 
Kansas. !Ir. Fisher.testified as to' all phases of operation 
of the supply Division i ncluding sales, purchasing, 
warehousing. distribntion, order entry, pricing, and 
billing. 

D. 11. Gedeon testified for the A.pplicant that he is
employed as Comptr oller of North Electric Company. Re gaYe 
testimony concerning the· North Electric co■pany • s 
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accounting, internai auditin g  function, cost and inYentory 
accounting, budgets, and financial ·analJsis. 

Applicant next presented Robert E. Baker, -Jr., Assistant 
Vice Preside nt - Rate case Ratters, of United Syste• 
SerTice, Inc., of Johnson county, Kansas, vho t estified to 
all aspects of planning, de•elop■ent, and presentation of 
operating company rate.cases in�luding. the est ablisbme�t of 
revisions in rates and charges for various serwice .offerings 
and their implement ation by appropriate tariff pro-Yisions., 

The Public Staff presented the testimony of J.,Craig 
.Stevens, Direct9r of the consu■er Services DiYision. , Sr., 
Ste-yens testi fied concerning the record nq■ber of 36 
co■plaints bis Di •i sion has received f rom custo■ers of 
United during the. current calendar year. He .also t.est.ified. 
about the serwice pro bteas and the objections to a rate 
increase which were in the co■plaints. 

James s. Compton also testified for �he Public staff •. Br •. 
Compton is an Engineer with.the .Telephone DiYisi�n, and his 
testimony dealt with quality Of serYice and the serwice 
investigation which he conducted. into the qperat.ions ·of th,e _ 
lpplicant. 

Tbe bearing ill southern Pines. Horth_ Carolina. vas 
adjourned on November. 23. 1977, and vas reopened in Raleigh . 
worth Carolina. at the Coa.aission Hearing Roo■, Dobbs 
Building, on Hoveaber 30. 1977. at 10:00 A.�. 

At the Raleigh hearing, the Public Staff sponsored th_ree 
public vitnesses: Tom Edge of Kernersville, Horth Carolina. 
vho testified that he felt no increase in rates should be 
granted; J ones R ya:n of Fuquay-Varina, North Carolina, vho 
testified concerni�g service. problems and, installation 
costs; and Philip, 11 •.. Price, Tovn !Ian ager of the Tovu of 
Gibson•ille, 11orth ... Carolina. vho request.eel the com■issic;,n to 
have a hearing in. Gibsonville. so citizens co�ld teStify 
there concerning .the case. 

The Applicant presented Charl·es G. BrOvning, Vice 
PrEsident - Operation_s of the Southeast Group, of Bristol, 
Tennessee. vho _ testi�ied about the overall operations and 
business of United;. Luther G .,, Wolfe. Vice Pr esident 
Finance and Controller of the Southeast Group. who testified 
wit h regard to the results of test year operations and 
accoun't.ing ■a tters; Ross & •. spink • Jr., Ban ager of the 
Revenue Reguiremen't.s Department for the Southeast Group, vho 
testified concern�ng rates, tariffs. and cost of serwice; 
Ea-rl D. Wooten, Separati�n and-_ Settlements Supei-visor, ·vh,o 
testified as to toll revenue ··and intercompany settlements, 
expenses. and i�westments ch argeable, to in tr�state_ and 
interstate to1is: and Joseph ,:· F. Brenn an, President of 
Associated Utility Services, Inc., vho tes·tified with .regard 
to th� appropri�te rate· of return for United. 
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The Public Staff, in addition to the three public 
witnesses, presented Benjamin R. Turner, Jr., Telephone 
Enqineer vith the Telephone Division, vho testified about 
the company's central .office engineering, traffic 
administration, outsi de pla nt engineering and construction, 
operating expenses, and (Jross and net plant investmentsi 
William J. Willis, Jr., Rate and ·rariff En gineer vith t he 
Telephone Division, vho testified as to the Company•s 
proposed structure of local service rates and tariff 
proposals; "illard N. Carpenter, III, Rate Analyst vith the 
Telephone Division, vho present ed his evaluation of the 
Company's proposals for changes in service charges and other 
non recurring charges, the use of a g rovth factor, and 
alternate service charges: Bugh L. Gerringer, Telephone 
En gineer vith the Telephone Division, vho gave the results 
of his investigation into t he appropriateness of the 
apportionment of the Company's facilities, revenues, and 
expenses between its interstate and intrastate operations, 
.th e status of the Company's intrastate toll settl ements vith 
southern Bell, and the EAS component ra te plan proposed; 
Linda !!. Chappell, Staff Accounhnt v ith the Accoun ting 
Division, vho offered testimony and exhibits regarding test.
period original cost net investment, revenues, e%penses, and 
return on orig inal cost net investment and on common equity 

under present rates an d after the compa ny's proposed 
increase; and Edwin A. Rosenberg, Economist vith the 
Operations Analysis Division, vho testified concerning his 
independent study of a reasonable estimat e of the cost of 
capital to the Applicant for use in determining revenue 
requirements. 

During the coarse of the hearing, counsel 
App licant and the Public Staff entered into the 
stipulation vhich the commission panel approved 
to include in its order: 

for the 
following 

and agreed 

"The folloving has been stipulated by and 
Appl icant and Public staff in this cause as correct 
requested by those parties to be inc orporated 
Commission in its final order in this docket: 

betveen 
and is 
by the 

Tbe. Applicant and the Public Staff have 
conflicting evid ence both as to the appropria te 
and the fair rate of return appli cable thereto. 

present.ed 
rate base 

Their differences as to appropri ate r ate base primarily 
arise from disagreement as to whether or not it is proper to 
d educt accumulated deferr ed income taxes and unamortized 
investment tax credit (pre-1971) from total plant in serYice 
plus working capital in determini ng Original cost net 
investment rate base (there is no replacement cost or 'fair 
value• evidence). Public Staff takes the position that 
t hese items should be a rate base re duc ti on and Applicant 
takes the position that they should not be, but should be 
treated as cost free capital in determining the cost of 
capital. 
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As to cost of capital and fair rate of return, the 
differences between the Public Staff and the Applicant are 
significant both in regulatory concept and in a■ount. The 
Public staff ad'fanced a double leverage concept., unnecessary 
to d iscuss here,. the results of vhich are shown in 'Ros enberg 
Exhibit No. 1, page 5. The Applicant disagreed both vith 
the double leverag e concept and vith the application thereof 
by the Public staff. The results of Applicant's 
determination of cost of capital is shovn in Brennan Exhibit 
Ro. 1, Schedule 25. 

The Public Staff would apply its cost of capital as fair 
rate of return to a rate base in which cost free items had 
been deducted. The Applicant, having accounted for cost 
free items in its d etermination of cost of capital, would 
apply its cost of capital as f air r ate of return to a rate 
base fr om vhich cost free items had not been deducted. 

The Public Staff thr ough its Accounting Wit.ness, L. s. 
Chappell, used the assumed capital structure developed by 
Plr.. Rosenberg with its higher debt rati o than Applican t's 
actual debt rati o to develop a great er belov-tbe-line 
interest expense and correspondi ngly a l ove r incolle ta::1 
expense than did the Applicant .. 

The parties have agreed, and it is abundantiy clear froa 
th{,! record, that �be rate increase requested by Applicant 
and which vou ld be produced by the propos ed ra te structure, 
is less than that vbich the evidence of the Company or th e 

Public Staff sbovs to be just and re as onab le. Whi le th e 
Applicant's evidenc e tends to shov a gr eater revenue 
deficiency produced from the requested rates than does th e 
Public staff's evidence, such is academic here inasmuch a s  
in either event there is a revenu e  deficiency. We conclude, 
therefore, that the level of rate increase requested by 
Applicant is no mo re than just and reasonable and vill 
produce something less than a fair and reasonable rate of 
return. In view of the foregoing, it is entirely 
unnecessa ry to consider or to adjudicate the difference·s 
betw een Applicant and the Public Staff which we have 
hereinbefore referred to, and ve specifica lly refrain f�om 
s o  doing. 

we reco gnize t here is pendin g befor e the commission an 
intrastate toll rate case, Docket No. P-100, Sub ·45. The 
App licant and the Public Staff have agreed, a nd ve so find, 
that in the event a tali rate increase is granted therein, 
the toll settlement ratio authorized therein wo uld haTe to 
exceed 12. 71 before the increa sed revenues so ught by 
�pplicant in this case combined vith the additional revenues 
vbich it vould obtain from the toll rate increase would 
exceed the loves,t return being that of the Public Staff. 
advocated as just and reasonable for the Applicant. 
consequenfly, Applicant would not be expected to 1flo v 
throu gh' to its _customers any toll rate increase arising 
from Docket.No. P-100, Sub 45 except to t he extent the same 
exceeds the toll settlement ratio of 12.71." 
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After the hearing in Raleigh had cOncluded, the Commissi on 
on December 8., 1977, reopened the proceeding for f -urther 
testimony of public witnesses in the Town of Gibsonville, 
North Carolina. On December 20, 1977, in the Fire Station 
in Gibsonville, North Carolina , at 7:00 P.rt., the following 
public witnesses were heard: Vernon B. Land, Ann Hcintyre, 
tarry Drewery, Robert J. Spence, Melvin Randolph, Harvey 
Blalock, Bertram B rady, and Philip Pl. Price. All of the 
public witnesses testified about their individua� concerns 
v it h rates and services. 

Based on the foregoing, the verified application, t.he 
testimony and exhibits received in evidetice at the hearings, 
the stipulation, and the entire record in  this proceeding, 
the Commission now makes the following 

FINDINGS OF F�CT 

1. That United Telephone company of the Carolinas, Inc.,
is a duly francbi sed public utility providing telephone., 
service to its subscribers in North Carolina-, is a duly 
created and existing corporation aothorized to do business 
in North Carolina, and is lawfully' before the comaission in 
this procee ding for a deter mination of the justness and 
reasonableness of its proposed rates and charges as 
regulated by the commission under Ch.:lpter 62 of the General 
statutes of North .Carolina. 

2. That the Applicant int.ends to .submit in the near
future for Commission approval a p�oposal to merge its North 
Carolina operations vith those of Carolina Telephone and 
Telegraph Company, both being subsidiaries of United 
Telecommunications, Inc. 

3. That United Telephone company of the Carolinas, Inc.,
vith headquarters . in Bristol, Tennessee, serves
approximately 55,861 total stations and provides telephone
service in 14 exchanges in central North Carolina.

4. That the present proceeding is the first general rate
applicat ion filed by_Applicant since 1971. The commission 
granted rate relief in said 1971 application by order 
entered February 24, 1971. 

s. That the test period used in this proceeding for the
purpose of establi�hing rates �s required by the commission 
is the 12-month period ended December 31, 1976. 

6. That the annual increase in ,local service revenues
sought by the Company' is $1,441,039 as applied to test year 
operations. 

, 1. That the overall quality of service proTided by 
Applicant to its customers is adeguate; that the overall 
operations and engineering of the Company are reasonably 
efficient; however, central office switching eguipment can 
be better utilized during.the traffic busy season through an 
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improved balance of usage a■ong line finder and connector 
switching groups. 

8. Tha t the origina l c ost per books of Oni ted's 
intrastate telephone plant in service used and useful in the 
provision of telephone secYice is $38,529,253. The 
acc u■olated depreciation as sociated vith this telephone 
plant in service is not less than S6,11Q,165 nor ■ore than 
$6 ,. 192, 717. United•s original cost of intrastate net 
telephone plant in service vill not be determined because 
the propriety of deducting cost-free capital (including 
unaDortized inYestment taI credit pre-1971, of $130,560, 
deferred income taxes of $3,0rJ6,1ti9., a nd deferred income 
taxes on interco11pany profits of $789,rJSO) fro■ telephone 
plant in service has not been determined. The stipul ation 
entered i nto by the parties at the. hearing ■ates such 
determination unnecessary. 

9. That the re asonable allowance for working capital is
not less th an $252·,069 nor more than $535,006. 

10. That

proceeding 
in-trasta te 
service in 

the only evidence of 
is the original cost 
plant used and usefu 1 

North Carolina. 

fair Yalue in this 
of the A.pplicant•s 
in p roviding telephone 

11. That the approximate g ross reve nues 
uncollectibles for Applicant for the test period 
less tha n $8,891,313 no r more than $9,331,2Q1 
App licant's proposed ra tes vould have been not 
$10,325,723 nor more than $10,765,651. 

net of 
are not 

and under 
less than 

12. That the representa tive level of i ntrastate toll
revenues which is proper for use in this proceeding is not 
less than $3,216,398 before annualization to ye ar-end nor 
more than $3,486,520 after a nnualization to year-end •. In 
the event a toll rate increase is granted in Docket 
No. P-100, sub q5, nov pending, the resulting toll 
settleme nt. ratio vould have to exceed 12.71 before the 
increased revenues sought by t he Applica nt in this case, 
combined vith the additional revenues de rived from the toll 
incr ease, would exceed the love st return, being that of the 
Public St aff, advocat ed as just and reasonable for the 
Applicant. 

13. That the level of Applicant•s operating revenue
deductions after accounting and pro forma adjustments, 
inc luding taxes and interest. on customer deposits, is not 
less than $6,988,124 nor more than $7,322,282, including the 
annualization adjustment. 

14. That the capital structure which 
this procee:ling is, as stipulated, 
purposes of this order. 

is proper for use in 
not determined for 

15. That the entire amount of additio nal gross revenues 
requested of $1,441,039, when added to the revenues actually 
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gen£rated by test year operations, vill produce rates of 
return on rate base and end-of-period common equity vhich 
are substantially below the lovest recommendation of the 
expert witnesses offered by the company and the Public 
Staff. The rates of return resulting from approya,l of the 
requested increase, thus, do not exceed those which are just 
and reasonable. 

16.. That the Company is entitled to increase its basic 
rates and ;barges for local service by an amount of 
S1,4Q1,039 in order to produce total annual revenues ■ore 
nearly approximating United•s cost of serTice than the 
present rates. 

17. That the proper rate design for united should be 
structured in accordance vith Appendices A and B attached 
hereto. The schedule of rates and charges set. for th in 
these appendices, and. the ·format thereof, is hereby found to 
be just and reasonable and such schedule vill generate 
additional annual revenues of approximatel y $1,441,039. 

18. That the annual review and re classification of local
exchange gro11ps as proposed by Onited, based upon growth or
decline in local base stations, is contrary' to sound
regulatory policy.

EVIDENCE &RD CONCLUSIONS FOR PIHDINGS OP YACT HOS. 1-6 

The evidence for Findings of Fact Nos. 1-6 comes from the 
Terified application of the company, t.he testimony and 
e xhibits of the Co■pany•s witnesses, and the official file 
in this docket. These findings are essentially procedural 
and jurisdictional and are not disputed. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF PACT NO •• 7 

The evidence relating to the quality of telephone serTice 
provided by United Telephone company of the carOlinas. :Inc.• 
vhich appears in this record consists of the testimony of 
several public witnesses, company witness Browning and 
Public Staff witness Compton. 

Public witness Lillia n  HaTener stated in the Southern 
Pines hearing that her service in Carthage has been fine. 
Tom Edge of �ernersville stated his serTice was not good. 
His proble11.s are chiefly static ,  no ring - no answers, and 
cross talk. Public witness James Ryan of the Fuquay 
exchange coaplained of cut-offs, no ring - no answers, slov 
dial tones. cross talk, loud but "fuzzed outn calls, ana 
"to o weak to hear" calls that requ ire redialing in order to 
talk. Public -witness Philip Price, Town !anager of 
Gibsonville, stated that the service in Gibsonville vas less 
tha n comparable serTice give n in the larger cities and 
nearby co1111unities. He said that· the serTice i n  GibsonTille 
is a little b etter than the telephone system in Vie t Na11.. 
Public witness Vernon Land. also of the Fuquay exchange, 
complained of three years of troubles while on a 2-party 
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line because t he billing equipment aixed up his calls., The 
company changed his serYice so that the operator voald ask 
for number identification on each t oll call. He stated 
that. even after he got a private line, his phone would be 
dea� in the evening and vorting the �ext day. He complained 
of loud noises and buzzing on his line tha t would co■pletely 
interrupt any conversation and further complained that calls 
t.o Gar11er on a vet day a_re impoSsible. He conclwled that
his service in the last four y ears had been far from good.
Poblic witness Ann l!lcYntyre of Gibsonville co■plained that
she has experienced a terrific roar on her phone during the
last fev days. Public witness Larry Drewery of GibsonYille 
complained that the business office personnel vould not take 
his out-of-service trouble and advised him to call the 
operator in Greensboro • 

. Company witness Browning. Vice President., Ope rations. of 
United Telephone System S outheast Grau p., presented 
testimony v ith respect to the quality of service provided by 
Onited. !r. Browning stated that his Company's service 
compares Yery fav orably with other telephone compan ies in 
North Carolina. He also stated hi s opini on that United 1 s 
service is comple tely satisfactory and adequate in all 
respects._ 

Regarding the conso lidation_ of the tvo United 
Teleco11munica lions properties in �ort.h C arolina., !r. 
Browning stated that certain operating eff iciencies would 
result from the merger of United Telephone company of the 
Carolinas., Inc .. ., with the Carolina Telephone and Telegraph 
Company (Carolina)., 

�r. Br owning further stated that. the Company anticipated 
continuing increas�d costs because it s construction pr ogra■ 
for the three-ye ar period of 1977-1979 will amount to 
approximately $19.918 ., 000 for North Carolina. 

Public S taff witness Compton pre sented the results of the 
Public Staff's investigation in to the quality of service 
provided by United. The evidence off ered by the Public 
Staff indicates that United1s service is adequate. However ., 

the Public Staff's evaluati on does shov tha t some 
improvement should be made in the following area s: 

1. EAS Completion:_ Southern Pines district; Whispering.
Pines., Carthage and Robbin s

2. EAS Noise: Southern Pines and Ro bbins
3. Operator An swer: Robbins

Public Staff witness Turner testified concerning the 
Public Staff's review of the Company's operations. This 
included a review of central office engin_eering ., traffic 
engineering., outside plant engineering and construction ., and 
an �nalysis of operating expenses and gro ss and net plant 
inv estment. 
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fir. Turner stated that a review of traffic administration 
indicated deficiencies in the areas of line  finder and 
connector switching capacity and trunk forecasting. His 
analysis indicated that certain line finder and connector 
groups in Angier, Fuquay-Varina, Goldston, Kernersville, 
Siler City, and Vass had traffic usage, based on traffic 
study data v�ich vas not accumulated during the busy season, 
which were over the engineered capacity of the switching 
groups. He further explained that a line finder or 
connect.or group which is over the engineered capacity would 
cause a subscriber to experience a higher frequency of 
blockages during the peak busy hour. Also, he pointed out 
that the data used vas not accumulated during the bus y 
season. Nr. Turner recommended that the company conduct 
tr affic studies for each central office each year during the 
busy season in order to insure adequate switching capacity. 
The deficiencies Plr. Turner described regarding ·trunk 
forecasting related to the use of trunk forecasts produced 
by Southern Bell Telepbone and Telegraph Company (Southern 
Bel l) for trunks connecting exchanges of southern Bell and 
United. ftr. Turner recommended that the company begin to 
forecast trunk requirements for all trunk gr oups including 
those connecting with Southern- Bell and-that the Southern 
Bell forecast be used only as a source of information and a 
means of double-checking United•s forecasts for the same 
group. He further stated that where there vere significant 
di fferences between the t wo forecasts, the divergence should 
be examined and resolved. 

on cross-examination, llr. Turner explained that he used 
average peak busy hour u.sage as the basis of his evaluation 
instead of office busy hour usage. Discussing the 
differences between peak busy hour and office busy hour, he 
explained that the problem vas not one of total office 
switching capacity but of particular switchi ng groups ha�ing 
blockages during certain hours of the day other than the 
office busy hour which is i dentified by calculating the 
tot al amount of traffic £loving through the central office 
for each hour of the study day and selecting the hour with 
the highest total usage aS the office busy hour. Should the 
peak traffic for switching groups occur at hours other than 
the office busy hour and their traffic handling capacity be 
inadequate, he concluded that those groups vould experience 
call blockage conditions. Kr. Turner also observed that the 
tr�ffic data he studied was not busy season data and the 
bloc):age .conditions vould be more pronounced during the busy 
season. 

Based on the evidence in the record in this case, the 
commission concludes that the traffic problem identified by 
�r. Turner is not one of central office capacity but one of 
having the proper amount of equipment in the switching 
groups at the proper ti•e. It would seem that a balancing 
of u.sage among line finder and connector switching groups 
would produce a more even distribution of traffic usage. 
This commission concludes that the traffic usage in each 
central office should be based on busy season traffic 
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studies. The commission further conclucles that trunk 
forecasting by United could be improved by implementing the 
recommenda tion of l'lr. Turner regardi ng trunk forecasting o f  
exchanges vhich connect with Southern Bell. 

EVIDENCE �RD CONCLUSIONS FOR FINDING OF F�CT RO. 8 

The commission will now analy�e the testimony and exhibits 
presented by Company witness Wolfe and Public Staff witness 
Chappell concern ing the ne t origi nal cost o f  Onited's 
intrastate telephone plant in service. The following chart 
summarizes the aGount whi ch each witness contends is proper 
for this item: 

ll!t! 

Original cost of telephone plant 
in service 

Less: Accumulated depreciation 
Unamort ized i nvestment tax 

credits Pre-1971 
Accumulated deferred income 

taxes 
Defe rred income taxes on 

i nter-company profits 
Net investment in telephone plant 

in service 

Company 
Witness 
_Wk 

$38,529,253 
(6,114,165) 

Public 
Staff 

Vitness 
�appell 

$38,529,253 
(6,192,717) 

(130,560) 

(3,046,149) 

-�<�7�89.450) 

$32,415,088 $28,370,377 
=========== =========== 

Both wi tnesses agreed that the ad.justed in trasta,:.e level 
of telephone plant in servi ce is S:38,529 ., 253. Intrastate 
tel ephone plant in service· before Company or Public Staff 
adjustments was $38,267,890. company witness Wolfe propo sed 
that two accounting adjustments be made to telephone plant 
in service. The first adjustment in the amount of $377,411 
is to transfer plant from Tennessee to North Carolina. 
Witness Wolfe made this adjustment to include in test-period 
pla nt in service that portion of headqua rters general office 
plant loca ted in Bristol

., 
Tennessee., which benefits the 

North caroli-na operations o f  United. The seco nd adjustment 
vitness Vol fe proposed making to plant in service is to 
transfer plant f rom North Carolina to South Carolina., This 
adjustment in the amount of ($116,048) relates to general 
office pla nt located at the division office in southern 
Pines, North Carolina, and vas made to eliminate that 
portion of the plant vhich benefits South Carolina. The net 
effect of the two adjustments proposed by compa ny witness 
Wolfe is to increase intrastate telephone plant in service 
by S:261, 363. Publ ic Staff witness Chappell a greed that 
these ad.justments vere necessary and proper and that the 
appropriate end-of-period le vel of telephone plant in 
service is $38,529,253. 
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Tbe Commission c oncludes that the adjustments to tele phone 
pla nt in service proposed by Company v itness Wolfe and 
agreed to- by Public staff witness Chappell are proper and 
necessary adiustments. The Commission recognizes that plant 
physically located in Tennessee which benefits the North 
Carolina operations of United Telephone company of the 
Carolinas, Inc., should be included in test-period plant and 
likewise that portion of plant located in North Carolina 
which benefits the South C arolina operations sh ould be 
excluded from test-peri od plant. The Commission therefore 
concludes that tli"e adjustments incr easing intrastate 
telephone plant in service by a total amount of $261,363 are 
proper and that the origin al c ost· of intrastate telephone 
plant in service is $38.529 ,. 253. 

The vitnesses disagreed in pact on the proper .amount of 
accumulated depreciation to be deducted from the cost of 
intrastate telephone plant in service. Intrastate 
accumulated deprec iation before Company or Public Staff 
a djustments was $6.oi1.441. company witness Wolfe proposed 
that three aijustments be made to accum�lated depreci ation. 
Two of thes e adjustments he classified as accounting 
adjustments and they relate to the transfer of the original 
cost of telephone plant from Tennessee to North C arolina and 

from North Carolina to South Carolina. Witness Wolfe 
proposed that accumul ated depreciation be increased by 
$93.339 to include the accumulated depreciation applicable 
to plant located in Bristol. Tennessee. which benefi ts the 
North Carolina operations. He also proposed decreasing the 
dei;reciation reserve by $56. 397 to exclu de the accumulated 
depreciation relating to plant in southern Pines. Horth 
Carolina. which benefits the South Carolina operations. He 
testified that it i s  appropriate to increase acCuraulated 
dep reciation for that portion of the origina l cost of plant 
transferred from Tennessee to North C arolin a vhich has 
pre viously been recovered through depreciation ezpense and 
to decre ase accumu lated depreciation for that portion of the 
original cost of plant: tr ansferred from North Carolina to 
south Carolin a vhich has also been recovered through 
depreciati on expense. Public Staff witne ss Ch appell agreed 
that the adjustments made to accumulated depreciation for 
plant transfers vere proper and she also increased 
accumulated depreciation by a total a mount of $36;942 
($93.339 - $56.397). 

The Commission concludes that it is appropriate to adjust 
the depreciation re serve to recognize the accumulated 
dep reciat ion amounts relating to the transferred plant. The 
Commission ha s previously found that it is proper to 
transfer plant from Tennessee to North Carolina and fro� 
North Carolin a  to South Caroli na and it is. consequently ,. 

necessary to transfer the accumulated depreciation 
associated with that plant. 

Company 
increasing 
testified 

vi tness Wolfe proposed a 
accumulated depreciation 

that this adjustment was 

proforma adjust•ent 
by $55 • 782. He 

made as a result of 
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applying the main station annuali zation f actor of 2. 781 to 
net income. Application of a ■ain station annualization 
factor to net inco■e has the effect of increasing all 
revenues and deductions from revenues, including 
depreciation ei:pense by 2. 78"• l!r. Wolfe adjusted 
accu11u lated depreciation to reflect the increase in 
depreciation expense caused by applying t he main station 
annoalization factor of 2. 781 to adjusted test-period 
depreci ation expense. 

Public Staff vi tness Chappell used a direct calculation 
method of computing end-of-period depreciation expense. fts. 
Chappell computed an increase in depreciation expense of 
$165,281, on a Horth Carolina combined basis, by multiplying 
end-of-test-period plant in service times the applicable 
depreciation rate for e ach plant account. Pis. Chappell als o  
inc reased accumulated depreciation b y  $165,281 o n  a North 
Carolina combined basis, or S13Q,334 on an intrastate basis, 
to reflect the corollary adjustment she made to depreciation 
expense. Witness Chappell testified that incre asing 
depreciation expense to an end-of-period leve l, or a level 
greater than actually incurred during the test ye ar, 
requires the ratepayers to pay in rates to cover this 
addit ional depreciati on expense. It is necessary to include 
this increased depreciation expe nse in the depreciation 
reserve. 

In viev of the stipulation ent ered in this case, the 
commission deems it unnecessary to decide the issue 
presented by the different accumulated depreciation reserve 
figures and therefore concludes that the accumulated 
depreciatio n  associated with the gross telephone plant in 
serv ice of $38.529,253 is not less than $6,114.165 nor ■ore 
than !6,192.717. 

Public Staff vi tness Chappell proposed deductin g 
unamortized investment tax credits Pre-1971 of $130,560 and 
accumulated defe rred income ta xes of $3, OtJ6, 149 from 
intrastate telephone plant in service. The co1111ission · 
recogn izes that Company witness W o lfe proposed a different 
treatment of these cost-free funds. !'Ir. Wolfe included 
the se items in the capital structure and assigned these 
funds an embedded cost rate of zero. The Commission also 
recognizes that the treatment of co st-free funds was co vered 
in the stipulation entered into by all parties involved in 
the proc eeding and, therefore, vill not issue an opinion as 
to the propriety of either of thes e methods for handl ing 
cost-free .funds.. A reso lution of such issue is not 
necessary to the �ommission•s determination of United's 
reasonable overall revenue reguiremen ts. 

Public Staff witness Chappell also proposed th at deferred 
income taxes on intercompany p rofits of $789,450 b e  deducted 
from telephone plant in service. Witness Chappell testified 
that this method of handlin g deferred t axes on intercompany 
profits assigns to these cost-free funds a return equivalent 



650 TELEPHONE 

to the return the Company ca� reason�bly be expected to earn 
in the future and the return found fair by this Commi ssion. 

Company witness Baker proposed a different method of 
handling this item. He proposed that a return credit of 
�164,237, on a North Carolina intrast ate basis, be u sed to 
reduce operating expenses. The return credit proposed by 
l'tr. Baker vas calculated using a toll rate of return of 
7.98%, the adjusted settlement ratio for 1976, and a local 
return of 10,.8930�. �r. Baker admitted during cross
examination that, theoretically, witness Chappell's method 
of handling deferred taxes on intercompany profits achieved 
the same result as his method but it just assigned different 
returns to the deferr ed income taxes. ftr. Baker also agreed 
that �s. Chappell's method would assign to the deferred 
taxes on the intercompany profits the returns on toll and 
local operations found fair by the Commissio n in this 
proceeding. He did, however, state that he would prefer to 
see the deferred inco11e taxes on int erco11pa ny profits 
included in the capital structure and assigned a zero 
embedded cost rate, instead of being deducted from pla nt in 
service and r ate base. 

The Commission concludes that the methods used by fir. 
Baker and �s. Chappell achieve essentially the same. result 
and differ only as to the returns assigned to these cost
free funds. The Commission recognizes that all parties 
agreed to a stipulation concerning the treatment of cost
free fu nds and vill. therefore, not speak to the propriety 
of deducting deferred taEes on intercompany profits from 
telephone p lant in service. Such determination is not 
necessary i n  order to arr ive at the co11mission•s finding and 
conclusions on united•s r easonable overall revenue 
requirement. 

EVIDENCE AND CONCLUSIONS POR FINDING OP PACT NO. 9 

company' witness 'A'olfe and Staff witness Chappell each 
presented a different amount for working capital allovance 
shovn by_ the chart belov:

cash (1/12 of operating expenses) 
compensating bank balances 
!'faterials and supplies 
Average prepayments 
Less: Average tax accruals 

Customer deposits 
Total working capital allowance 

Company 
if ltness 
_!!!!UL 

$290,001 
331,595 
442,135 

(742, 776) 
168.886) 

$252,069 

Public Staff 
Witness 
chappill_ 

$295,399 
180,397 
442,135 

18,409 
(332,448) 

_j§_!!_.886) 
$535,006 
======= 

Both vitnesses• computations of 
allowance consist of cash - 1/12 of 
(excluding depreciation and taxes), 

the vorki ng capital 
operating expenses 
compensating bank 
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balances, end-of-period ■ateria1s and supplies, average tax 
accruals a nd end-of-period customer deposits. Pis. Chappell 
also included average prepayments in her co11put:ation of the 
working ca pital allowance. There are also differences in 
the methods of computing se't'eral of the above-mentioned 
components of the working capital allowance as determined by 

Company witness ilolfe and Public staff witness Chappell. 

Each vi tness computed the cash component of working 
capital allowance essentiallj by dividing intrastate 
operating expenses, less depreciation, amortization, and 
taxes, by 12. Company vitness Wolfe used operating expenses 
after accounting a nd pro forma adjustments shovn on Wolfe 
Exhibit A, Column F plus an annualization adjustment vbicb 
recognizes that he a pp lied the main station annnaliza tion 
factor to net income. Staff vitness Chappell used expense 
amounts determined on her Schedule 3, Column (e). The 
differences b etveen the two expense amounts result from 
adjustments made by Public Staff witness Chappell .. 

The witnesses did not agree as to the proper amount of 
compensating bank balances to be included in the working 
ca pi ta l al lovance. Company vi tness Wolfe included $331,595 
in his allowance foe 11or1dng capital, which represents the 
North Car olina intrastate portion of ave rage ban k collected 
balances during the test year. Public Staff witness 
Chappell included an a111ount of $180,397 which is equivalent 
t o  the North Carolina intrastate average cash balance on the 
books for the test year. The difference between the amount 
proposed by �r. Wolfe of $331,595 and the amount proposed by 
fts. Chappell of $180,397 is explained by the fact that the 
amount included by ttr. Wolfe does not recognize the lag 
between issu!nce of a check by the Company and the date tha t 
the check cleacs the bank. 

Both witnesses 
for end-of-period 
included average 
capital allowance. 
in his co mputation 

we re in agreement on the $442,135 amount 
materials and supplies. Wit ness Chappell 
prepayments of $18,409 in the working 

Witness Wolfe dB. not include this ite■ 
of working capital. 

company witness Rolfe deducted average tax accruals of 
!742, 775 in his computation of the working capital 
allowance, =onsisting of actual test-period tax accruals of 
!332,448 and $410,328 which represented (1) th e average tax
accrual effects of accounting and proforma adjustments made
to tax expense and (2) the tax accrual effects of the
pro posed rate increase.

Public Staff witness Chappell deducted actual test-period 
intrastate average tax accruals of $332,448 in her 
computation of working capital.. She did not adjust tar 
accruals to  reflect Company or Public Staff adjustments to 
tax expense nor to reflect the tax accrual effects of the 
proposed rate increase. 
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With respect to the amoun t of customer deposits, which is 
t he final comoonent of the working ca pital allowance, the 
two witnesses.included the same amount of $68,886. 

In viev of the stipulation entered here in, the Commission 
deems it un necessa ry to decide the differences between the 
Public Staff and the Company with respect to working capital 
allowance and therefore decides that the working capital 
allowance is not less than $252,. 069 nor more than $535 ,006 .. 

EVIDENCE AND CONCLUSIONS FOR FINDING OP FACT NO. 10 

Tn Utiliti� £2..!!.!tl.§sion �- Teleehone co., 281 R.c. 318, 
360 (1972), the Supreme court recognized that proof of 
"replacement costs" is exceedingly costly and may be unduly 
bur densome to a small utility company. Consequently, the 
utility, with the Commission's acquiescence, may offer 
ev idence of original co st less depreciation as its only 
evidence of "fair value." 

In this proceed ing the only evidence of fair va lue offered 
by tbe Company is e vidence of original cost. In view of the 
stipulation entered herein, the :ommission ha s made no 
determination of United's original cost of net telephone 
plant in service and therefore makes no determination of 
fai r value. 

EVIDENCE ARD CONCLUSIONS FOR FINDING OF FACT NO. 11 

company witness Rolfe, Public Staff witness Gerringer, and 
Public Staff witness Chappell presented testimony concerning 
the representative end-of-period level of t otal opera ting 
revenues. Public staff witness Gerringer presented 
testimony concerning united's toll settlements vith Southern 
Bell and the company's appropriate end-of-period level of 
intrastate toll re venues. The end-of-peri od toll revenue 
amount determined by witness Gerringer was included by 
witness Chappell in he r testimony and exhibit. company 
witness Wolfe an d Public staff witness Chappell each offered 
their consi:1.eration of the a ppropriat e level of operating 
rev enues after accounting and pro fo rma a djustments. The 
fol lowing tabular summary sho ws the amounts claimed by each 
vi tness: 

Local service re venue s 
Toll service revenues 
!1iscellaneou s revenues 
U ncollectibles 

Total 

Company 
Witness 
-�!fe_

$5,449,548 
3,216,398 

26q, qoo 
___ 112£�11) 
$8,891,313 
---=-----

Public Staff 
Witness 

_-1Jli!.!.!!.!lllL 

$5,606,831 
3,486,520 

26q,900 
_ 127.010) 
$9,331,241 
========= 

The first item of difference in operating r evenues stated 
above concerns local service revenues. co■pa ny witness 
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Volfe testified that the appropriate level of local serYice 
revenues vas .ts, lf49, 548, the actual amount of local serYice 
revenues recorded during the test period, while Public Staff 
witness Chappell testified that the appropriate leYel was 
$5,606,831 or a difference of $157,283. 

Company witness Wolfe did not make any accounting or pro 
forma adjustments to local serv\ce revenues. He di d, 
however, apply a main station annual ization factor of 2. 781 
to net income. This has the effect of increasing all 
revenues, in:::luding local service revenues, and all expenses 
by 2.781. Application of the annualization factor to net 
income has the effect of increasing local service revenues 
by $151,Q97 ($5,QQ9,5Q8 X 2.781). 

Public staff witness Chappell proposed that the end-of
period level of subscriber station revenues aontb1y 
ser vice charges and directory assistance revenues, two 
componen ts of local s ervice revenues, be deterllinea by 
direct calculation rather than by the ■ain station 
ann ualization fact or. Witness Chappell calcola ted end-of
per iod subscriber station reven ues - month ly service charges 
by multiplying D ecember revenues of $438,250 by 12. Prom 
the annu ali2ed December revenue s of $5,259,000, fts. Chappell 
deducted $23,339, vhich represents the annual revenue 
decrease ordered in Docket Ho. P-100, Sub 39. The 
Commission in tha t Order allowed United to institute 
directory assistance c harges and o rdered that the 
anticipated increase in revenues and decrease in associated 
expenses be flowed through in the form of lover local 
service rates. The annual decr ease of $23,339 to be flowed 
through, a s  cited in Docket No. P-100, Sub 39, was based on 
t he number of stations at December 31, 1976, the e nd of the 
test period. In this mann er, Ns. Chappell c alculated end
of-period subscriber station revenues monthly service 
charges to be $5,235,661 (!iS,259,000 - .$23,339), which is 
$148,963 larger than actual subscriber station reven ues 
monthly se rvice charges during the test year. 

Public Staff witness Chappell also directly calculated the 
end-of-period leve l of directory assistance revenues. She 
calculated end-of-period directory assistance revenues of 
$8,320 by multip1ying the revenues for the thr ee months of 
July, August, and September 1977 by four. Di rectory 
assistance charging was instituted by United in June 1977, 
and, therefore, no directory assistance revenues vere 
recorded during the test year. 

Public staff witness Chappell calculated the end-of-period 
level of the remaining components of local service revenue 
usi n g  the main station annualization factor of 2.78%. This 
method is the same method as that proposed by Company 
vit.ness Wolfe to annualize total l ocal service revenues. 

The n ext 
concerns the 
In Evidence 

area of disagreement 
end-of-period level of 

and conclusions for 

betw een the witnesses 
toll service revenues. 

Finding of Pact No. 12, 
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infra, the commission concludes that the proper amount of 
end-of-oeriol toll service revenues vou ld not be determined 
but that end-of-period toll service revenues by accepting 
Ms. Chappell's treatment of deferred income taxes on 
intercompany profits would be $3,486,520 and toll service 
revenues by accepting l!r. Baker•s method of calculatiOn 
would be $3,216,398 before annualization to year-end 
revenues. 

The witnesses were in agreement as to the proper level of 
intrastate miscellaneous revenues to be included in 
operating revenues. 

The final item: of disagreement between the tvo witnesses 
involves the appropriate level of uncollectible operating 
revenues. company vi tness Wolfe included an amount of 
$39.533 for this item while Public Staff witness Chappell 
incl uded $27,010. or a difference of $12.893. Company 
witness Wolfe made three adjustments to uncollectible 
revenues of s12.aq3 vhich were recorded on the Company's 
books. The first adjustment of $2,486 was made to reflect 
uncollectib le re venues vhich were applicable to the Hort h 
Carolina operations but had not bee n actually re corded in 
test-period uncollectible revenues. The next adjustment 
proposed by Kr. Wolfe was to increase uncollectibles by 
$23. 936 to eliminate an out-of-pe riod adjustment made to 
uncollectible revenues during the test year due to toll 
settlements. The final adjustment vas to increase 
uncollectibl.e s by $218 to r efl.ect the effect of the 
Company's proforma adjustments to revenues. 

Public Staff witness Chappell testified that she made an 
adjustment t o  recognize as test-period uncollectible 
revenues only the uncoll ectible revenues relating to local 
service revenues and miscellane ous revenues. She testified 
further that the end-of-peri od toll revenues computed by th� 
Public Staff did not include any amounts to cover 
uncollectibles; therefore. it would not be proper to include 
in uncollectible revenues amounts whi ch vere not recognized 
in developing toll revenues. 

The evidence shovs and the Commission concludes that the 
appropriate leve l of opera ting revenues before the 
annualiz ation adjustment. accepting Ms. Chappell's me thods. 
is not more than $9.331.241, which includes l ocal service 
revenues of $5,606.831. toll service revenues of $3.486,520, 
miscellaneous c-evenues of $264,900. and un collectible 
revenues of $27,010, nor, accepting nr. Baker's methods, 
less than $8,891.313. vhich in cludes local service revenues 
of $S.Qll9.S48. toll se rvice revenues of $3.216,398. 
miscellaneous revenues of $264.900, and uncollectible 
revenues of $39,533. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 12 

company witness Wolfe and Public staff witnesses Gerringer 
and Chappell presented testimony concerning United's 
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rep resent at ive level of end-of-test-period intrastate toll 
revenues. United determined its toll revenues through toll 
set tlements vith southern Bell using an actual cost contract 
basis. 

Company witness Wolfe shoved $3,216,398 as th e test-period 
lev el of intras tate toll revenues for Uni ted after 11aking 
accounting a nd pro forma adjustment s to the booked 
intrast ate toll revenues. Witness Wolfe 11ade three 
adjustments to t he toll revenues recorded on the books 
du ring the test year. The first adjustment vas to decrease 
intrastate toll revenues by $57,209 to eli minate the 1975 
tol l settlement adjustment recorded a.uring the tes t  year and 
to include the 1976 toll sett lement adjustment recorded 
subsequent to the end of the test year. P!r. Wolfe proposed 
increasing intrastate toll revenues by $17,157 to properly 
reflect the effect of his pro forma adjustments to expenses. 
"r- Wolfe's final adjustment incre asing toll revenues b y  
$88,Q49 vas made t o  recognize tbe effect on toll reven ues of 
the update of th e 1976 settlement ratio to 7.9ai. Hr •. Wolfe 
did not inc lua.e in the Company's test-period intrastate toll 

revenues any estimated amount due to pending changes in the 
in trasta te toll rates. 

At the ti111.e the Public Staf f filed its testimony in this 
rate case, Southern Bell had filed a general rate case, 
Docket No. P-55, Sub 768, vhich inclu ded proposed changes in· 
the intrastate toll rates. These toll rat e  increases vere 
set for i nvestigation in Docket No. P-100, Sub 45, which 
recognized the in volvement o f  all independent telephone 
companies in the toll proceedings due to the adoption of 
uniform in trastate toll rates for al l  telephone companies in 
North Carolina. The Commission, in its Order issued 
September 7, 1977, in Dock.et Nos. P-55, sub 768, and P-100. 
sub QS, stated that any additional toll set tlements that 
might come to independent telephone companies from Southern 
Bell's proposed intrastate toll rate changes vould be 
considered in any tele phone company's rate case pending 
before the Commission (i.e., local rate reductions vould be 
considered to offset the additional toll settlements or 
revenues). 

Public staff witness Ge rringer estimated the 
representative level of end-of-test-period intrastate toll 
revenues us ing the accep ted toll settlement calc ulation 
applicable to cost set tlement companies. He utilized the 
intrastate toll net investment (based on sett lement rate 
base) and operat ing expenses and an intrastate toll 
set tlement ratio, all adiusted or restated to an end-of
tes t-period level as of December 31, 1976. The intrastate 
tol l sett leme nt ratio used fo r this calculation was 9.121. 
This ratio reflected an est imate o f  the impact of the 
pending proposed changes in the intr ast ate toll rates a·s 

applied to a. profocmed settlement ratio prior to any toll 
rate cha nges. 
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using the 9.121 ratio, the repr esentativ e level of end-of
test-period intrastate toll revenues for United vas 
calculated to be $3 ,. 443,896 for 11essage toll, VATS, and B-I 
interexchange private line services. To arrive at the total 
intrastate toll revenue level, a noncost study amount of 
revenues for I-I private line services of $4,532 had to be 
added, yielding a revenue level of $3,448,428. Public Staff 
witness Chappell testified that she used Public Staff 
witness Gerringer 1 s amount of $3,448,428 and adjusted that 
amount by adding $89,070 to reflect the intrastate toll 
re venue effect of her adjustments to operating expenses, by 
deducting $4,908 to reflect the intrastate toll revenue 
effect of her adjustment to accumulated depreciation and, 
finally, by deduct ing $46,070 to reflect the intrastate 
effect on toll revenues of her treatment of deferred taxes 
on intercompany profits. This results in a final end-of
test-period level of intrastate toll revenues of $3,486,520
(.$3,4QB,Q28 t $89,070 - SlJ,908 - $46,070J.

The. Co mmission discussed the treatment of deferred taxes 
on interco�JU,ny profits in Evidence and conclusions for 
Finding of Fact No. 8. The commission found tha·t the 
tre atment of cost-free funds was covered by the stipulation 
entered into by all parties and the propriety of each 
witness• proposal vas not decided. �s. Chappell decreased 
intrastate toll revenues by $46,070 to reflect the effect of 
her treatment of deducting deferred taxes on intercoapany 
profits from t elephon e plant in service. The commission 
vill not discuss or determine the propriety of this 
adjustment because the adjustment is based on �s. Chappell1s
treatment of deferred taxes on intercompany profits. 

The commission concludes tha t if the validity of Public 
Sta ff vi tness Chappell' s treatment of deferred income taxes 
on intercompany profits is not determined, then the 
reasonable level of toll service revenues cannot be 
determined"! The commission recognizes that the 
rep resentative level of end-of-test-period in trastate toll 
reyenues for United based on the calculat ions of Public 
Staff witnesses Gerringer and Chappell, accepting the 
adjustment to reflect the effect on toll revenues of· As. 
Chappell•s treatment of deferred taxes on intercoapany 
profits, would be $3,486,520. The commission further 
recognizes that toll service revenues before annualization 
to year-end revenues, as calculated by Company vi tness 
Wolfe, wou ld be $3,216,398. The commission recognizes that 
Chappell Cross-Examination Exhibit 1, entitled "Calculation 
of the Degree of Change Heeded in the Intrastate Toll 
Settlement Ratio to Achieve a 14.291 Return on Equity,n 

shoved that a toll settlement ratio of 12. 711 would be 
required to allow the Co11pany to earn the 14.29� return on 
common equity recommended by Public Staff witness Rosenberg. 
In the event that the settlement ratio exceeds 12.711 
following any increase allowed in the pending toll rate 
proceeding, the Commission vill require United to fil.e 
r evised tariffs to flov 'through the excess reYenues. 
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EVIDEHCB AND' COICLDSIOIS FOB PIBDING OP PACT BO. 13 

C ompany witness· Wolfe and Pul;)lic ,-Staff witne ss Ch appell 
presented testimony and schedules shoving. the level. of· 
operating revenue deductions vhich they .belieyed ·should be 
used by the Co■■issi on for.the p�rpose.of fixing. :cates in 
this proceeding for Onited. ne followin� tabular.su■aarJ 
shOvs the a ■ounts presented by ea Ch v itness: 

� 

Operating expenses 
Depreciation 
other operating tax�s 

co■pany 
ll'itness 
..!l!lllL 

$3,397,929 
2,006, 5113 
, , 029,..75_7 

600,235 
5,138 

--1:Z1 .. !!1!!1 
$6., 98 B, 12Q 

In co■e taxes - state and Pedera 1 
Interest on custo■ er deposits 
AQnualization adjust■ent 

Total 
========= 

Public Staff 
ll'it:Dess 

·ChaPJ!liL..

. $3,510,891 
2,1'1.,59Q 
1,059,315 

581,901 
3,336 

·•,25,2QS.
$7,322,282 
--=------

The first item of �ifference in the operating reTenue 
deductions stated above concerns opera.ting eipenses. 
Co■pany witness lo1fe testified that the appropriate leyel 
is $3,397,929 while Public staff witness Chappell, testified 
that the appropriate leYel is S3,510i 891, or a difference of 
$112,962. The $112,962 is co■prised of the following 
adj,ust:aents made by Public staff witness Chappell. 

Item· 

1- ldjust•ent to vages for wage increases
occ�rr ing in Angust and Dece■ber of 1976 and
in Janua� and August of 1977 and to adjust
wages to reflect t�e �ffect.s of the proposed
11erger with Carolina Telephone and Telegraph
Company

2 •. Adjustment to eliminate out-of-period 
aainte�ance ezpense due to an erroneous 
"ju mper count 

3 •. Adjustment to eliminate the engineering 
salaries actually ezpensed during January, 
February, and ftarch 1976 

q. Adjust■ents to General Services and Licenses
for the following:

a. Blillination of return credit on deferred
income ·taxes on intercompany profits

h. EXclusion of contributions
c. ·J;:xcluS\on of research an d devel op■ent

expenses

'Intrastate 
�gun.t 

$ (10,071) 

(805) 

164,237 
(1,692) 

(35,730) 
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S. Adjustment to pensions resulting from the
wage adjustments proposed by the Public staff

6. Adjustment to expenses charged to construction
resulting from Public Sta ff• s proposed
adjustments to vages

Total 

(1,729) 

__ 3,125 
$ 112,962 
-=--- -=== 

The commission will nov discuss each of the preceding 
adjustments comprising the $112,962 difference in operating 
expenses. The first adjustment listed above concerns an 
adjustment to maintenance, traffic, commercial, and general 
office expenses for salaries and wages. Company witness 
Rolfe increased intrastate operating expenses by $71,251 for 
vage increases effective August 15, 1976, and December 1, 
1976. Public Staff witness Chappell adjusted "r. Wolfe 1 s 
adjustment to wages to eliminat e the wage increase 
associated vith district employees in Tennessee and Virginia 
vbo do not benefit the North Ca rolina operations. l!s. 
Chappell further adjusted wages to reflect increases 
effective January 1977 and August 1977 after the end of the 
test year. She made one furthe r adjustment to wages an d 
salaries to refl ect personnel changes made in anticipation 
of the merger of ·united into Carolina. The re sult of these 
adjustmen ts to wages proposed by Public staff witness 
Ch appell was t o  decrease operating expenses by $10,071 on a 
Nor th Carolina intrastate ba sis. 

The next adjustment proposed by Public Staff witness 
Chappell was made to maintenance expense t o  eliminate an 
out-of-period amount. A correcting journal entry vaS made 
during �arch 1976 for an erroneous jum per count made in 
December 1975. ns. Chappell decreased operatin g  expenses by 
$4,373, on an intrastate basis, in order to eliminate this 
out-of-period item from test-period operations. 

The next adjustment proposed by wit ness Chappell vas to 
Account 665 - Engineering Salaries expense. fts. Chappell 
testified that pr ior to April 1976 United had been 
capita lizing approximately 90,; of engineering s alaries •. She 
testified that the Company had reevaluated this policy and 
beginning Apri l 1976 had begun expens ing a greater portion 
of engineering salaries. Company witness Wolfe made an 
adjustment to recognize that the en gineering salaries 
expense for January through �arch 1976 was understated 
because of the change in policy. Public Staff witness 
Chappell concurred with the propriety of this a djustment but 
testified that the adjustment as proposed by e:r. Wolfe was 
calculated in error by $805 on an intrastate basis •. She 
test ified that t he reason for the $805 error vas th at !'Ir. 
Wolfe calculated the full annua l effect of the company•s 
change in policy. of erpensing engineering salaries but did 
not deduct from this amount the actual engineering salaries 
expensed during January through Barch of 1976. 
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The next three adjustments made by Pnblic Staff vitness 
Chappell vere _ to general services and licensa expense. The 
first adjustment proposed by witness Chappell increased 
operating expenses by S16q,2J7, on an intrastate basis, and 
vas made to elillinate the return credit on deferred inco■e 
tai::es on intercompan::r profits computed by company witness 
Baker •. ftr. Baker testified that he co■puted the return 
credit on deferred taxes on intercoapany profits using a 
toll return eqoiTalent to the 1976 settle■ent ratio of 7.�BI 
and a local oYerall return of 10.89301. Witness Chappell 
testified that· in her opinion the nost fair a nd equitable 
■et.hod of handling this ite■ is to treat deferred taxes on
interco11pany profits as cost�free capital and to deduct it 
fro m telephone plari't in -service.. She testified .. that this
treatment assig_ns returns to the deferred taxes equivalent
t o  those returns· f ound fair by the co11■ission in this
pro ceeding.

The next adjustment to general services and licenses 
proposed by witness Chappell was an adjustment to eliminate 
contrib utions allocated to Un ited Telephone company of the 
Caroli nas from United Service System.. Witness Chappell 
testified that inclusion of co�tributions in test-period 
operatin g expenses has the effect of requiring United•s 
r atepayers to be involuntary donors t o  charitable 
organizations of the company's choice. 

The final adjustment to general services and licenses 
proposed by Publi� staff witness Chappell was to eliminate 
res earch and development expenses from test-period operating 
expenses. Witness Chappell t estified that United 
Telecoamun ic:ati ons, Inc., had entered into a definitive 
agreement with 'International Te lephone and Telegraph company 
(ITTJ for the sale of North Electric !anufacturing company. 
She further test ified that, effective vith t hat sale, 
res earch and development expenses vould n o  longer be passed 
on to the teleph one operating c ompanies. The ad-jostment 
decreased operating expenses by $35,730 and was continge nt 
on the �ale of North Electric Manufacturing Company. 

The final two adjustments proposed by witness Chappell 
vere to'relief and pensions expense and to ex penses charged 
to construction. These adjustments vere made to reflect the 
e ffect on pension expense and expenses charged to 
constructi on of !'Is. Chappell 1s adjustments t o  wages and 
salaries. 

Co•pan y witness Baker and Company witness Browning 
intcoducea late filed exhibits proposing expense adjustments 
which w ere not considered in ftr. Wolfe's or fts. Chappell's 
exhibits. Company witness Baker introduced Baker Exhibit 
No. 3 entitled nsystem Engineering Allocation to United 
Telephone Company of the Carolinas, Inc .. " This exhibit 
cal culated an adjustment to increase intrastate operating 
expe nses by $6,044. He testified that effective with the 
proposed sale of North Electric l!anufacturing comp any to 
International Telephone and Telegra ph company, resear ch and 
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development will no longer be passed on to.the telephone 
operating companies. He stated that some related expenses 
would be of a continuing nature and tha t the appro priate 
allocation of the porti on of these expens es applicable to 
United's North Carolina intrastate operations vas $6,044. 

Company vi tness Browning presented an exhibit shovin g the 
effect on North Carol ina intrastate wages and sala ry expense 
of a bargaining agreement effective December 1, 1977. He 
testified that effective December 1, 1977, wage and salary 
expense would increase by $135,601 on a North Carolina 
intrastate basis. 

The next a re a  of disagreement between the tvo witnesses 
concerns the appropri ate level of depreciation expens e to b e  
included in operating re venu e deductions. Witness Wolfe 
proposed an accounting adjustment of $3,306 to de preciation 
expense to reflect the a ppropriat e annual level of North 
Car olina intrastate deprecia tion expense applicable to plant 
t.ransfe rred from Tennessee to North Carolina and from North
Carolina to south Carolina. Public Staff witness Chappell 
concu rred with this a djustment. 

The w itness es disagreed, however, on the a p propriate end
of-period or proform a adjustment to depr eciation expense. 
Company witness Wolfe applied a main station annualization 
factor of 2. ?B� to net income, which had the effect of 
increasing depreci ation expense by 2. 78%. Public Staff 
witness Chappell used a direct calculation method to 
determin e end-of- period depreciation ex pense. Sh e 
ca lc ulated end-of-period depreciation expense by mult iplying 
end-of-perio� pla n t  in s ervice by the de preciation rates 
presently in e ffect. She compute d end-of- period 
depreciation expens e to be'$2,141,594. 

The n ext a rea of disagreement between the witn esse s 
concerns the a ppropriate end-of-period level of other 
o perating taxes. The differences between the two witn esses 
are shovn below: 

l!�.! 
Payroll taxes 
Gross receipts tax 
Property taxes 
Ot h er o perating taxes 

Total 

Company 
Witness 
JIQ!.!;!l__ 

$128,649 
530,428 
370,471 

209 
-=i-=,-.-=o-=2-=9:-,-;::, 57
====-===== 

Public Staff 
Witness 

�!!tlL_ 
$127,363 

560,916 
370,827 

209 
$1,059,315 
========= 

Company witn ess Wolfe made an adjustment increas ing actua l 
payroll taxes by SIJ,954 on an intra state basis to refl ect 
the effect on payroll taxes of his adjustment to wages and 
salary expense. Public Staff witness Chappell decrea sed rtr. 
Wolfe's adjusted payroll taxes by $1,286 to reflect the 
adjustments she prop osed to wage and salary expense. 
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Gross receipts tax is the next item of disagreement. 
between the tvo witnesses. Company witness Wolfe testified 
that the appropriate level of gross receipts tax vas 
$530,428, vhile Public Staff wit ness Chappell testified that 
the appropriate level vas $560,916, a di fference of $30,488. 
The amount of $30,488 is explained by the difference in the 
tvo w itnesses• pro posed levels Of gross re venues. 

The final it.ea of disa gi:eement in other operating taxes 
between witness Rolfe and witness Chappell concerns pi:operty 
tax. Witness Wolfe proposed an adjustment to tran sfer 
property tax applicable to the telephone plant ti:ansferred 
from Tennessee to North Carolina and from North Carolina to 
sou th Carolina. Witness Chappell concurred vith this 
adjustment. 

Co■pany witness Wolfe used t he main station ann ualization 
factor of 2.78% to bring property taxes to an en d-of-period 
lev el. Public Staff vit.ness Chappell used the 1977 property 
tax estimate as end-of-period p roperty tax. she increased 
property tax by $356 on an intrastate basis to reflect the 
increase in the 1977 property tax es timate amount over the 
actual test-period amoant. 1977 property tax estimates were 
hased on telephone plant in service at January 1, 1977, or 
the end of the test year, and t ax rates pr esently in effect. 

The next operating revenue deduction upon vhich th e 
witnesses disagree is State and Federal income tax. 
�lthough the witnesses used the same st atutory tax rates, 
their resulting tax amounts vere not equal due to different 
levels of operating revenues and opera ting reYenue 
deductions claimed by eac h witness in computing taxable 
income. The differences in operating reve nues and operating 
revenue deductions have previously been discussed, and the 
Com�ission aoes not deem it necessary to recapitulate these 
differences. The proper level of North ca roli na intrastate 
sta te and Federal income tax cannot be determined in this 
proceeding because the appropriate level of toll reve nues, 
gro ss i:eceipts t.ax, and fixed charges, all component parts 
in the calculation of income taxes, cannot he det ermined. 

The next item of disagreement between t.be tvo witnesses 
concerns interest on customer deposits. company witness 
Wolfe i:ec ommended that a North Carolina intrastate amount 
equivalent to actual test-period interest on customer 
i!eposits allocated to Horth Carolina of $5,138 be included· 
as an operating i:evenue deduction. Public staff witness 
Chappell directly computed an intrastate end-of-period level 
of interest on customer deposits of $3,336 by deducting from 
en d-of-test-period customer deposits of $85,541 an amoun t of 
$16,507, which represents customer deposits received during 
the last 90 days o f  the test period. She then ■ultiplied 
the resulting amount of $69,034 ($85,541 - $16,507) by the 
appropriate interest rate of 6�. The resulting interest of 
!:4, 142 ($69,034 x 6%) allocated to North Carolina intrastate 
operations va s !3,336. 
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The final item of difference is in the amounts presented 
by witnesS Wolfe and witness Chappell for the annualization 
adjustment. Company witness Wolfe multiplied the 11ain 
station annnalization factor of 2.7ei by his adjusted 
intrastate net operating income of $1,851,711 to determine 
his annualiza tion adjustment increasing net income by 
$51,478. Pu blic Staff witness Chappell computed her 
annualization adjustment to net income of $25,21l5 by 
multiplying the main st.at.ion annualization factor of 2. 781 
by operating revenues and operating revenue ded uctions which 
she had not directly calculated to an end-of-period level. 

In view of the stipulation entered herein, the Commission 
views it unnecessary and declines to decide the differences 
bet ween the tvo witnesses and, therefore, finds and 
concludes that the representative leve l of intrastate 
operating revenue deductions is not less than $6,988,124 nor 
more th an $7,322,282, including the annaalization 
adjustment .. 

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS .. 14-16 

The evidence for these findings is contained in the 
testimony and exhibits of Company witness�s Wolfe and 
Brennan, Public Staff witnesses Chappell and Rosenberg, and 
in the stipulation which vas entered into between the 
parties during the course of the hearings held in Raleigh .. 
The Co�mission has heretofore discussed the testimony and 
exhibits of vi tnesses lJolfe and Chappell and the differences 
in methodology and result between the tvo. No further 
discussi on or elaboration is necessary other than to note 
that witness Wolfe (Exhitit C) contended that the e ntire 
amount of the proposed rate increase, vhen applied to test 
year operations, vould produce a rate of return of 7.BQI on 
rate base and 9.60� on common equity, whereas witness 
Cha ppell (Exhibit 1, schedule 1) contended that the proposed 
increase voald produce a return of 9 .. 371 on rate base and 
11. 78% on common equity .

Company witness Brennan stated that in his opinion the
overall cost of capital and fair rate o!: return to United, 
relative to the rate base valued at original cost, is 9.70%. 
The witness also contended that the proper cost rate and 
fair rate of re turn for United to earn on its book common 
equity is 13.51: .. Public Staff witness Rosenberg testified 
·that, in his opinion, the overall cost of capital and fair
rate of return vhich United should be allowed to earn on its
investment used and useful in North Carolina is 10.35� .. He
testified that United should be allowed to earn  12.75% on
its equity, due in large part to the fact that all of
United' s egui t y is owned by a p arent corporation and not by
individual shareholders. There were many significant 
differences in the methodology employed by the tvo 
witnesses. Again, in view of the stipulation entered into 
between the parties during the hearing, it is unnecessary to 
discuss t hese differences in detail or to resolve them in 
ord er to reach our ultimate conclusion that the entire 
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amount of increased annual re venues requested bj United in 
this proceeding should be allowed. 

The stipulation reads, in material part, as follovs: 

"The parties hav e agreed, and it is abundantly clear 
from the record, that the rate increase requested by 
Applicant and which would be produced by the proposed rate 
structure , is leSs than that which the evidence of the 
Company or the Public Staff shows to be just and 
reasonable. Vhile the Applicant 1 s evidence tends to shov
a greater revenue deficiency produced from the tequested 
rates than does the Public Staff 1 s evidence, such is 
academi c here inasmuch a s  in either event there is a 
revenue deficiency. We conclude, therefore, that the 
level of r ate increase requested by Applicant is no more 
t han ju st and re asonable and vill produce some thing less 
than a fair and reasonable ra te of return. In viev of the 
foregoing, it is entire1y unnecessary to consider or to 
adjudica te the differ en ces between Applicant and the 
Public St aff which ve have hereinbefore referred to, and 
we .Specific a1ly refrain from so doing." 

The stipulation ·vas agreed to and signed by counse l for 
the company and the Public st aff and was accepted by the 
Commission. In light of the stipulation, ve ha·ve heretofore 
declined to adjudicate or decide whether the P ublic staff or 
the company is correc-t in its treatment of· cost-free .ca p ital 
items, i.e., whether such items should be deducted from the 
plant. in vestment or rate base, as the Public Staff 
contended, or included io the capital s.tructure at z�ro 
weight, as the company contended. Thus, we were unable to 
rea ch ultimate findings or con clusions on rate base, test 
year revenues, or test year expens es and are now unable to 
reach an ulti�ate finding or conclusion vi th regard to the 
f air rate of return on rat e base or common equity which 
Unit.Ed should be allowed to earn. However, the parties h ave 
stipulated, and we agr ee, that regardless of wh·ich poSition 
ve might take in deciding the proper treatment of cost-free 
capital items, the resulting rates of re turn would be 
sub stantially below the rates recommended by Public staff 
witness Rosenberg, vh?se rates were the lowest of the tvo 
expert witnesses who testified in this area. 

Though approv!ll of the entire $1,441 ., 039 rate incr ease 
requested will not allov the company to recover its entire 
cost of ser v ice, including capital costs, these additional 
dol1ars will produce total annual revenues more n early 
approximating Onited's end-of-test-period cost of service. 
We conclude, therefore, that the entire rate increase 
request should be approved and that United should be allowed 
to increase its loc al ra tes and charges so as to produce no 
more than $1,441,039 in additional annual gross revenues. 
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P.VIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 17 AND 18 

Ross A. Spink, Jr., Manager of the Revenue Requirements 
Department for United Telephone Company of the Carolinas, 
Inc., testified regar ding the App lica nt•s proposed rate 
structure. He stated that the proposed rate structure was 
designed to recover the company's proposed additional 
revenue requirements of $1,441,034. Mr. Spink commented 
that the Company will seek Commission approval to merge the 
properties of the C ompany with those of Ca rolina in the near 
future. For that reason, the rate s chedule developed for 
this application was designed to bring United 1s rates in 
line with those presently used by Carolina insofar as 
possible. 

Mr. Spink in�ic ated that there is one important exception 
in the comp arability of his rate proposals to those rates of 
Carolina. He stated that the Company's matrix formula 
proposal for Extended Area Service (EAS) vas prepared by 
Company witness Wooten in order to insure that the company 
recovered its total cost-o f-service r evenue requirements for 
providing this service. 

Other tariff revisions by Mr. Spink inc lude revised 
charges for the basic local exchange service components, EAS 
components, serv ice connection charges, direct ory listings, 
coin telephone service, telephone a nswering service 
facilities, key and pushbutton service, private exchange 
service, miscellaneous service arrangements, auxiliary 
equ ipment, connection vith certain fac ilities and/or 
equipment of others, data service, and obsolete service 
off erings. 

Mr. Spink proposed a tariff providing for automatic 
reclassificat ion of any exchange to its proper calling scope 
rate group whenever the local calling scope of that exchange 
ex c eeds or falls below the calling scope limits of its 
existing effective rate group class ification, based on 
aver age annu3.l stations on a fixed annual review date, or 
vben an extended area service arrangement is established. 
Mr. Spink contended t hat his provision assures a contin uing 
and orderly reclassifi cation of Unit-ed's exchanqes based on 
changes in main sta tion availability. He stated that.it is 
also con sistent .rith the value of s ervice concept and avoids 
discrimination between customers similarly situated. 

William J. Wil lis, Jr., Rates and Tariff Engineer of the 
Telephone Division, testified that his responsibility in 
this docket entailed revievinq and commenting upon the 
proposed structure of local service rates submitted by 
United with two exceptions. Th e scope of his assignment did 
not include the Company's EAS proposal, for which Public 
Sta·ff witness Gerringer is responsible, and service 
connection charges and tariffs, for wh ich Public Staff 
witness Carpenter is responsible. 
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l!r. Willis stated that, for the ■ost part, the Co■panr•s 
basic local exchange rate co■ponents have been proposed at 
levels identical to the Carolina rates currently on file 
with the Co■■ission, that the basic ex change rates are 
proposed to be qrouped in the identical ■anner as 
Carolina's, and that the proposed rates have the sa■e 
relationship between residences, businesses, key trunks, and 
PBX trunks as Carolina's. 

l!r. Willis reco■■ended the de let ion of Pa ragraph U3. 2. II (a) 
of the Co■pany•s tariff proposal, which enco■passes its rate 
group reclassification provisions. He testified that an 
identical tariff provision was filed by Carolina on l!ay 23, 
1977, and that such tariff has been disapproved bf the 
Co■ ■ission. Re further re■a rked that he could find no valid 
purpose in the entire proposed Paragraph 03.2.4 section 
oth er than Paragraph (bl, whi ch establishes a rate for 
ext ended area service that ■ay be readily e ■ployed for 
purposes of polling the custo■ers prior to the creation of a 
new EAS area. l!r. Willis stated that the tariff does not 
provide for public notice or hearing nor require sufficient 
infor■ation to allow a full financial audit, which would 
weaken the Public Staff's ability to render an appropriate 
reco■■endation to the Commission. l!r. Willis stated that 
the proposed tariff provision woul d not re■ove 
discri■ination between custo■ers si■ila rly situated, as the 
Co■pany contended, since a reasonable a■ount of 
discri■ination is already built into the present rate 
st.ructure. The present ra tP structure all ows exchanges with 
widely varying local calling scopes to be charged at the 
sue rate. Re further contended that, with unifor■ growth, 
the relative value of service between exchanges vill re■ain 
the sa■e. l!r. Willis also co■■ented that he was not aware 
of any correlation between an increase in the co■pany•s 
expenses and the growth of an exchange fro■ one group to 
another. Re concluded that approval of this tariff 
provision would cause a disproportionate a■ount of the 
Co■pany•s revenue requirements to be shifted to an exchange 
merely because it outgre w its previous rate grouping. 

c o■pany vi tnesses Soink an d Wooten and Public Staff 
witness Gerringer presented testimony reg3rding United's 
oroposed e xtended area service rate plan. United presently 
has no EAS rate plan and has proposed in this docket a plan 
which is identical in format and application to the plans 
the co■■ission has heretofore approved for Carolina 
Telephone and Telegraph co■pa n y in Docket Ho. P-7, Sub 601, 
and for Central Telephone co■pany (Central) in Docket 
No. P-10, Sub 351. 

Co■pany witness Spink and Public Staff witness Gerringer 
testified that the for■at for these EAS plans, including 
Onited's proposed plan, is character ized by a matrix of E AS 
additive rates that are det ermined for an individual 
exchange desiring an EAS by considering the e xchange's 
calling scope without EAS, th e total additional calling 
scope added by the EAS exchanges, an d the total accu■ulated 
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int erexchange airline mileage between the EAS exchanges. 
Company witness Spink testified that United proposed to 
apply this E�S plan not only to determine EAS additive rates 
for all its exch�nges that presently have EAS (13 out of 
14), but also to use the plan to determine rate increases 
that would be required for newly proposed E!S arrangements. 
Further, he testified that the same EAS additive rate vould 
be applied to both residence and business cus tomers within 
an exchanqe having EAS .. 

Public Staff witness Gerringer testified that the major 
difference between united' s proposed. plan and the plans 
heretofore �pproved for Carolina and Central is in the 
amounts of the EAS additive rat es that appear in the matrix. 
The indivBual additive rates propose d  by united are 
approximately three times greater than the ones presently 
included in the Carolin a and central plans. 

Company witness Woote n  test ified that the met hod he used 
to determine a t o t al EAS revenue requirement of $2,264,753 
was an allocated embedded cost ·approach. This method 
determined the cos ts to he allocated to EA S based on an EAS 
minutes of use factor which vas calculated in the same 
manner as toll cost separations s ttidies. The EAS revenue 
requirements vere ultimately determined, in part, by 
applying a 9.61 rate of return to the ne t investment 
allocated to EAS. The 9.6% r ate of return related closely 
to the 9.7% w eighted cost of ca pital recommended by Company 
witness Brennan .. 

Company wi tness Spink tes tified that be took the total EAS 
revenue requirement calculated by Kr. Wooten and first 
d etermined t he amou nt that would be generated through basic 
rate di ff ere ntials resulting fr om regrouping all the 
exchanges hav ing EAS. This was accom plis hed by f irst 
placing each exchange in its proper rate group as if it had 
no EAS and then regrouping it. based on the added calling 
scope provided by its EAS exchanges. The rate g roups used 
for this pur pose vere t he ones pro pose.d by the Company in 
this docket. The remaining balance of the total EAS revenue 
requirement vas then used to determine the EAS additive 
rates in the proposed matrix. 

Public Staff witness Gerringer in his testimony described 
the basic differences betwee n the embedd ed cost approach 
methodology used by United in its proposed EAS plan in this 
case and the me thodology p reviously usP.d t o  develop the EAS 
plans approved by the Commission fo r both Carolina and 
Central. Tlie approved plans were developed by Carolina 
based on the re sults of full EAS incremental cos t studies 
for specific EAS arr angecaents. The incremental costs 
included (1l annual carrying charges on addi tional circuits 
and central office equipment needed to provide the EAS under 
consideration and (2) loss of to ll revenues vhich vere 
determined for more recent EAS arrangements by employing the 
toll settlem en t f ormat in which an intrastate toll 
settlement ratio was used. This in cremen t al procedure 
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resulted in a substant ially lover EAS revenue reguire■ent 
than the weighte d cost of ca pital procedure used by United 
in determining its EAS revenue requirement w ith the same 
toll settlement format. 

Public Staff witness Gerringer further testified that, in 
his opinion, EAS is, in "Cea li�y, an extensi on of lo c al 
service. He stated that, since part of the EAS revenue 
requirement is gen erated by regrouping, which reflects past 
Commission decisions recognizing the difference in value of 
local service to businesses and residences , expressed as a 
B-1 to R-1 rate multiple, then the EAS matrix additive rates 
which generate the balance of the EAS revenue requirement 
not earned by regrouping should also reflect a business to
res idence service basic rate multiple rela tionship. 

Finally, Public Staff witness Gerringer testified that, 
even though United1s allo cated embedded EAS cost approac h 
might have merit where EAS already exists and no new EAS is 
pending or anticipated, the commissio n may de sire to further 
analyze this cost appro ach before adopting it since it is 
substantially different from the plans previously approved 
for and implemented by Carolina and Central. In particular, 
the question of the proper rate of return used to determine 
t he EAS revenu e  requirement should be studied. Kr. 
Gerringer recommended that a plan similar to that approved 
for Carolina and Central, with certain modifications ,  be 
approved for United. The suggested modifications consisted 
of: (1) increasing the EA.S a dditiv e rat es in t he Carolina 
matrix to produce a percentage change in revenues equal to 
the overall percentage change in revenues that the 
commission may grant United as a result of this rate case 
and (2) having two EAS matrices of a dditive rates, one for
business service and one for residence service, with the 
bu siness EAS additive rates being a ppro xima tel y 2. 5 times 
the residence EAS additive r at es in order to reflect the 
same multiple relationship between business one-party and 
res idence one-party basic rates that have previously existed 
and that the Publi c staff has r ecommended for United in this 
docket. 

Durin g the presentation of evidence here in, the Commission 
requested United to prepare a revised set of EAS matrix 
rates, using the assumption that business subscribers would 
pay a flat EAS rate equal to twice the resirlential rate for 
the same groups. such study was pr epared ana furnished to 
the Commissio n and the Public Staff on December 21, 1917.

Millard N. Carpenter, III, Rate Analyst of the Telephone 
Div is ion, testified regarding his evaluatio n  of the 
�pplicant 1 s proposals for changes in service charges and 
other nonrecurring charges. 11.r. Carpenter presented an 
alternate format for the application of ser vice charges 
which he recommended in lieu of the Applicant's proposal. 
Re recommended an i nc rease in the ser vice charges under that 
form at to at least the level proposed by the Applicant. !!!Ir. 
carpen ter also suggested that the installation charge for 
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jacks and the Schedule B charges foe long cords be reduced 
and that these charges b e  integrated vith the ba sic service 
charges. Be recommended that the proYisions for application 
of the jack charge reflected in his exhibit b e  aodified so 
as to be consistent with the provisions expected to be filed 
by Carolina before the end of the year. Rr. carpenter also 
proposed an end-of-period adjustment to nonrecurring charge 
units for use in additional revenue calculations. Re 
commented that t he company• s historic growth patterns might 
be influencei by repression of requests for service activity 
bot that he had no indication of hov sign ificant such 
repression ■ight be. 

Based on the t estimony and exhibit s of nr. Spink, !r. 
Willis, ftr. Gerringer, and Sr. carpenter, the Commission 
reaches t he following concl usions with rega rd to tariff 
provisions, rate s, and charges to be approved for United 
Telephone Company of the Carolinas, Inc. 

1. Basic Rate Schedule 

{a) The comaission concludes that the ratios 
between business and residence (2.5:1), key 
tru nks and business (1.2:1), and PBX trunks and 
business (2: 1) nov being utilized by Car oli na 
are just: and reasonable and appropr iate for use 
by United and that the bas ic local service 
rates contai ned in Appendix A attached to this 
Order sh ould be approved. 

(b) The Commi ssion con cludes t hat the .Carolina
format of 15 rate groups should be established
for United. 

(c) The commission concludes that an annual r eviev
of local exchange rates for re grouping is not
essen t ial to the maintenan ce of a reasonable
local rate st ructure based on relative value of 
se rvice. The Applicant's proposed tariff for
Rec lassificat ion and Updating of Groupings, EAS
Components, and Base Rat e Areas should, 
therefore, be disapproved. 

(d) The Commission con cludes th at a formal EAS plan
should be approved for United si.nce no such 
plan presently exist s; hovever, the Commission
declines at this time to deoart f ro11 the EAS
cost approach used to deveio p plans heretofor e 
approved for Carolina and central and, in that 
regard, concludes that use of United• s 
allocated embedded cost a pproach is not 
satisfactorily supported without further study 
and evidence. An RAS plan based on the 
Carolina plan and including the foregoing 
■edif ication s is contained in Appe ndix A. The 
plan contains two EAS addit iTe rate ma.trices, 
one for business service and one for residence 
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serYice, vhicb t�e Com■ission concludes are 
consistent vith the deter■ination of basic 
serYice group rat.es and shoa.ld be adopted. 
This plan, including the regrouping of 
reTenues,. produces approxi■ately 671 of the BAS 
reTenue requirement that Onlted1 s proposed E&S 
plan produced. Onited•s local serYice 
co■ponents vere adjusted accordingly to arriYe 
at the Co■pany•s total reTenue requireaent. 

2. service Charges

The Co■■issi on concludes that the serTice charge
schedttle contained in Appendix B should be
implemented substanti ally -as proposed by the Public
Sta ff since it provides a ■ore equitable basi� for
the application of serTice charges. The co■mission
concludes that the leTel of charges proposed by
Un ited is reasonable and that a schedule in the
format reco■mended by the Public Staff in  this docket
should be adopted. T he Com■ission recognizes that
the total of charges applicable for a giTen request
may vary from that filed by United, but the tvo
schedu les vill produce approximately the sa■e o•erall
re•enue. The commission concludes, that changes in
the n onrecurring charges for cords an� jacks should
be ■ade as  recommended by the Public Staff.

The co■mission concludes that the Public Staff's
proposal for an end-:of-period adjust■ent. to data
filed by United for use in calculation of additional
re venue to be obt ained fro■ changes in serTice
charges is appropriate and should be used in revenue
calcu.lati ons in this case. 

3. Other Local Serv ices

The Coa11ission 
applicable to 
eauip11ent and 
adjusted to the 

concludes that the rates and·charges 
miscella neous services, aui:ili ar]' 
similar service offerings should be 
levels shown in Appendix A. 

IT IS, THEREFORE, O�DERED: 

1. That United Telephone Company of the Carolinas, Inc.,
be, and hereby is, authorize d to adjust its !forth Carolina 
local e"Xchange telephone rates and charges as set forth 
bel ov to proauce, based upon stations and operations as of 
December 31, 1976, addi tional annual gross re•enues not to 
exceed $1,441, 039. 

2. That the rates, charges, and regulati ons set forth in
Appendices A and B attached hereto, vbich vi11 produce, 
bas ed upon stations and operations as of Dece■ber 31, 1976, 
a net incre ase in gross revenues of approxi■atelJ 
S1,QQ1,039, be, and hereby are, approved to be charged and 
implemented by the Applicant. The recurring ra tes, charges, 
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and associated regulations will become effective on serTice 
to be rendered on and after the date of this Order •. The 
nonrecurring rates, charges, and associated regulations vill 
become effective beginning vith service requested four days 
after the date of this Order. All proposed changes not 
reflected in the approved rates, charges, and regulations 
are hereby denied, and all rates, charges, and regulations 
not herein adjusted shall remain in full force and effect. 

3. That Dnited shall file the necessary revised tariffs
reflecting the changes in rates, charges ., and regulations 
shown in Appendices A and B vithin 10 days from the date of 
this Order. 

4. That United shall give notice to its customers of the
Commission•s actions herein by appropriate bil1 insert in 
the Company's next regular liilling statement. 

5. That United is hereby directed to perfor■ its own
analysis of busy season traffic study data accumulated for 
each central office and to take steps which will produce a 
more even distribution of traffic usage among line finder 
and connector switching groups. The Public Staff is 
requested to review the company's progress and to determine 
whether or not the Company's response is sufficient to 
achieve this objective by December 31, 1978. 

I SSOED BY ORDER 01' THE COUISSION. 

This the 20th day of !arch, 1978. 

(SEAL) 

NOTE: 

l<E2.!U! 

1 
2 
3 
q 
5 
6 

BORTH CAROLINA UTILITIES C08�ISSION 
Katherine!. Peele, Chief Clerk 

See part 
!ppen3.i x A
the Office

of Appendix A below. For the remainder 
and Appendix B, see the official order 
of the Chief clerk. 

of 
in 

APPENDIX A 

URITED TELEPHONE COftPANY OF THE CA.ROLIHAS, INC. 
DOCKET NO. P-9, SUB 138 

.J!!aIC LOCAL SERVICE 
EXCHANGE RATE GROy�� 

LOCAL EXCHANGE SERVICE RATE Q!!IPONENTS 

nonthlLL.2.csl Exchange�r.filL&2�R2!l!Ul! 

flain Stations 
.Uus p BX TJ:lllli 

0-1,000
1, 001-1, 40 0 
1,LJ01-2,000 
2,001-2,800 
2,801-LJ,OO O 
q, 001-5, 600 

Reside� 
Ind1 � 4-Pu 

7.05 6.20 5.65 
7.30 6.40 5.85 
7.55 6.65 6. 05
7.80 6.85 6.25 
8.05 7.05 6.45 
8.35 7.35 6.70 

Busines§ 
InL_ 2-l'ty 11.=n.I 

17.15 14.90 13.55 
17.80 15.45 14.05 
18.40 16.00 14.55 
19.05 16.55 15.05 
19.65 17.05 15.50 
20.40 17.70 16.10 



7 
B 
9 

10 
11 
12 
13 
1Q 
15 

U3. 2• 3 
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5, 601-8, 00 0 B.60 7.55 6.90 21.05 1B.30 16.60 
e,001-11,200 B.90 7.BO 7 .15 21. BO 1 B.95 17.20 

11,201-16,000 9.20 B.10 7.35 22.5 0 19.55 11.75 
16,00h22,QOO 9.55 B.QO 7.75 23.QO 20.35 1B.Q5
22,QOl-32,000 9.B5 B.65 7.90 2Q.15 21 .00 19.05
32,001�1111,eoo 10.20 B.95 B.15 25.00 21.75 19.75
44,801-6rJ,000 10.55 9.25 B .Q5 25.90 22.50 20.q5
6Q,001-B9,600 10.95 9.60 B.75 26.90 23.35 21.25 
B9,601-12B,OOO 11.35 9.95 9.10 27.90 2Q.25 22.05 

RECLASSIFYING !AID STATIONS 

When only one station is connected to a tvo-party 
line within the Base Bate Area, the co11pany ■ay, 
after 30 days' written notice to the subs�riber, 
reclassi f-Y the serTice to one-party and apply the 
applicable one-party rate. 

U3.2.Q RECLASSIFICATION OF GROUPINGS ARD BAS CO!POKENTS 

When extended area servic e  is to be established, 
tariffs shall be filed with the Korth Carolina 
Utilities commission at least One. aonth prior to the 
inauguration date of the service. Unless adTised 
otherwise, the tariff rate shall be those of the 
correc t rate�grOup and EAS component classif ication 
for the ayerage number of main stations r PBX t runksr 
and equivalents for the 12-month ,period prior to tvo 
■onths before the inauguration date of the service .

supporting information inc luding units r p resent and 
proposed rates and revenuesr changes in revenuesr 
and other pert inent information shall be provided 
necessary for a complete analysis. 

J&g!,_!!XCHANgE AND EXTENDED ARRA 

l!esigence 

.!!change I!!.!h.�.!l=llZ Bas 

Angier 11.35 9.95 9.10 1.BO 
Bonlee B.35 7.35 6. 7 0  1.20 
Carthage 9.55 B.qo 7. 7_5 1. 75
Fnguay-Varina 11.35 9.95 9.10 1. 55
Gibsonville 10.20 B.95 B.15 1.65
Goldston B.35 7.35 6.70 1. 25 
Kernersville 1 o. 95 9.60 8 . 75 1. 25
Pinehurst 9.20 B.10 7.35 1.60 
Pittsboro 7.80 6.85 6.25 
Robbins q_55 B.qo 7.75 1 .90 
Siler City B.35 7.35 6.70 .BO 
southern Pines 9. 20 B. 10 7.35 1.q5
Vass 9.20 B, 10 7.35 1. 75 
Whispering 9. 20 B.10 7.35 1.75

Pines 

SERV,ICE COftPONB"l'.� 

Business 

I!!.!1� Z=Pty Q-Pty 

27.90 2q.25 22.05 
20.40 17.70 16. 10 
23.QO 20.35 1B.Q5
27. 90 2Q. 25 22.05
25.00 21. 75 19.75
20. 40 17.70 16.10
26. 90 23.35 21.25
22.50 19.55 17. 75 
19.05 16. 55 15.05
23.40 20.35 1B.Q5
20.40 17.70 16.10
22.50 19.55 17.75 
22.50  19.55 17.75
22.50 19.55 17.75 

BAS 

4.55 
3.05 
q_q5 
3.95 
4.2 0 
3.20 
3.20 
Q.05

Q.BO 
2.05 
3.70 
4.45 
q_q5 
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DOCKET NO. P-53, SUB 41 

BEFORE THE NORTH CAROLINA UTILITIES co��ISSION 

In the nat ter of 
Joint Petition of Sandhill Telephone ) ORDEB APPROVING 
Company and Rid-Continent Telephone ) ACQUISITIOII' OF 
Corporation seeking Authority to ) SANDHILL TELEPBOll'B 
Transfer controlling Interest of Sand- ) CO!'IPARY BY RID-
hill Telephone Company to l CO'RTINERT TELEPHONE
!'lid-Continent Telephone Corporation ) CORPORATION 

BY THE COl'UUSSION: This ■attar comes before the 

Commission upon the joint application of sandhill Telephone 
Company through its counsel La■ont ·erovn and James E. 
Holshouser, Attorneys at Lav, Southern Pines, Horth Carolina 
28387, and !'lid-continent Telephone corporation th rough its 
counsel, George !cConnaughey, Attorney at Lav, Columbus, 
Ohio, and p. �ent Burns, Attorney at Lav, Raleigh, North 
Carolina 27602. The purpose of the ap plication vas to 
obtain approval of the acquisition of all of the outstanding 
vot ing comaon stock of Sandhill Telephone Co■pany 
(hereinafter "Sandhill") by lllid-Con tinent Telephone 
Corporation (hereinaft�r "!!id-Continent"). subsequent to 
the acquisition of the stock, Sandhill will continue to 
provide telephone serYice to the public as nov provided by 
it. 

Based upon the v erified application and the exhibits filed 
vith the application, the commission makes the following 

PINDIRGS OF FACT 

1. The !pplicant sandhill is engaged in the business of
providing telephone service to the poblic in the areas of 
Aberdeen and vagra11 and portions of Scotland, Hoke, and 
Ploore counties, Rorth Carolina, under a certificate of 
public convenience and necessity heretofore issued to it by 
the Com■ission. 

2. ft id-Continent is a telephone holding corporation
providing local and long distance seryice through 285 
ex changes of 23 operating subsidiaries in 12 st:ates. 'In 
North Carolina, 11id-Continen t owns and ope rates ftid-carolina 
Telephone Company which provides telephone serYice to oYer 
gq,ooo stations in all or parts of 16 worth Carolina 
counties. The territory served by S3ndhill is contiguous to 
ter ritories· nov being seryed by !lid-Carolina in !loore, 
Scotland. and Hoke Counties. Due to its size and operations 
in Borth Carolina and elsevhere, !lid-continent can proYide 
additional depth, engineering and technological expertise 
and continuity of management for Sandhill. 

3. That Earl o. Freeman, Ethel P. short, Plargaret s.
Freeman, Serline D. Freeman, and Rebecca P. Vagner, being 
all of the common stockhold�rs of Sandhill on the one hand 
and !lid-Continent on the other hand haTe executed a plan of 
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reorganization, a copy of which was attached as Exhi�it 1 
·and ■ade a part of the application., Pu�su ant to the, plan of
reor ganization, Rid-Continent will at the:closing,exchange
105,377 of the Toting coa■on stock of !lid-Continent for all
of the then outstanding capital stock of Sandhill. Sandhill
will then beeo■e a vholly-ovned subsidiary of Rid-continent
but Will continue to exist as at present as a separate
corporation.

4. That the subject application entails solely the.
transfer of personally owned shares b:, individnal 
sto·ctholders of Sandhill to lli'd-continent for !lid-continent 
shares and the transfer does not in any legal 11anner al ter 
or change the Operations of the ap·plicant as a separately 
incorporated publj;c utility in worth Carolina. The -property 
of Sandhill will continue to be reflected. on the ·books of 
Sandhill at its original cost abd the deter■ination of 
sandhill's rates will continue to be ■ade on the basis of 
Sandhill 1 s own revenues. expenses and inYestment·. 

CORCLlJS IOBS 

Based upon the foregoing Findings of Fact, the 
conclud es that the acquisition of all of the 
common stock o f  Sandhill by ftid-cont�nent: 

Co1111ission, 
outstanding 

(1) Is for a lawful object within -the corporate purposes
of the companies involYed in this transaction.,

(2) Is co11patit,.le .with the public interest •.

(3) rs consistent vith the proper perfor■ance by the
Petitioner Sandhill of i ts secYice obligation to the
public.

(q) 'l;i.11 not i�pair the ability of Sandhill 'to ·perfor11
such service.

(5) Is reasonably necessary an� appropriate for such
serTice to the public.

IT IS, THEREFORE, ORDERED that !id-Continent Telep�obe 
c orpotatioD be and it is hereby authorized to acquire all of 
the outstanding, co■mon stock of sandhill Telephone coapany 
as proposed in the application. 

IT IS FURTHER ORDERED that the Appl icant shall. sabmit to 
the Co■mi:ssion within 30 days after the consummation ,of the
transactions for which authority is herein granted a report 
setting forth the actions taken and transactions· consumaated 
pur suant to this .Order. 

ISSllED BY ORDER OP THE COftftISSION. 
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This the 28th day of June, 1978. 

(SE AL) 

NORTH CAROLINA UTILITIES CO!�ISSIOR 
Katherine flt. Peele, Chief Clerk 

DOCKET HO. P-58, Sob 111 

BEFORE THE NORTH CAROLINA UTILITIES CO!NISSIOR 

In the ftatter of 
Joint Application for ApproTal of a Sale ) ORDER GRANTIRG 
By Western Carolina Telephone Co., of ) AUTHORITY TO SELL 
Its Cooleemee Exchange to Yadkin Valley ) THE COOLEBf'JEE 
Telephone r-Jembership corporation ) TELEPHONE 

) EXCHAR GB 

BY THE COPHHSSI0N: This cause comes before the commission

upon a joint petition of �estern Caro�ina Telephone company 
("Vestern") and Yadkin Valley Tele phone l!embership 

Corporation ("Yadkin"), filed April 21, 1978, wherein 
approval of the Commission is sought for Western to sell its 
Cooleemee Exchange to Taakin. 

FIBDINGS OP FACT 

1. Western •s principal office and pl ace of business is 
in Weaverville, Buncombe County, North Carolina, and it is 
the owner of and operates telephone c ommunication facilities 
and teleph·one exc hanges in t he state of. North Carolina by 
virtue of permits, franchises and certificates of 
convenience and neces sity granted by this commissi on. 

2. Yadkin is a North Carolina cooperative corporation
engaged in the ownership and operation of telephone 
communication facilities a nd telephone exchanges in the 
State of North ca�olina. 

3. One of the telephone exchanges which Western owns and
oper ates in North Carolina is its Cooleemee Exchange 
("E:zchangen ). The boundaries of the Exchange are shown in a 
map entitled "E:zcbange service A.rea llap11 on fi le vith, this 
commission and which is attached to the Joint Applica tion 
and id entified as Exhibit A. 

q. Vestern serves approxiaat ely 1,005 subscribers within 
the EX:change, but t'be Exchange does not adjoin the re■a ining 
operating area of Western. Western•s nearest custo■er 
service off ice is in !larion, North Carolina, approxi■ately 
90 miles fro■ the E:1:change. Due to the size of the 
Exchange, it has not been economically feasible for Wes tern 
to keep the usual central office and outside· plant 
inst allation and mai�tenance force within the Exchange. 
With the e:me ption of one installer-repairman, the Exchange 

\is serviced by personnel of Western who must travel at least 
90 miles to the Exchange. 
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5. Yadkin' s ope_ratiug area is contiguous to that of the
Exchange. 

6. Western has agreed to sell and Yadkin bas agreed to
buy the Exchange upo_n the terms and conditions set forth in 
the agreeaent ("lgree•ent") att ached to the Joint 
Application and ·1aentified as E xhibit B. 

7. If Yadkin purchases
following v ith respect to 
Exchange: 

the Exchange, it vill do the 
telephone service vi thin the 

(a) continue existing Extended Area SerYice vith
t he BocksYille, worth .Carolina, Exchanges;

(b) Add Extend ed Area Serrice between Coolee■ee and
tadkin•s Advance. Davie and Ija■es exchange
areas in Davie county, Horth Carolina;

(c) Eliminate all party line serYice in an orderly
manner and offer only one party flat rate (no
zone or ■ileage charge) service in the Exchange
area; and

(d) Tariff charges for monthly serYice including
the Extended Area Ser'f'ice as aforesaid vill be
based on Yadkin 1 s existing rates charged
exchanges vith si■ilar local service and
Ext:ended Area service offerings vithin Tadkin's
operat ing area. The r ates presently charged by
Yadkin in similar exchanges within its
operating area are $7.45 p er month for One
Party Residence and. $12.25 per month for one
party Business.. coolee11ee•s present monthly
one party rat es are $12.1 O for residence and
$30.lJO .for business.

8. Western and Yadkin ha Ye received 
authority for 'the purchase and Sille of the 
accordance vith the terms and conditions of 
fro■ their respec tive Board of Directors, 
a nd/or 11e11bers. 

appropriate 
Exchange in 

the Agreement 
shareholders 

9. Yadkin receiV\:!!d written approval of the purchase and
sale of the Exchange in accordance vith the terms of the 
Agreement from the Bural Electrification Ad■inistration and 
the Borth Carolina Rural Electrification Authority. 

10. Yadkin has the facilities, the business experience,
and the financial ability to render telephone se r vice vithin 
t�e Exchange in a satisfactory manner. 

11. The proposed sale has had extensive public notice
through the Davie county Enterprize Record and several 
citizens ana g roups have writt en the commission recommendi�g 
that the sale be approved. Ho protests hawe been received. 
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CONCLUSIONS 

Prom a review and study of the 
material and other information in the 
the Commission i s  of the opinion and 
transaction herein proposed is: 

Petition, supporting 
Co11mission•s files, 

so concludes that the 

(a) For a lawful object within the corporate purposes of
Petitioners; 

(b) Compatible with the public interest;

(c) Necessary and appropriate for and consiste nt vith the
proper performance by Petitioners of their serYice to
the public and vill not impair their ability to
perform that service; and

(d) Reasonably necessary and appropriate for such 
purposes. 

IT IS, THEREFORE, ORDERED that Western Carolina Telephone 
company and Yadkin Valley Telephone ftembership Corporation 
be and they are hereby authorized. empowered and permitted 
under the terms and conditions se t forth in  the Joint 
Application as follows: 

1. To sell and purchas e. respectively.
accordance with the terms and conditions 
Exhibit B attached to the Joint Application. 

the Exchange in 
set forth i n  

2. To file vith this Commission. in 
verified report of actions taken and 
consummated pursuant to the authority herein 
the period of thirty (30) days following the 
the transactions authorized herein. 

duplicate. a 
transactions 

granted vithin 
c 0111 pleti on of 

ISSUED BY ORDER OP THE COl!l!USSIOK. 

This the 3rd day of !!lay. 1978. 

(SEAL) 
HORTH CAROLINA UTILITIES COMl!ISSIOB 
�atherine ft. Peele, Chie f Clerk 

DOC�ET RO. P-7, SOB 6 05 

BEFORE THE NORTH CAROLINA UTILITIES COMl!ISSIOH 

In the ftatter of 
petition of Edgecombe county Farm Bureau 
Requesting the North Caro1ina Utilities 
commission to Authorize Extended Area 
service Betwee n the Exchanges of Tarboro. 
Rocky nount. Pinetops. and Whitakers. 
Said Exchanges Being Located in Whole or 
in Part in Edgeco■be County, North 
Carolina 

ORDER TO 
ESTABLISH 
EXTEIIDBD AREA 
SERVICE; 
INVESTIGATION OF 
OPTIONAL KOR-EAS 
SERVICE 
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HEARD IH: Edgeco■he County courthonse 
Floor, St. Andrews Street, 
Carolina, on Tuesday, January 

courtroo■, 
Tarboro ,, 

2q, 1978 

second 
north 

BEFOBE: Co■missioner Edvard B. Hipp, P residing; and 
co■missioners Ben E. Roney and Leigh u. Bam■ond 

APPBARAIICES: 

For the Petitioner: 

George A. Goodvyn, Fountain & Goodvyn, P. o. 
Box 615, Tarboro, North Carolina 27801 

Charles T. Lane, Spruill, Trotter & Lane, P. o. 
Box 353, Rocky "aunt, Roeth Carolina 27801 

For Carolin a Telephone and Telegraph co■pany: 

William 
Aycock, 
27886 

w. Aycock, Jr., Taylor, Brinson & 
P. o. Box 308, Tarboro, North Carolina 

Par the co1111ission staff: 

Antoinette R. Wike, �ssistant co■■ ission 
Attorney, North Carolina Utilities commission, 
P. o. Box 991, Raleigh; North Carolina 27602

Appearing Individually - for Self: 

R. Brooks Peters, Attorney at Lav, 1012 Panola
Street, Tarboro, Borth Carolina 27886

BY THE COftftISSION: This proceeding vas instituted on 
October 20, 1977, by the filing of a Petition by Edgeco■be 
county Fara Burea u, requesting the Roeth Carolina Utilities 
commission to cause extended area telephone seryice (EASJ to 
be implemente d as soon as possible between the exchanges of 
Tarboro, Rocky l'!ount, Pinetops, and ihitalcers, so that toll 
free telephone service would be available between all areas 
and within a11 areas of Edgecombe county, Horth Carolina. 
The Petition had attached exhibits cont aining letters and 
resolutions supporting or jo ining in said Petition or 
supporting said  EA.S from 82 governmental sobdiYisions and 
community, civic, and religious organizations in the county, 
including governing boards and all major a gencies of the 
county, cities, and towns, 35 resolut ions or letters from 
business and ind ustrial firms and individual petitions in 
support of the 11.ain Petition signed by approxi■ately 5,000 
individuals. copies of the cover sheets listing the 82 
governmental or civic organizations and 35 businesses from 
the exhibits attached to the Petition are appended to this 
order as �ppendix A. 

�hile this formal 
1977, the Commission 

docket vas instituted on October 20, 
had receiYed extensive interest in 
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extended area telephone service in Edgecombe County dating 
back to April 1973 when the Commission received a request 
from numerous civic and business organizations in the county 
requesting exte nded area telephone service. Following 
prolonged d elays for studies of toll calli ng pa t:terns vi thin 
the county and the intervention of a general rate case for 
Carolina Telephone and Telegraph Company in 1975, the 
Commission receiv ed a toll calling study from Carolina 
Telephone and Telegraph Company for Edgecombe cou nty in July 
1977 shoving the toll calling patterns within the county. 

On November 18, 1977, the commission entered its Order 
setting the Petition of the Parm Bureau for public hearing 
in Tarboro, North Carolina, on January 24, 1978, and 
ordering publi c notice of the hearing and the proposed rates 
for the extended area telephon e serv ice in the exchang es to 
bE published in ne wspapers hav ing general circulation in the 
county. 

The public he aring vas held as s cheduled on January 24, 
1978, in the Superior courtroom in the Edgecombe courthouse, 
Tarboro, Nort h Carolina, an d reflected widespread interest 
on the part of the public by attendance filling the 
courtroom, with standees on all sides and in the hall. 

The Pet itioner Farm Bureau offered the testimony of 50 
witnesses in support of the Petition, including the 
tes timony of public officials a nd electe d representatives of 
numerous government.al agenci es and p.:>litical subdivi sions as 
shown below in the capacity of their office or as official 
representa tives of said governmental agencies and political 
subdivisions and community, civic, and religious 
or ganizations and business and industrial fir11s. 

Carolina Telephone and Telegraph Company offered tvo 
witnesses in support of the company's stat ed position that 
it vas neutral as t o  the 11.eri ts of extended area tele phone 
service but that it supported a vote of the subscribers on 
the issue. 

Six indiv idual telephone subscribers, including one 
telephone company employee and an attorney representing 
himself, testified as public witnesses primarily in support 
of a vote by the subscribers on ex:tended area telephone 
serTice, with tvo of said subscribers being in fa var of EAS, 
two against EAS, and tvo expressing no position on the 
mer its of EAS. 

The Elm City Ruritan Club appeared independently through a 
witness in support. of extended area telephone service. 

The Company offered for the commission's files certain 
responses which it received to a letter it mailed to its 
subscribers on January 12, 1978, as vill be more fully 
described hereinafter, consisting of 1,072 letters re ported 
as being 11.85% in favor of EAS, 87.781 oppos ed, and .JI 
undecided. The Company had received 422 t elephone calls in 
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response to its letter of January 12, 1978, of which 761 
vere opposed to EAS, 21, in faYor, and 21 undecided. The 
Company further offered petitions vbich it stated it had 
received in response to said letter containing 1,020 na■es 
against. EAS and four names for BAS. 

Ro governmental agency, political subdivision, or civic, 
community, or religious organizations in Edgeco■be County or 
elsewhere appeared to present any resolution opposed to the 
Petition for extended area telephone service. 

By letter dated January 25, 1978, the Tovn of Tarboro 
filed a copy of a resolution, adopted by the Town council on 
January 23, 1978, that the EAS issue should be sub■itted to  
a vote of the affected subscribers. 

At the conclusion of each party's direct presentation, the 
co■mission accepted a tender by persons present in the 
courtroom in support of the respective positions as follows: 
163 in support of the Petition for extended area telephone 
service and 21 against extended area telephone service. The 
roster of persons included the following witnesses presented 
by the parties or appearing on their own behalf: 

WITNESSES TESTIFYING FOR THE FAR� BUREAU PETITION FOR EAS 

(a) COUNTY, STA TB

Chairman, Edgecombe county Board of coa.■issioners
Sember, Edgecombe County commissioners
Two members of H. c. Hoose of Representatives,

Edge combe county
Sheriff, Edgecombe county
Retired Clerk of Soperioi::: Cour t
County Extension Chairman, N. c. Ag ricultu ral

Extension Service
Former county Extension chairman
Sgt. of Plr■s, B. c. House of RepresentatiYes
?armer Home Economics Agent
Representative, ASCS state Co■■ittee
Executive Vice President., Tarboro-Edgeco■be county

Development 

(b) CITY

ffayor and Sayor Pro Tem, Rocky ftount
n:ember of city Council, Rocky l!ount
nayor, l!accles field
Chairman, Tarboro Planning Board and Zoning

commission 

(C) g;J!Q!!!,

Superintendent, Edgecombe County School System
Principal, Living Hope Primary School, �acclesfield
Principal, North Edgecombe High School
Special Reading ,Supervisor,.· Edgecombe count.y Schools
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Basketball Coach 
Tvo school teachers 

TELEPHONE 

(d) "EDICAUJ!D SOCIAL SERVICES

Director, Edgecombe county Health Department
President, Tarboro Clinic
Administrative Officer, Edgecombe-Nash nental Health

Center 
Registered Nurse, Home H ealth Supervisor, Edgecombe 

County Health Department 
Director, Edgecombe county Department of Social 

Services 

(e) COftftDllllh_BUSIJ!ESS

President, Edgecoab·e county Parm Bureau 
Presiient, Rocky !aunt Cha■ber of Com■erce 
chairman of Board and President, Planters National 

Bank 
Partner, Peoples Warehouse, Tarboro 
Executive Vice President, Peoples Bank and Trust 

Co■pany 
Vice President, Planters Bank and Trust company 
president and General Planager, Coastal Plains 

Broadcasting co. 
owner, Tractor Co�pan y. Bocky Mount 
President. Charter Associates, and spokesman for 

Rocky !lount Board of Realtors 
nember of Board of Directors. Rocky !lonnt chamber of 

Co■11erce 
Pinetops, rnsnrance and Real Estate 
Tarb oro, Civic Worker 
Bethel, Parmer 
Tarboro, Parmer and Pr eacher 
Tarboro, Parmer 
Rock.y noun t, Tax Lister and Farmer 
Whitakers, 1'araer and operator of tvo busi nesses 
President and General !lanager, Far■ Eqnip•ent and 

Truck Franchise, Rocky nount 
vice President and General &anager, Tri-Che mical 

c·o11pany, Tarboro 
eo•eraaker, Tarboro 

NOW-FAR! BUREAU WITNESSES-SUPPORT VOTE OF SUBSCRIBERS 

Retired, "e•ber of Senior Citizens Club of Bobin son 
Center 

E■ployee. CT&T 
Attorney 
eonsevife, Tarboro 
Pastor, Trinity Baptist Church,. Tarboro 
Tarboro Subscriber 
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District co■■ercial !anager. CT&T. Bocty Boant 
Vice President. CT&T. Tarboro 

The aboY e spokesaen for !dgeco■be county. the Sheriff and 
county co■■issioners, the officials of the Yarioas health 
service organizations serYing the pablic, and the officials 
of the school syste�s ser•ing Edgecombe county, together 
vith the rep resentatiYes of the co■aunity organizations and 
civic organi�ations, as shown aboYe, all unifor■lY presented 
a request of the overvhelaing preponderance of the 
responsible leadership of the county in requesting EAS in 
order to proyide better serTices in law enforcement, public 
education, and medical health facilities vhicb are essential 
to all of the people of the county. They de■onstrated a 
unified public position supporting the need for an ·adequate 
public telephone co■■anicat.ions service throughout the 
cou nt.y .. 

The combined witnesses supporting t.he Petition 
demonstrated many and Taried specific instances wherein the 
long distance toll charges nov in e xistence between said 
fou r ,exchanges substantially inhibit telephone 
commun ications between the various parts of � county 
through reluctance of subscribers to place toll calls .. 
Instances vere related in vhich schisms and differences hawe 
been established vi thin couuni ties J:,ased upon the boundary 
lines between t.he exchanges through the added cost of toll 
calls across the boundary lines. Instances vere related by 
health officials vhere patients and me■bers of the public 
defer and postpone needed communications to doctors and 
health serwices because of the toll cha rges vhen adequate 
and reasonable telephon e servic e vould aid in preventing 
greater health problems and safety problems. Teachers and 
parents demonstrated the need for communica tion betveen 
schools and parents and the students• homes.. Is an exa■ple. 
601 of the students of North Edgeco11be High School vould 
have to place a long distance call to call ho■e in an 
e■ergency or for ordinary needs of co■■unications. 
Instances vere related vhere eight "agistrates of Edgeco■be 
County are inhibited by toll calls fro• reasonable and 
necessary access to the county officials in the 
administration of justice in Edgecombe county. Instances 
ver e described in vhich doctors haYe required persons liwing 
alone to haTe a telephone or go to a nursing hoae because of 
health problems. Instances vere related where the lov 
income citizens nov vi thout telephones. ewen under t:he 
present rates, vere reluctant to borrow neighbors• 
telephones and merchants' telephones because of  the toll 
charge incurred on their ca 11s.. over tvo-thirds of the 
county population vould have to place a long distance call 
to reach the county seat and the various goTernmental 
services and functions provided from the county seat. 

Estimates vere ■ade to a meeting of county com■issioners 
that ez:tended area service would result in 30 times the 
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number of calls being placed betveen the four exchanges as 
are nov placed under the long distance charge systea and, 
thus, the citizens of Edgeco■be County are being inhibited 
from 11.aking 29 out of every 30 calls that they would like to 
make because of the toll charge �n the calls. 

Based upon the evidence of record and the public hearing 
held as above: recited, the Commission makes the following 

PINDIHGS OP PACT 

1. That Carolina Telephone and Telegraph Coapany (CT&T) 
holds a franchise issued by the Utilities Co■11ission 
pursuant to the North Carolina Public rrtilities Act to 
provide telephone and other telecommunications serYice 
throughout Edgecombe county, Roeth Carolina, and is 
obliga tea by said let and said franchise to proTide 
aaequate, just, and reasonable service to all residents, 
occupants, citizens, and others needing telephone service in 
Edgecombe county at just and reasonable rates. 

2. That CT&T has provided such telephone ',service in
Edgecombe county by establishing four separa te telephone 
exchanges at four different towns in Edgecombe county, to 
vit, Tarboro, Rocky !ount, Pinetops, and Rhitakers, and bas 
div ided Edgecombe county by exchange boundaries into four 
separate areas. Under the present rates and tariff rules of 
CT&T, the t elephone subscribers within each of said four 
boundary districts can call only those subscribers vithin 
their ovn district at the regular monthly telephone 
subscriber rates and any call placed from one of said 
exchange areas to another of said exchange areas ■ust be 
made under long distance toll charge tariffs, with the sole 
exception of calls between Rocky �aunt and Whitakers vhere 
e1:t ended area service vas established se veral years ago. 

3. That adequate telepho_�e :,jand telecommunications 
service is essential to the comD!_unit

1
y of interest vitbi n 

Edgecombe County and to the public schools and health 
facilities and in the protection of the public through 
efficient lav enforcement in Edgecombe county and toll free 
use of telephone service throughout the county is in the 
public interest. 

4. That the present four separate exchanges in Edgecoabe
County vi th toll charges for calls between the el'.changes 
ovet and above the regular monthly subscription rates i■pose 
undue lim itations upon.the use of and administration of the 
health facilities, the schools, and the lav enforce■ent. 
facilities by the citizens and reside nts of !dgeco■be county 
and consti tute an unreasonable rate li11itat.ion and an 
unreasonabl e se�Tice li■itation on the telephone service in 
Edgecombe county'based upon the special circu■stances of the 
co■munity of interest betveen said exchanges in Edgeco■be 
County. 
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5.. That the p11bllc interest reguir_es that such four 
ezcbanges in Bdgecoabe County be lin�ed t9getber for to11 
free eztended area ser•ice betveen said e,zchanges at the 
regular monthly subscription , rates co■puted under the 
extended area serwice rate for■ula .. vhich _cT&T has on file . 
vith the Cc■aission or such other.special countyui�e· serYiCe 
rate formula as aay be in .effect at the tiae such -toll free 
serYice .11ight be�i■pleaen_t:ed pursuant to this order. 

6. •- That CT&T has pending. before the co■■ission . an
application for a g8nera1 rate increase and the effect of 
any provision of _countyvide toll free .calling in Bdgecoabe 
county can be considered upon its general rate structure and 
its tariff rules and regulations and CT&T can be proYided 
such rate of return upon .its oYerall inYest•ent as is 
required by lav'in said general.rate.case and CT&T•s overall 
re•enue require■ents vill not be ad.ersely affected by any 
toll free county calling ser•ice in Edgecombe county., 
inas•uch as the eitended area serTice vill not be or cannot· 
be complet ely .i11p,l_e�iited vithi.n the .period of tiae .provided 
by lav for tbe.deci�on,of such general.rate case •. 

7. That the Coallission takes officia1 notice of its
records shoving that CT&T is a party to Proceedings in 
Docket Ho. P-100 •. sub QS• nOv pending before the Co11■i:!!_Sion 
for an increase in �o�l rates and charges throughout Korth 
Carolina. includ�ng ·increases between said e xchanges in 
Edgeco■be County.� To the extent that said i�creases are 
allowed. the. use of telephone service in  Bdgeco■be .county 
vill be further inhibited by said increases in toll rates 
over and above those toll charges now in effect and said 
· toll increases vi11 further aggravate and es:acei:'bat.e the
adv erse effect of the present four bounda ries li■iting toll
free serTice in· Edgeco■be county and requiring long.distance
calls between said boundaries. The pending toll Case seeks
to increase the. present charge for a three-minute .person-to
person call from Rocky !ount to Pinetops from 95¢ to $1.30;
from Rocky !fount to Tarboro from 95¢ to $1'.30; from
Whitakers to, Pinetops from $1.20 to $1 _. 55; fr om Tarboro to
Whitakers from S1.15 tQ $1.50; and from Tarboro to Pinetops
from 80¢' to s1.10. with increases averaging in es:cess of 301
over the present rates between said es:changes.

COHCLUSIONS 

The Com11ission concludes from all of the evidence and. fro■ 
the Findings of Pact based the�eob ·that th� public interest 
requires that toll free calling be established between the 
four es:changes in Edgecombe county in order to maintain 
adequate communications s�rYice required in providing for 
the health. the .schoqls, and lav enforce■ent in Edgeco■be 
county. 

The doctors, hospitals. an d clin·ics i n  Edgecombe County 
haT e .testified as to the Deed for toll free calling to 
maintain adequate health. standards in Edgeco■be County.· 
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The school officials have testified to the need to 
maintain essential communications between the schools and 
the homes of  students and employees and between the homes of 
students in order to provide high quality school 
administration and high educat ional standards. 

Tbe Sheriff and the former clerk of Superior court have 
testified to the need for toll free calling in the 
administration of justice, in the protection of the citizens 
of Edgecombe County, and in the enforcement of law and order 
in Edgecombe County. 

In addition to the above e ssential public services in 
Edqecomhe County which need extended area service for 
adequate telecommunications service, the cross se=tion of 
governmental leaders, commu nity leaders, an d agricultural 
and religious leaders has demonstrated th e need for the 
overall commu nity good to maintain good telec ommunications 
service and the elimination of toll charges betve�n the four 
exchanges. Based upon the overwhe lming need for extended 
area service d.emon strated by the unanimous s u pport of all 
t.he ele cted officials of Edgecomb� county who appeared at 
the public hearing, the commission concludes that the public 
hearing has de monstrated beyond question the need for the 
exte nded are� serv i ce in Edge combe County. 

�n example of the effect of these area boundaries is the 
Old Sparta communi ty which is d.-ivided by the boundary 
between the Tarboro and Pinetops exchanges. One-h alf of Old 
Sparta is i n  the Tarboro exchan ge and one-half is in the 
Pinetops exchange with a long distance toll charge for any 
use of the telephone between neighbors vithin the same 
community. Neighbors are reduced to confining most of their 
social activit ies to those subscribers livinq on th eir side 
of the boundary because it cost $.80 to call a neighbor on 
the other side (person-to-pers on daytime rate, first three 
min ute s, with increase on file to $1.10). The Commission 
concludes that this is not adequate te lephone service and 
that t hese harriers must be eliminated to remove the adve rse 
effects of th e pre se nt boundary system .. 

The commission has re vi ewed the communication from CT&T to 
its subscribers dated January 12, 1978, and conc ludes that 
it vould be very difficul t, if not impossible under the 
circumstances, to s ecure impactial or objective 
consideration of EAS by many of the telephone subscribers in 
Edgecombe County. CT&T has its home office in Tarboro and 
its main district office in Rocky Mount, and its vice 
president testified a t  the hearing that the Company was not 
mating as good a rate of re turn on EAS service as it vas on 
its other business. The letter sets out t he increased EAS 
rat.es filed in the Company• s rate filing nov pending before 
-the Commission which has not been appro ved. The letter 
advised customers hov to atten d the hearing or write the 
Company r egarding their position on said rates and suggeste d 
in said communication that many s u bs cribers cannot pay EAS 
rates and would b e  Paying extra rates when they do not make 
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long distance calls between the e%changes. The subscribers 
were not aclvised i n  said letter of the proposed 301 increase 
in the toll charges between said exchanges now pe nding 
before the Commission, and the subscribers have been 
presented only with the chart shoving a large E�S surcharge 
at Pinetops and �arboro compared to much smaller increases 
for Rocky Mount and Whitakers without any disclosut"e that 
said surcharge would apply based upon a rate formula 
establishing said EAS rates to bring all four exchanges up 
to the same group 12 monthly rates with a mileage charge 
factor added in the $8.90 a month to $9.60 a month range for 
one-party residential servi ce. 

It is true t h at customers can make sh tion-to-station 
calls at rates substantially ch eaper than person-to-p erson, 
but there is testimony in this case that bas established the 
current viev of a station-to-station call to try to reach 
specific persons as a form of Russian roulette, to incur 
reduced but often wasted charges in the hope of reaching a 
person who you are gambling may be available to the 
telephone. 

�any of the witnesses at the public hearing who had by 
letter supp orted a submission of the EAS question to the 
subscribers testified that they understood that vas the only 
vay to secure extended area service anti did not know that 
the commission could order extende d area service upon its 
ovn studies or upon a public hearing anol amended their 
letters �t the hearing to request the action be decided by 
t be Commission. 

Businessmen and employers testified as to the need for EAS 
so that their customers and emplo yees could call them 
without· a toll charge and so that they co uld call their 
customers anti employees as neede�. 

The commission takes official notice that new developments 
are constantly being made in central office equipment and in 
trunk cables so that it is possible for new me thods to be 
developed establishing extended area service between these 
exchanges. It is estimated that it takes tvo years for such 
large conversions to extended area service during which time 
CTET ca n work to effect economies of scale in this large 
conversion W"ith the new developments in the art of 
telephony. 

The Commission calls upon the Public Staff to assist it 
and upon CT&T to cooperate in an investigation of optional 
methods of serving those subscribers in Edgecombe County who 
do not vant full service toll free calling between said 
exchanges by providing some method of limited scope single 
exchange non-EAS service or lifeline limi ted calling 
service. By the time the extended area service i s  
implement ed in approximatel y two years, the commission, 
Pub lic Staff, an d the t elephone compa ny a re enjoined and 
encouraged to have available for those customers who do not 
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desire the regular toll free ElS calling service such an 
optional limited scope subscription rate. 

The community of interest in good telephone service of all 
of Edgecombe County must prevail over the desires of some 
who do not make frequent calls to the other areas of the 
county. �any of the objections to E�S come from customers 
in the Tarboro exchange area who can presently call the 
Pdgecombe County seat toll free and, thus, do no t desire to 
support the netwo rk for other citizens of the county to have 
the same service. These subscribers vill still receive 
large benefits from the extended area service fr om the 
better efficiency of their county government and its 
community health and schools and lav enforcement and from a 
total community made better by good telecommunications 
s ervice. They will also ha.ve the right to call three nev 
areas toll free and, th us, open nev associations that hav e 
been stifled by long distance toll inhibitions and will no 
longer be inhibited from taking part in community and county 
development,. The commission will investigate nev tariff 
provisions for these customers to retain the right to 
limited scope calling at the old ra tes, providing a 
reasonable means for such service can be est:1.blished .. 

The commission has on previous occas ions required. that 
extended area service be provi ded where it finas that the 
community of interest between the exchanges involved i s  so 
developed and the need for such EAS serv ice is so 
demonstrated that it can be d etermined in a public hearing. 
The elected officials of Edgecombe County and t he public in 
their support of the Petition in this case have so 
demonstrated a community of interest and a need for extended 
area service vi thin the county. The commission has 
informally ut ilized a postal vote on other occasions to seek 
an indication of the support in a community for EAS when it  
could not make a determination from the available facts. -It 
is not applicable in the Edgecombe County situation. For 
t he commission not to order that EAS he crovided after the 
evidence a t  the public hearing in fhis case would be 
inconsistent vith its obligation to require adequate 
service. 

Long distance toll charges can constitute a vedge between 
the homogeneous nature of the tota l community by the 
inhibition built into the high toll charges and the pending 
application to further increase these charges 30t. The 
medical, social, and economic cost of calls not made can 
create serious problems. The Commission has already tarried 
too long in providing this service first requested in 1973. 

The democratic process includes the recognition of 
citizens to speak through their elected leaders and in 
public hearings where fair opportunit y is given· to air all 
views. The public hearing in this case has spoken loud and 
clear that the overall community of Edgecombe county wants 
and needs extended area service. The elected leaders of the 
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county and the publi c hav e spoken to shov the public need 
f or extended area service. 

The C ommission concludes that the toll calling syste■ 
places an unreason able burden upon the health, education, 
and la v enforcement services to the public and on the 
dev elopment of Edgecombe county as an integral community 
and, ther efore, that EII.S should no longer be withheld from 
the county. 

IT IS, THEREFORE, ORDEFED AS FOLLOWS: 

1. That Carolina Telephone and Telegraph Company is 
hereby ordered and directed to establish ex tended area 
service for toll free calling between the exchanges of Rocky 
"aunt, Tarboro, Whitakers, and Pine tops in Edgecombe county, 
North Carolina, at the earliest practicable time for 
completion and implementation for such service. 

2. That CT&T shall file with the Commission within 30 
days after the issuance of this Order a time schedule for 
i mplementa lion of said EAS between Rocky ftount, Tarboro, 
Pinetops, an1 Whitakers at the earliest practical date. 

3 .. That the Public Staff is requested and CT&T is 
ordered to investiqate option al methods of serving any 
subscribers in Edgecombe county vho do no t vant extended 
area service by some meth od of limited scope single exchange 
non-EAS for the exchange boundary within which the y ar e 
l ocated, at rates based upon the calling scope of said 
exchange, and to report to the commission vithin 12 months 
following the issu ance of this Order as to the results of 
said inve stiqation. 

4. That the rates which CT&T shall charge for the 
extended area service betwee n  said four exchanges as 
provided in paragraph 1. hereof be fixed in accordance with 
ra tes and tariffs appro ved by the commission at the time of 
the implementation of said extended area service under the 
hest and most modern methods of installati on of said serYice 
in Edgecombe cou nty, considering that said service is 
ess ential and in the public inter est in the establishment of 
a dequate stand ards for gua lity oi: service una.er the 
circumstances in sai d county. 

ISSUED BY ORDER OF THE COMMISSION. 

This the 7th day of March, 1978. 

NORTH CAROLINA UTILITIES COMMISSION 
Katherine ft. Peele , Chief Clerk 

(SRAL) 
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UPENDIX A 

'EXTENDED AR EA SERVICE 

City of P.aCky Hount, Frederick E. Turnage,. Playor 
Rocky �aunt City Schools,. Ben P. Currin, Superintendent 
Rocky ftount City Board of Education, Ben P. Currin, 

Secretary 
�llen Barbee, House of Representatives, Spring Hope, R. c. 
James E. Exxell, Jr., House of Represent atives, Rocky Mount 
wm. E. Hovell, Region L., Council of Governments 
Leon A. Dunn, Jr., Chairman & President, Guardian care, 

Rocky nount 
Larry H .. Dempsey, DDS 11s, Vice Preside nt,, NEH Dental Society 

(Rash, Edgecombe, Halifax) 
Opportunities Industrialization Center, Inc. 
opportunities Industrialization Center, Inc., Stanley Green, 

Chairman of the Board 
Thomas L. Walker, Pastor of Ebenezer Baptist Church 
Citizens savings & Loan Association, Robert p. Th ompson, 

President 
Planters National Bank & Trust, James B. Powers, Chairman & 

President 
United Federal savings & Loan, Henry Gregory, Chairman of 

the Board 
Carolina Production Credit Association, Thomas n. Eatman,  

President 
Guy E. Barnes, Peoples Warehouse 
Home Savings & Loan Association, Theo ff. Pitt, Jr., 

?resident 
The Rocky Pfount Ch amber of Commerce 
l!r. E r!rs. J. R. Johnson 
�ichael J. Anderson - Thorp a nd Anderson, Attorneys at Lav 
senator Vernon E. White - Sixth District 
Senator Julian R. Allsbrook - sixth District 
Senator Dallas L. Alford, Jr. - Seventh District 

T av n of Tarboro 
Edgecombe County Board of Education, Lee B. Hall 
Tarboro ·city Board of Education, E. Baxter Watkins, Chair■an 
Edgecombe Technica l :Institute, Charles B. Plcint yre, 

President 
Tarboro city Schools, Philip L. Beaman, Superin tendent 
county Extension Chairman, Joe L. Perry 
Alcoholic Beverage Control Board, rt. E. Webb, Chi ef Lav 

Enforcement Officer 
Tarboro Edgecombe Development Corporation, Peyton Beery, 

President 
Edgecombe ftartin County Electric ftembership corp., Leslie 

Rucker, Vice President 
Edgecombe ftartin county Electric ftembership corp., Alice 

"ilson, President, Women •s commit tee 
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Department of Social sert'ices. Jessie E. Worthington, 
Chairman of the Board 

689 

Edgeco9be county Department of Soc:ial SerTices, Claudia a. 
Edvards, Director 

Annie Lee Hovell, American Bed cross 
Phil Ellis, Sheriff o f  Edgecombe county 
Mrs. v. H. creech, Jr., Chairman of Edgeco■be County 

Bicentennial Coll■ission 
Plary Jo P. Godwin, Director of Edgecombe County !le■orial 

Library 
George G. Cherry, Jr., secretary of Edgeco■be county 

Pire■en•s Association 
Dr. James s. Bramham, Optometrist, Tarboro 
Dale Nevton, a.n., Tarboro Clinic 
Hugh G. Young, RPH, Edgeco■be County Health Director 
P. w. Avery, n.n., Laboratory Director, Edgeco■be General

Hospital 
�avrence Pl. Cutchin, n.o., President & Bedical Director, 

Tarboro Clinic 
E. e. Coggin, Administrator of Guardian Care Nursing Home.

Tarboro
Jay Carl Jones, III, Director of Administration of Health 

Educat ion Foundation 
Ifs. Virginia Tate, Director of Horsing �ctivities, Health 

Education Foundation 
Helen Cleveland, Area D i rector, Edgecombe-Nash ftental Health 

center 
Tarboro chamber of commerce, s. Clark Jenkins, President 
George L. Proctor, owner of Clark's Tobacco warehouse 
James H. Long, Vice President, r.ong Manufacturing co. 
w. Eugene Simmons, Tarboro, Partner-Peoples Warehouse in

Rocky l!ount
Edgecombe credit onion Board of Directors, Clifton Bullock, 

President 
Burlington sportsvear, Ta rboro, David n. Pittman, Plant 

!!anage r 
Car olina Enterprises, Inc., J ames F. King, Jr., Vice 

President 
Runneym.ede Kills, Inc., Yancey Elliott, Jr., Sec-Treas. 
Formica Corporation, F. T. Costello, Plant Manager 
Gl enoit �ills, Inc., John P. Wolf, Plant ftanager 
East Tarboro Citizens League, Dr. ft. A. Ray, President 
Loyal Oeder of the ftoose, c. v. Derby, Governor 
Tarboro Women of the noose, Nancy E. Derby, Senior Begent 
Tarboro Lions Club, Tom Lancas ter, President 
T arboro woman's Clnb, Hary K. Graham, President 
Tarboro Business & Professional women's Clab, Inc., 

Executi ve Board 
Pilot club of Tarboro, Frances s. Davenport, S ecretary 
Rotary Club of Tarboro, D. David Ph illips, Secretary 
Edgecombe County Farm Bureau, R. R. Brake, Jr., President 
Eugen ia P. va nLandingham, Retired Home Economics Extension 

Agent 
Vernon L. Pollard, Tarboro 
Hrs . Jane Jernigan, Tarboro 
ftary E. Brever , Tarboro 
Evelyn Sha v Wilson 
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"ary P. Harrison 
Dorothy Webb 
Gladys Shelton Pitt 
Ada P .. Williams 

llESTERH AREA OF EDGEC0!1BE 

TELEPHONE 

West Edgecombe Pire Department, Paul L. Harrell, President 
West Edgecombe School, Cecil E. Long, Principal 
'Rest Edgecombe Raritan Club, Donalf Russ, Secretary 
Proctors Chapel Baptist Church, Isabel L. Harper, Church 

Clerk 
'A'est Edgecombe l'lotor Sales, H. G. Quincy 
Margaret B. Quincy, Rt. 3, Tarboro 
Ruth D. Cherry, Rt. 2, Rocky Sount 
William H. Brake, Farmer & Chairman of the Edgecombe county 

Board of Educati on 
Rilliam H. Stanley, President, Peoples Bank and Trust 

Company 
William L. Thorpe, Attor ney at Lav 
Edgecombe County Board of Elect ions, George A. Goodwyn, 

Chairman 

Tarboro City council, Dave Taylor, city Ma nager 

SOUTHERN ABEA OF EDGECO"BE COUNTY 

Town of Pinetops, w. E. Phillips, Jr., ffayor 
South Edgecombe School, Coye Levis, Principal 
G. w. Carver Eleme ntary Sc hool, Thomas Bogue, Pr incipal
South Edgecombe Rural Fi re Depart■ent, A. J. D rake, chief
Pi netops Police Department, Kilton Carlton, Chief
Pinetops Fire Department, Robert E. Varnel l, Chief
Pinetops Rescue squad, Steve Burress, Captain
Boxmaker, Division of Rexham Corp., R. �llen Reed, Plant

Kanager 
Hickory Spring s "anufacturing Co., Don nie Skinne r, Plant 

?!anager 
Cobb !Cit'tre11 & Coker Agency, c. Earl Coker 
Gaea Kanufacturing, Inc., John A. Gaither, President 
J. v. Cobb, Jr., Pinetops
Norfleet L. Sugg, Vice President of Planters National Bank
J. Phil C�rlton, secretar y, Cri me cont rol & Public Safety
Pa� 1 Deal, Pinetops

Town of Racclesfield, R. L. Corbett, Jr., l!ayor Pro Te11 
Living Hope Elementary School, Bobby G. Spencer, Principal 
Dr. J. Edwin D rew, !!acclesfield 
First Christian Church, James w. Johnson, ffiniste r 
nacclesfield Lion s Club, B ill Johnson, President 
1_11acclesfield Lions Club, Balph A'. Winstead, Secretary-

Treasurer 
Macclesfield Woman•s Club, ftrs. Ralph Winstead , P resident 
Old Sparta Communi �y Development, ?!rs. l'lur r ay Edwards, 

President, l'lrs. ollen Johnson, secretary 
Southern Bank & Trust co., ?!acclesfield, H. Wayne Allen, 

Cashier 
!Country Kitchen, Placclesfield r w. B. Felton 
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J. E. Eagles, & Co., Crisp, Joe E. Eagles 
9acclesfield Red & White Grocery-Edvard E. Rose, 

Charles E •. Ba rne s 
Allen oragline service, Dan Allen 
J. T. Winstead & co., 9r. and 9rs. Ralph Winstead, 

Placclesfield 
Etheridge Sales & service, Paul Etheridge, Placclesfield 

NORTHERN ARPA OF EDGECO�BB COUNTY 

Tovn of Whitakers 
Felix J. Plorton, Principal, Villov Grove Elementary School 
Phillips Elementary School, David E. Smoot, Principal 
North Edgecombe School, Gregory T. Todd, Principal 
Coker Wimberly Elementary school, James H. Tyson, Principal 
Leggett Rarita n Club, Thomas B. Anderson, Pr esident 
Leggett community organi�ation, Anthony Pender, President 
Leggett Homemakers, Bessie Pender, President 
Henry 9. Kilgrom, Inc., Battleboro 
Nina w. Fountain, Rt. 2, Tarboro 
Susie Pender, Rt. 2, Tarboro 
s. T. Pender, Rt. 2, Tarboro
Bessie Pender, Rt. 2, Tarboro
Ralph Brake, Jr., Rt. 2, Battleboro
Frank P. Phlysh
Frank D. Fisher, Jr., Battleboro
Bennie W. Brake, Rt. 2, Battleboro
c. J. 'llooten, Jr.
R. H. ftarriott, Jr., Rt. 2, Battleboro
Bruce Flye, Rt. 2, Battleboro
A. T. Th ompson, Jr., Rt. 1, Whitakers.
Robert Hendricks, Rt. 2, Battleboro

EASTERN AREA OF EDGECOftBE COUNTY 

T cw n of Conetoe, James B .. Bryant,. ftayor 
Town of Speed, May or Eben Jones 
Bryants Garage , Conetoe, J. B. Bryant 
Webb Equipment co.,. Rt. 1, Tarboro,. E. Brooks Webb ,. !!gr. 
Conetoe Supply co.,. Wilbur Harris,. President 
Tom Togs, Inc., Hwy. 6Q East, Tom Glennon, President 
AG Products Corp., Conetoe, H. 'ii'. Worsley, General �anager 
Conetoe Ruritan Club, R. W. Worsley, Secretary 
Speed Homemakers Club, 9rs. Lucy Gray 
Aayo Chapel Church, Isiah Pippen, Jr., Chairman of Deacons 
Whites Chapel Church, ·Rev. J. E. James, Pastor 
Batts Chapel Church, �arvin Gray 
Rilson Parms, J. P. Wilson ,. Jr., Jimmie Worsley, Farmer in 

Conetoe Community 
Charles H. Lockhar t, Re tired Extension Agent and Farmer 
Frances s .. Lockhart,. wife of Charles H. Lockhart 
Charles Lockhart, Jr., Farmer 
Susan K. Lockhart,. wife of Charles Lockhart", Jr. 
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DOCKET NO. P-10, SDB 378 

BEFORE THE NORTH CAROLINA UTILITIES CO!MISSION 

In the Matter of 
Investigation of the Need for Extended l 
Area Service Between the Exchanges of ) 
Granite Falls and Lenoir Which Proviie ) 

PINAL ORDER 
ESTABLISHING 
EXTENDED AREA 
SERVICE Telephone Service to the Majority of ) 

Caldwell County, North Carolina ) 

HEARD IN: 

BEFORE: 

APPEARANCES: 

South Caldwell High School, Granite Falls� 
Nor th Carolina, on Thursday, September 28 and 
Friday, September 29, 1978 

Cammi ssioner Leigh 
Commissioners Sarah 
Fischbach 

R. Hammond,
Lindsay Tate 

Presiding; 
and Robert 

For the Respondents: 

James l!. Kim-zey, Kimzey, smith & 
Attorneys at Lav, 506 Wachovia Bank 
P.O. BoX 150, Raleigh, North Carolina 
For: Central Telephone Company 

!!cf'lillan, 
Building, 
27602 

�- Frost Branon, Jr., General Attorney, Lega l 
Department, so uthern Bell Telephone & Telegraph 
Company, P.O. Box 30188, Charlo tte, North 
Carolina 
For: Southern Bell Telephone & Telegraph 
Company 

For the Public Staff: 

Jerry B. Fruitt, Chief Counsel, Public Staff -
North Carolina utilities commission, P. o. 
Box 991, Raleigh, North Carolina 27602 
For: The Using and consuming Public 

Stephen 
- North
Box 991,
For: The

G. Kozey, Staff Attorney, Public
Carolina Utilities Commission,
Raleigh, -North Carolina 27602
Using and consumin g Public

Staff 
P.O. 

BY THE CO�MISSION: This proceeding was instituted as a 
result of the commission receiving a Petition on �ay 22, 
197 8, containing 967 signatures requesting that the 
Commission authorize the implementation of extended area 
service (EAS) between the Central Te le phone company's 
(Cen.tral) Granite Palls exchanqe and the Southern Bell 
Te lephone and Telegraph Company's (Southern Bell) Lenoir 
exchange s o  that toll free telephone service vould be made 
available throughout the preponderan_ce of Caldwell Coun ty. 
The petition's signers were from bo th service areas at issue 
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in the matter. In addition, the Commission received 
resolutions in favor of the extension of toll free calling 
from the Ca ldwell County Board of Education, the tovn. of 
Granite Falls, the tovn of Rhodhiss, the Caldwell Community 
college and Technical Institute, t he Lenoir-Caldwell Chamber 
of Commerce, and the Hudson Board of Town commissioners. 

over the last several years, the commission ha-s received 
requests for EAS between the two exchang es. These prior 
requests came primarily fro11 subscribe rs in the Grani te 
P'a-1. ls exchange. The sore recen t requests have deaonstra ted 
a community of interest between the two exchanges . 
Subscribers in the Lenoir exchange and officials of 
countyvide service and development agencies ex pressed strong 
support for EAS.. Thi s broad base of support led the 
Commission to issue its Or der of August 8, 1978, setting a 
public hearing at South Caldwell High School to determine as 
fully as possibl e the affected public •s interest in the 
proposed EAS. Notice of the bearing and the proposed rates 
for EAS in the affected exchanges was duly published in a 
newspaper of gen eral circulation in the county. 

The publi:: hearing vas held at t he appointed time and 
place.. The att endance of over three hundred persons a t  the 
September 28th evenin g session r eflect ed widespread 
coromunity interest in the EAS. All fifty-eight public 
witnesses vho testified d uring the course of the hearing 
spoke in fa vor of the proposal. The breadth of interests 
represented by the witnesses from both the central and 
southern Bell exchanges vas impressive. Along with 
substantial numbers of individuals relating their persona l  
reasons for desiri ng the service, elected and appointed 
governmental officials, as well as spokesmen for religious, 
educationa 1, professional, commercial, and service 
organizations presented their group's reasons for f avoring 
such a service. No public witness in the tvo-day heari ng 
spoke against the proposed extended area service. In fact, 
dur ing the September 28 evening sessi on the chairman asked 
all persons in the audience vho did not speak t o  show their 
hands if they su pported the te stimony of those individuals 
vho made statements in favor of EA.S. The r ecord reflects 
that all persons in a ttendance raised their hands and that 
none raised his hand in oppositi�n to the proposition. 

southern Bell and central each offered one witness. The 
Southern Bell witness, J.G .. Hylie, testified that in his 
opinion it vas not economicall y sound at present to provide 
the service based on a stua y of the calls made from Lenoir 
to Granite Falls in July of 1977. In its plac e  t he company 
advocated the increased use of foreign- exchange (FX) service 
and Extended Community Calli ng (ECC) service. The c·entral 
witness, Thomas S .. Moncho, took a neutral position as to 
t.he proposal, hi s company having filed cost and time of 
implementation data should the C::>mmission ord er that EA.S be 
provided. The Central witness also offered cus tomer 
utilization of ECC serv ice as an alternative. 
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At the conclusion of the September 28th session, the 
Commission accepted a petition in favor of the proposal 
signed by many of t hose pr esent at the hearing vho did not 
tes tify. A lettet" ft"om the Clet"k of the Supet"iot" court 
supporting EAS was also made part of the record. 

The following is a list of witnesses pr esenting testimony 
during the two days of hearing: 

(a) Countv, State 

(b) 

Sheriff, Caldwell County; saw �ill Sanitary District 
Employee; Member, Caldwell County commissioners;
Member, North Carolina House of Representatives,
Caldwell County; Clerk of Superior Court .. 

f!:!:I
Hayor, Granite ?alls; 
Assistant City l!anager, 
council; Mayor, Hudson ..

Town Manager, Granite Falls;
Lenoit", for the Lenoir City

(c) Educational
Principal, Football Coach, Drama Teacher, and
President of the Student Body, South Caldwell High 
School; Teacher and Band Dir ector, Granite Falls 
Middle S chool; Principal and Vice President of the
PTA, Granite Falls Elementary School; Dean and
Prognru Di rector, Caldv-ell Communit y College; and 
Assistant su.pe rintend ant, Caldwe ll county Schools .. 

(d) Chyrch_and Professional
Lawyer , Granite Falls; Veterinarian, Le noir; Staff
Employee, De.ntal offi ce, Lenoir; Former Pastor of Pit. 
Zion Church, on fixed income, Granite ?alls; paster
of Temple Hill Baptist Church, Granite Palls; Pastor
of Duiley Shoals church of God (Len oir exchange) ..

(e) Community and Busines2
Member, Cal dwell County Home Builders Associati on: 
Representative, Granite Savings & Loan Association; 
Evinrude Dealer, Granite Falls; PJe mber, South
Caldwell Boosters Club; Employee, Northwestern Bank,
Granite Falls; Realtor, Hudson; Building contractor,
Granite Falls; Businessman, Hudson; Builder, Granite
Falls; Bu sinesswoman, Granite Falls; Operator of
Towing Service, Hudson; Employee , Caldwell District
Office of Blue Ridge Electri c- Membership corporation;
Employee, The Bank of Granite, Granite Falls,
Hickory, Whitnel, Hudson, :1.nd Lenoir; President,
Lenoir-Caldwell County Chamber of commerce; ovner,
Tom Brooks Chevrolet, Buick, Lenoir; Independent
Insurance Agent, Granite Falls; Broadcaster, MKJX-AR, 
LenOir; Family Business Grocery and Concrete,
Hu dson; C hurch �ctivist, Hudson: Employee , Caldwell
County Farm Bureau Agency, Lenoir.

In addition, individuals from Lenoir, Gran�te Palls, 
and Hudson (served by both southern Bell and Central)
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testified as to their personal reasons for supporting 
E�S. 

(f) �QUthe��lLTelephone & Tele� Compan�
District Staff �anager, southern Bell, Charlotte.

(g) Central Telephone company
General Re gulatory t1anager, North Carolina Division
of central Telephone Company.

The indiv idual witnesses and the spokesmen for the 
agencies concerned vith countyvide services and develop11ent 
listed above constituted a preponderance of the leadership 
of the county. Their unanimous request for E�S reflected a 
desire to end artificial ilivisions in the area effected and 
to provide improved services in law enforcement, public 
education, and medical health facilities which are essential 
to all of the people of the co unty. They demonstrated a 
unified public �osition supporting the need for an adequate 
public telephone communications service throughout the 
county. 

The witnesses supporting the Petition chronicied numerous 
specific instances vhere the long-distance toll charges nov 
in existence between the t�o exchanges substantially inhibit 
telephone communications between the various parts of the 
county because of the n atural reluctance of subscribers to 
place toll calls. The boundary line between the Southern 
Bell and central exchanges was shown to separate schools 
from their students, students from one another, family 
members fr om one another, home from work place, pa tients 
from health ca re, citizens from their elected 
representatives, and from the services for which their ta:z 
dollars have alrea dy paid. 

According to te stimony of Southern Bell, over 3,6!J3 
residential subscribers out of 14,951 and 665 business 
subscribers out of 1,410 made toll ca lls from Lenoir to 
Granite Falls during a summer month, when families m.ay be 
supposed to be absent from the county a nd the schools are 
not in regular session. southern Bell's witness admitted 
tha t the company assumes that eight times as many calls 
would be made if EAS were to be implemented. 

central1s most recent traffic study shoved a monthly 
calling volume from Granite Falls to Lenoir of 5.3 calls per 
ma in station. This figure was an increase over all data 
shown for the previous year. 

Based upon the evidence of record and the public hearing 
held as above recited, the commission makes the folloving 
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FINDINGS OP FACT 

1. That Central Telephone Company holds a franchise 
issued by the Util ities Commission pursuant to the North 
Carolina Public utilities Act to provide telephone and other 
telecommunications service to the · southern portion of 
Caldwell County, North Carolina, and is obligated by that 
Act and its franchise to provide adequate, efficient, and 
reasonable service to all those needing telephone service in 
that portion of ca·ldwell county at just and reasonable 
rates. G.S. 62-131. 

2. Thci. t central has provided 
Caldwell county by est.ablishing a 
Granite Falls. 

telephone 
telephone 

service 
exchange 

in 
at 

3. That Southern Bell holds a franchise issued by the 
Utilities Commission pursuant to the North Carolina Publi c 
Utilities Act to provide telephone and other 
telecommunications service to the northern portion of 
Caldwell county, North Carolina, and is obligated by that 
Act and its franchise to provide adequate, ef ficient and 
reasonable service to all those needi ng telephone service in 
that portion of Caldwell coun ty at jus t and reasonable 
rates. G. s. 62-131. 

4. That southern Bell has provided telephone service in
Caldwe ll county by establishing a telephone exchange at 
Lenoir. 

5. Under the present rates and tariff rules of central
and Southern Bell, the telephone subscribers within the 
Granite Falls and Lenoir exchanges cannot call the 
subscribers of the other exchange at the regular monthly 
telephone subscriber rates. Any call placed from central's 
exchange to the Lenoir exchange and vice versa mu st be made 
under long-aistance toll charge tariffs, w ith the exception 
of calls placed on foreign exchange lines. 

6. That adequate telephone and telecommunications 
service is essenti al to the existing community of interest 
within Caldwell county and to the public schools and health 
facilities and in the protection cif the public through 
efficient law enforcement. in Caldwell County. and toll free 
use of teleph one service throughout the county is in the 
public interest. 

7. That. the present. separation of the Granite Palls and
Lenoir exchanges in C aldwell county with toll charges for 
calls bet ween tbe exchanges over and above the regular 
monthly subscript.ion rat.es imposes an undue liait.ation upon 
the use of and administration of the health facilities, 
schools, and law enforcement facilities in the Cou nty by the 
citi-zens and resident s of Caldwell County and constit utes an 
unreasonable rate limitation and an unreasonable service 
limitation on the telephOne Service in Caldwell county based 
upon the special circumstances of the communi�y of interest 
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between the Granite Falls and Lenoir exchanges in Caldwell 
County. 

8. That the public interest require s that 
Falls and Lenoir e·"Xchanges in Caldwell County 
together for toll free extended area service 
exchanges. 

the Granite 
be linked 

between the 

9. Central•s rate shall be the regular monthly 
subscription rate co■puted under the extended area service 
rate formula which Central has on file with the commission 
or such other special countyvide service rate formula as ■ay 
be in effe=t at the time such toll free service might be 
implemented pursuant to this Order. 

10. Southern Bell's rate shall be the regular monthly 
subscription rate plus an added increase of $.30 for 
residential customers and $. 85 for business customers as 
previously determined by order of the commission. 

CONCLUSIONS 

The Commission concludes from all of the evidence and from 
the Findings of �act based thereon that. the public interest 
teguires that toll free calling be established between the 
Granite Falls and Lenoi r exchanges in Caldwell county in 
order to maintain adequate communications service required 
to provide the health, edu ca tional, and law enforcement. 
services in Caldwell county. 

The commission has on previous occasions required that EAS 
be provided vhere it finds that the community of interest 
between t he exchanges involved is so developed and the need 
for EAS is so demon strated that it can be determined in a 
public bearing. The elected officials of Caldwell County 
and the public in their support of the Pet ition i n  this case 
hav e so demonstra ted a community of interest and a need for 
EAS within the county. The Commission has informally 
utilized a poll on other occasions to seek a n  i ndication of 
the support in a community for EAS vhen it could not make a 
determination fro11 the available facts. Such a poll is not 
necessary or fitting in this si tuation. For th e Commission 
not to order that EAS be provided after the evidence at the 
public hearing in t hi s  case vould be inconsistent vith its 
obligation to require a degua te service. 

In prior orders the commission has noted its agreement 
with the general rule that EAS should be ordered vhen it i s  
apparent that a single community of interest vas subdi vided 
by artificial telephone exchange boundaries. The Commi ssion 
cannot agree with the practi ce of assessing the community of 
interest solely by measuring t he average number of toll 
calls per main st.a tion per month between the relevant: 
exchanges. Calling index statistics alone do not reflect 
the true community of inter est that exists because 
subscribers nor mally suppress their calling substantiall y 
vben a long-distance charge vill apply. Rather, the 
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relevant social and economic factors presented at the 
hearing are much better indicators than a calling index of 
the strong communi ty of interest between Granite Falls and 
Lenoir. When these factors are coupled with the calling 
index statistics, the Commission has no doubt that there is 
a strong exist i ng community of interest between the tvo 
exchanges. 

Public support -for toll free calling within these
communities vas intense and wide ranging. Officials of the 
county service faciliti es supported the toll free service 
within the area. Senior citizens of fixed income appeared 
and spoke on behalf of the establishment of toll free 
service. Petitions with over two hundred adult signatures 
were presented supporting the concept of toll free service 
between the communities. The various city councils and the 
chamber of commerce involved also expressed their support 
for EAS. A representative of the ele ctric cooperative 
serving the �rea said their customers woul d benefit from the 
ext ension o f  toll free service to the communi ties. A State 
legislator also app�ared and testified t hat his constituents 
would benefit by t he toll free servi ce. Not one public;: 
witness of the fifty- e ight testifying spoke against the 
extension of the service. 

The existence of long-standing., artificial so cial ., ana 
e conomic boundaries created by the exchanges· must no t 
prevent the commissi on from establishing 11.ore equitable and 
rational toll fre e  boundaries which would encompass the 
entire community of interes t within the area. 

The Commission concludes that the current toll call system 
places an unreason able burden upon the health, education, 
and law enforcement services to the publi c and on the 
development of Caldwell county as an inte gral communi ty and, 
t�erefore, that EAS should no longer be withheld from the 
county .. 

IT IS, THEREl"ORE, ORDERED AS FOt.LOWS: 

1.. That Central and Southern Be·11 are hereby ordered and 
directed to establish E�S for mutual toll free calling 
be tween the exchanges of Granite• Falls and Leno ir, in 
Caldwell County, North Carolina, at t he earliest pra ct icable 
time for completion and implementation for such service .. 

2. That central and southern Bell shall file with .the
Commission within sixty days after t he· issuance of this 
Order a time schedule for implementa tion fo� BAS between 
Granite Falls and L enoir . 

3. That the rates vhich Central 
extended area se rvice shall b e  fixed 
central1s rates and tariffs approved 
the time of the implementation of RAS. 

shall charge for the 
in acc ordance with 
by the commission at 
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ll. That the rates vhich southern Bell shall charge for
the extended area service shall be fi�ed in accordance with 
Bell's rates and tariffs approved by the Commission at the 
time of the implementation and the cost increment of S.30 
for residential service and $. 85 for business custo■ers 
previously set by the commission in this docket. 

5. That the EAS be implemented using the most efficient 
and ■odern methods of installation in Caldwell County, 
considering that said service is essential and in the public 
interest in the establishment of adequate standards for 
quality of serYice under the circumstances in said county. 

6. That sout hern Bell and central notify their 
subscribers in the affected exchanges by a bill insert 
(At tachment A to this Order) that the commission has c;,rdered 

t he companies to implement extended area service between 
Gra nite Fa lls and Lenoir. 

ISSUED BY ORDER OP THE co••ISSIOK. 

This the 15th day of December, 1978. 

(SEAL) 
KORTH CAROLINA UTILITIES co••ISSION 
S andra J. Webster, Chief Clerk 

DOCKET NO. P-10, SUB 378 

BEFORE THE NORTH CAROLINA UTILITIES coaftISSION 

In the Ratter of 
Investigation of the Need for Extended 
Area Service Between the Exchanges of 
Granite Falls and Lenoir Which Provide 
Telephone service to the Majority of 
Cal dwell County, North Carolina 

NOTICE OF 
IPIPLEl!ENTATIDN OF 
EXTENDED AREA 
SERVICE 

By Order o f  the Commission in .this 11atter dated 
December 15th, 1978, the c entral Telephone company (Central) 
and the Southern Bell Telephone a nd Telegraph company 
(Southern Bell} have been dire cted to implement extended 
are a  service betwee n Ce ntral's Granite Falls exchange and 
Southern Bell's Lenoir exchange. This ser vice will result 
in mutual toll free calling between the two exchanges. The 
regular monthly bill for customers will increase by the 
amounts listed below: 

!!,gs igfil!£g !!.Yfil.D.�fil? 

Granite 
l=f�!1! ,£�rty 4-Pa rtI 1::.I!S!!I l -P!!!:1.I �i!!:l: 

Falls $.50 $.50 $.SO $1.20 $1.20 $1.20 
Lenoir .JO .30 .85 .85 
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Rotary line, key trunk, and PBX trunk rate increases vill 
be greater than the above since they are multiples of the 
business one-party ra te. The technica 1 improvements 
required to implement the service may take eighteen to 
tventy-four months to complete. As a result of that delay 
there may be some variance in the current esti■ated 
increases listed above. 

ISSUED BY ORDER ·OP THE co��ISSION. 

This 15th day of December, 1978. 

(SEAL) 
NORTH CAROLINA UTILITIES COftftISSIOH 
Sandra J. Rebster, Chief Clerk 
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DOCKET WO. W-365, SOB q 

BEFORE THE BOBTH C AROLUA DTUITIBS COBUSSIOB 

In th e !latter of ) RBCOfll!IEHDED 
Application by Bailey Utilities, Inc., ) IIITEBUI OBDEB 
5827 !forth BouleTard, Raleigh, Horth ) GBABTIRG PARTIAL 
Car olina , far .lathoritJ to Increase ) IHCREASE Ill RATES 
Rates for Water Utility SerTice in ) AID DIRECTING 
Borth Carolina ) IPIPtl:OVEftE!fTS 

HEARD IN: 

BEFORE: 

APPEARAHCES: 

The co1Hission Hearing Boo■, Dobbs Build ing• 
430 Horth Salisbury Street, Raleigh, North 
Carolina, on Thursday, �anuary 19, 1978, and on 
!londay, JanuarJ 23, 1978 

Commissioner Robert Fischbach 

For the Applicant: 

Hoel Lee Allen, Allen a nd Pinnix, A ttorneys at 
Lav, P. o. Drawer 1270, Ralei,gh, Borth Carolina
27602 

For the using and consu■ing Public: 

Paul L. Lassiter, Assistant. Staff Attorney ., 

Public Staff, Worth Carolina Utilities 
commission, P. o. Box 991, Raleigh, North 
Carolina 27602 

FISCHBACH, HEARIHG COPl!IISSIOlfER: On Au gust 17, 1977. the 
Applicant, 'Bailey Otili ties. Inc. (Bailey Utilities, 
Applicant}, f iled an application vith the Worth Carolina 
Utilit ies Co■11:is sion for authority to increase its rates for 
vater utility service in its service areas in Johnston, Lee, 
and Wake Counties, North Carolina. 

By Order issued on Septe11:ber 9, 1977, the co■sission 
declared the matter a general rate case, suspended the 
proposed rates for up to 270 days pursuant to G.S. 62-134, 
scheduled the ■att er for public hear ing in Raleig h, and 
required Applicant to giYe public notic e of its application. 

Public Notice of the proposed increas e vas published in 
Th� News and�� on October 21 an d 28, 1977, and a copy 
of the notice was maile d or hand delivered to each customer. 

Notice of Intervent ion 
September 22, 1977, and was 
dated Septe■ber·23, 1977. 

vas filed by the Public Staff on 
r ecognized by Co■■iss ion order 

The Commission received letters of protest 
petitions, one file d on Dec ember 19, 1977, by the 

and tvo 
property 
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owners in Greenbrier Estates and the other on January 9, 
1978, by the residents of Willow creek subdiTisio n. 

The hearing vas held at the time and place specified in 
the commis sion's order of Septe■ber 9, 1977. 

Nineteen public witnesses testified at the hearing 
representi ng Greenbrier Estates, Country squire, Willow 
Creek, and Ravenwood subdivisions. The record shows that 
appco:rimately 10 persons vere in the hearing rooa 
representing Willow creek; 12 persons were fro■ Greenbrier 
Estates; and approximately all of the 35 faail ies nov living 
in Ravenwood were represented. The public vi tnesses vho 
testified were opposed to the rate increase ■a inly due to 
the poor service ·they receive from Applicant but also feel 
that the proposed increase is too much. TheJ further 
testified on specific problems they have been experiencing 
v ith their vater service. 

Th o■as L. Bailey, President and major stockholder of 
Bailey Utilities, Inc., gave testimony to justify the 
proposed rate increase. He further testified on some of the 
problems and what he has done and will do-in the futnre to 
remedy the■• Felix Hill Allen, CPA, gaYe testi■ony on 
behalf of the Applica nt and stated that he has prepared 
Applicant• s North Carolina Utilities -coa■ission A nnual 
Report and tax returns since Bailey Otilities• inception. 

The Public Staff offered the testi■ony of Jana L. He■ric, 
Public Staff Accountant, and Harold Aiken, Engineer, Public 
Staff water Division, testifying on the original cost net 
investment, re�enues and expenses, and customer billing and 
service deficiencies of the Applicant. 

Based on information in the application, testi■ony and 
exh ibits offe red at the hearing, and the co■mission•s files, 
the Hearing Commissioner ■ates the fol.loving 

FINDINGS OF FACT 

1. Bailey Utilities, Inc., has been granted certificates
of Public Convenience and Necessity by the Horth Carolina 
Utilities Commission to proYide water utili tr serYice in 
Wake, Johnst.on, and Lee count.ies in the following 
subdiY is ions: Greenbrier E:st:ates, country Squire• 
Paceville, Dachess Dovns, Oalt Ridge, Willow Creek, Bolling 
Acres, Friendship Village, and Ravenwood. 

2. That: t:he Applicant:•s inyest■ent in  ut:i litJ plant: in
seryice is $317,635. 

3. That to the invest■ent in
working capit:al of $3,779 is added 
inYest:ment: of $321,414. 

utility plant t.he cash 
to produce a total 

q. That the deduction of accu11ula ted depreciation and
amortization of $62,808 and the deduction of contributions 
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in aid of const ruction of S124,269 yield an original cost 
net inYestnent of $134,337. 

5. That the A.pplicant• s reYenues under its present rates 
for the test period vere Sll7 ., 611J ·cannualizedl. 

6. That the Applicant's reasonable
including interest Of SS,043, daring the 
$50,268 (annualized). 

operating eEpenses, 
test period vere 

7. That, under the Applicant's present rates,
period return on invest■ent was 1. 781 and the 
ratio vas 105.571. 

the test.
opera.ting 

8. That the Applicant vo u1d haYe collected
(annualized) in revenues under its proposed rat.es. 

9. That, had 
effect daring the 
oper ating expenses 
interest, $5, 043 ..

the Applicant's 
t.est period., 

would ha Ye been 

proposed rates been in 
the Applicant's total 
$63,805 (annua1ized) and 

10. That. under
return on investment 
vould be 65.�11. 

the Appli<;-ant•s proposed rates, the 
vould be 28.161 and the operating ratio 

11. That the at�ached Schedule of Rates, shovn as 
Appendix �• vould produce $60,381 in annual reYenues and 
$53,160 in related expenses. based on test-period data, 
generating an operating ratio of 88.041 and a return on 
investment of 9. 131 which vould be fair and reasonable in 
this case if the 1Ppli cant ver e proYiding adequate serYice. 

12. That th� vat.er service presently proYided by Bailey
Utilities to Country Squir e, Duchess Downs. Oak Ridge, 
Ro lling Acres, and Friendship Village subdivisions is 
adequate although so■e problel!ls do e1:ist in country Squire 
subdivision that need remedial action. 

13. That the water ser•ice presently provided by 
Utilities to Greenbrier• RaYenvood. Vi llov creek. 
Paceville subdiYisions is substandard and inadequate. 

Bailey 
and 

1fl. That the Applicant is not currently ■aintaining a 
general ledger in accordance vith the Unifor■ System of 
kccounts for Class C water utilities as prescribed by the 
commission. 

15. That on narch 15, 1978, Commissioner Fisc hbach,
consistent vith G.s. 62-70, convened a conference vith 
attorneys for the Applicant and the Public Staff in ord er to 
reach an agreement for an interim procedure vhich vould 
allov rates to become effective i■11ediately on condition 
that these rates be used to i11prol'e u�on the inadequate 
service described in Finding of Fact Mo. 13. 
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16. Attorneys for the Applic ant and the Public Staff have
agreed through Stipu lations filed vith the Chief Clerk on 
P!arch 24. 1978, to waive their right to Exceptions to an 
Interim Order vbich vould grant rates to becoae effective 
immediately a nd to require Applicant to maintain an escrow 
account. 

EVIDEHCE ARD CONCLUSIONS FOR FINDING OF FACT MO. 1 

The evidence vith respect to this Finding of Fact is 
cont ained within the official files and records of the 
Commission. 

EVIDENCE AND CONCLUSIONS FOR FIHDIHGS OP FACT NOS. 2-10 

The evidence supporting these Findings of Pact is found in 
the testimony and exhibits of Public staff witness Hemric 
(Accountant) which vas essentially uncontroverted with 
respect to these items. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 11 

The evidence for this Finding of Fac t ls based on data 
from Public Staff witness Hemric•s Exhibit 1, Schedule 3-J. 

EVIDENCE AND CONCLUSIONS FOB FINDINGS OF FACT ROS. 12-16 

The eviderce supporting these Findings of Pact is found in 
the testimony of Public Staff witness Aiken and 
approti11ately 19 public witnesses who appeared at the 
hearing. This testimony shovs that the residents of 
Greenbrier Estates, Ravenwood, Willow Creek, PaceYille, and 
Country Squire subdivisions ha ve experienced service 
prcblems in connect.ion with the vat.er seC'Yice provided by 
Bailey Utilities. These service problems can be su■arized 
by subdivision as follows: 

(1) 

(2) 

Greenbrier Est.ates l nu■ber of the custo■ers 
testified-thai there have been numerous vat.er outages 
in Greenbrier Estates with the latest of these 
outages occurring as recently as January 10, 1978. 
Several customers also testified that the vat.er has 
an odor. 

Ravenwood A large nu ■bee of custo■ers from 
ia'venvOod appeared at the hearing to detail the 
dismal st.ate of their vat.er service and the problems 
that. they have experienced. The greatest proble■s 
have been the extre■e ly low va ter pressure in the 
system and very large a■ounts of air in the lines. 
customers also testified that there haYe been 
numerous and long-liTed vater outages. In addition, 
the vat.er contains graYel, dirt, and other debris. 
one customer, a chemist. testified that his son once 
experienced a mild chlorine burn due to an excessive 
and/or improperly regulated a■oun� of chlorine in the 
vat.er. Custo■ers also co■plained that ftr. Bailey had 
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not been receptiYe in handling the ir co■plaints or 
i■proYing their serYice. 

(3) lliill �� - The custo■ers in Willow Creek stated
that there is dirt and gra•el flow ing through the
water srstea and that they haYe experienced nu■erous
outages without baring been giYen prior notice. They
also testified that the srste■ bas excessi•e air in
the lines that causes faocets to sputter and spit. 
P!oreo•er, the water is greenish blue in color and
leaYes an al■ost uncleanable stain on their fix tures.
Additionally,  the custoaers stated that they baye had
difficulty getting the Applicant's answering serYice
t o  pro■ptlr relay ser•ice co■plaints to P!r. Bailey.

(4) �.2!!1!!ll �!l!ill - Three custo■ers of Country Squire
appeared at the hearing. Ther testified that they
haYe exper ienced lov vater pressure. They stated
that these proble■s were ■ost se•ere in the su■■er
and/or to custo■ers ou the eleYated side of the vater
srste■• one witness also testified that the lavn at
P!r. Bailey's well lot at Country Squire is not
regularly ■owed; consequently, the well lot is in an
unsightly condition.

(5) Pa�e•illi Public Staff witness Aiken stated that
after receiYing co■plaints of poor water quality in
Pace•ille SubdiYision he had a vater saaple tested by
the State DiYision of Health Ser•ices. The results
of the test indicated concentrations of aanganese
three tiaes in excess of the a■ount allowed by u. s.
Public Health S tandards. Based on this eYidence the
Rearing co■■issioner is of the opinion that the water
in PaceYille should be treated to reduce the
object ional characteristics of the excessiYe
■anganese.

ls a result of the testi■onr of the witnesses, the Rearing 
Co■■issioner concludes that the wster ser•ice presently 
pro Yided by Bailey utilities to Countr, Squire, Duchess 
Downs, Oak Ridge, Rolling Acres, and Friendship Tillage
subdiYisions is adequate. P!r. Bailer should, howeYer, take 
steps to re■edy the custo■ers• co■pla ints in Country Squire. 

The Rearing co■■issioner concludes that Bailey Utilities 
is not pro•iding acceptable leYels of serYice in the 
Greenbri er Estates, BaYenwood, Willow creek, and PaceYille 
subdiYisions. Serious proble■s exist in these four 
sub�i•isions that need correcting. 

Plr. Baile y testified on behalf of Bailer Utilities that he 
was aware of ■ost of the proble■s described during this 
proceeding and w as taking steps to solYe these probleas. So 
that the Co■■ission can be assured the needed i■proye■ents 
are aade, the Rearing Coaaissioner concludes that the 
Applicant shall aake arrangeaents with the Public Staff of 
the Utiliti�s Co■aission to aonitor the i■ple■entation of 
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needed improvements. Also ,, the Public Staff shall assist 
the Commission in determining when each subdivision bas been 
upgraded to an acceptable level. 

The Hearing commissioner is fully avare of custo■ er 
discontent in the four subdiYisions vbere deficient se·rvice 
exists: however, the testimony presented and the information 
to be adduce3 from the bearing make it clear that additional 
funds are required to upgrade the ser vice in these four 
subdivisions. The rates herein approved as shown on 
Appendix A vill produce a return to Bailey Utiliti es that is 
fair and reasonabl e if service were adequate in all 
subdivisions. To ensure that adequate seryice vill be made 
available, the Applicant and the Public Staff agree that the 
funds from the four subdivisions provided by the increase 
allowed shall be used to make t he needed improvements in the 
four subdivisions. To accomplish this, the Applicant and 
the Public staff have stipulated that approximately $786 per 
month, the estimated difference between the current rates 
and the appcoved rates, vill be accounte:l for by the 
Applicant through the use of an escrow account for deposits 
and withdrawals of these monies. All vithdravals by Bailey 
Utilities from the escrov account are to ha•e pri or approYal 
from the Water and Sever Division of the Public Staff of the 
Commission. However, this escrov provision shall not be 
construed as limiting the amount of monies �r. Bailey shall 
devote to service improTement. 

Tliis Docket No. 'if-365, Sub 4, vill be held open and, at 
the expiration of approximately 90 days from the date of 
this order, a resumed he aring will be held for the purpose 
of reviewing the Applicant's efforts to remove the serYice 
deficiencies in the four subdivisions (Greenbrier Es tates, 
Ravenwood, ffillov Creek, and Paceville) which vere found to 
have inadequate service. Subsequent to this resumed 
hearing, the Hearing Co11■issioner shall issue a final Order 
in this dcx:ket. Said Order shall incorporate the findings 
and conclusions stated herein and the Rearing Co1111issioner• s 
assessment of the extent to vhich Bailey Utilities has 
accomplished service i■prove■ents and the appropriate action 
warranted by such service i■pro•e■ents. 

IT IS, THEREFORE, ORDEBED AS FOLLOWS: 

1. That the Schedule of Rates attached 
AppendiI A be, and is herebJ, approYed an d 
Schedule of Rates be, and is hereby, deemed to be 
the Commission p ursuant to G.S. 62,..138. 

hereto as 
that this 
filed With 

2. That the schedole of Rates attached hereto be, and is
hereby, authorized to be0>11e effectiTe for vater service 
furnished on or after the next billing period. following the 
effective date of the order. 

J. That Applicant use an
of monies receiTed from the 
Estates, Ravenwood, Willov 

escrow account for the deposits 
four subdivisions (Greenbrier 

creek, and Pace•ille) in which 
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inadequate service vas �ound to exist. The a■ount to be 
deposited ■onthly shall be $786, the approxi■ate difference 
between the current rates and the rates approYed herein. 
All withdrawals from the escrow account shall be for 
improve■ ent expenditures appro'f'ed by the Co1111ission Public 
Staff. 

4. That the Applicant shall im ■ediately take steps to 
make the following improve■ents: 

(a) Greenbrier Estates water pressure shall be 
■aintained at no less than 30 psi at each meter; the 
source of odor problems in the va.ter system shall be 
ascertained and corrective measures taken to 
eliminate the odor. 

(b) �ft.!l!Q:Ocl - water pressure shall be 11.aintained· at no 
less than 30 psi at each 11.eter; excessive entrained
air shall be eliminated fro11. the vater su_pply; all
excessive debris shall be flushed fro■ vater ■ains; a
maintenan ce program shall be established to keep the
mains clear of excessive debris; arrange■ents,
acceptable to th e Commission, shall be made with
contractors to prevent future serv ice interruptions
by those con tractors.

(c) Willov creek Excessive entrained air shall be

(d) 

eliminated from the vater supply; the pH of the vater
shall be adjusted through the addition of proper
chemicals to a noncorrosive le"Yel; all ezcess1.Ye
debris shall be flushed from water mains, and a
maintenance program shall be established to keep the
mains clear of excessive debris.

Pacevi,!le 
excessive 
system.

Accept.able treatment for the removal of
manganese shall be ins tituted on the vat.er

S. That Applicant. shall insert a flyer in the first
billing to each customer in the subdivisions of Greenbrier 
Estates, Ravenwood, Willow creek, and Pacev ille after the 
effectiv e date of the approved rates. The flyer shall 
contain the message shown on Appendix B attached to this 
order. 

6. That this Docket No. V-365, Sub q, shall be held open
for the purpose of a resu.m.ea hearing to be held on June 28, 
1978, at 9:30 a.m. in the Commission Bearing Room, 430 
North Salisbury Street, Raleigh, North Car olina, to reviev 
tbe status of the service i■provement program in the four 
subdivisions referred to in Ordering Paragraph 4 above. The 
status of the escrov account ana i ts operation ana 
continuati on vill be reviewed at this tiae. 

7. 
four 
the 

That Applicant send a notice 
sub di visions listed in ordering 
message printed on Appendi% c 

to each customer in the 
Paragraph Q containing 
attached to  this Qrder. 
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The notice shall be inserted as a fl�eI:' in the envelope with
the customer billing nearest one week in advance of the 
scheduled resumed hearing ordered in ordering Paragraph 6 
above. 

8. That the Applicant adopt the Uniform System of
Accounts for Class c Water Utilities as prescribed by the 
Commission and establish a system of accounting vhich shall 
include a general ledger and vhich shall be maintained on a 
mon tbly basis. 

ISSUED BY ORDER OF THE COftftISSION. 

This the 3rd day of April, 1978. 

(SUL) 

METERED�: 

HORTH CAROLINA UTILITIES COftftISSION 
Katherine n. Peele, Chief Clerk 

APPENDIX A 
BAILEY UT n I TIES, IltC. 

WATER RATE SCHEDULE 

Up to the first 3,000 gal./■onth 
All over 3,000 gal./month 

- S6. 00 minimum
- $1.00 per 1000 gal-.

CONNECTION CHARGE[:• 

Country Squires 
Duchess Downs 
Oak Ridge 
Rolling Acres 

- $300 
- $300 
- $175 
- $350 

Friendship Villa ge - $450 
Paceville . - S400 
Ravenwood - S385 
Will ov creek - $400 

Greenbrier Estates: $135.00 for each 3/4-inch house 
connection to main; actual cost plus 
201 for house connection larger than 
3/4-inch. 

RECONNECTION CHARGES: 

$150.00 for each lot served by nev 
main extension, in addition to house 
conn ection charge. 

If water service cut off by utility for good cause 
(HCUC Rule R7-20(f)J: $4.00 

If water serTice discontinued at custo■er•s request 
(NCUC Rule R7-20 (911: $2.00 

H!.I&...DUE: On billing date. 

BIT.LS PAST DUR: Fifteen (15) days aft er billing date. 

BILtING FR�.Q!U;RCI: Shall be ■onthly, for service in arrears. 
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•Per Lot - Paid by DeYeloper except for Greenbrier Estates.

ISSUED Ill P.CCORDl!CCE WITH lUTHORITt GRHTED BY THE IORTH 
CAROLilfA UTTI.ITIES CO""ISSIO!f Ill �Qf!E'. JQ. !-365, �!U! !, 
01 .!!.!!l.9! 11, ill�-

lPPElfDII B 
Bailey Utilities, Inc. 

Docket lo . 1-365, sub 4 

Co•■ission Renders Decision 

The Co•■issi.on issued 
Ut ilities, Inc., general rate 
dated !larch 31, 1978. 

its decision 
case by its 

in the 
I nteri• 

Bailey 
Order 

The Order grants Bailey Utilities an annu al increase of 
$12 ,767 in gross reYenaes against a requested annual 
increase of $49,790. lew rates will be S6 .00 for the first 
3,000 gallons per aonth , plus S1.00 per 1,000 gallons for 
usage abo•e 3,000 gallons. 

Yor those custo■ers liYing in Greenbrier Estates, 
Ra•enwood, Willow Creek , and Paceville, the reYenaes 
(esti■ated at S786 per ■onth) fro• the increased rates will
be placed in an escrow account by Bailey Utilities, Inc. , to 
be used only for i■ proYing the quality of serYice offered in 
these subdivisions. On Jane 28, 1978, at 9:30 a.■• in the 
Co■■ission Hearing R oo■, 430 Korth Salisbury Street , 
Ra leigh, Korth Carolina, "r. Bailey will be required to 
report to the co■•ission at a public hearing the results of 
the ser•ice i■pro•e■ent plan in the four subdiYisions. The 
Public Staff will be called upon to co■•ent on the serYice 
i■proveaents, and residents of Greenbrier Estates, 
Ravenwood, Willow creek, and PaceY ille su bdiYisions will be 
given an opportunity to coa■ent on serYice iapro•e■ents. lt 
this ti•e the co■■ission will take vhateYer action dee■ed 
appropriate based on the data and infor•ation presented at 
the hearing. 

APPEIDIX C 
Bailey Utilities, In c. 

D ocket 10. V-365, Sub 4 

tou are hereby notified that the resu■ed hearings for 
Ba iley Utilities, Inc., is s cheduled for 9:30 a.■., June 28, 
1978, in the Co■•ission Hearing Rooa, 430 Korth Salisbury 

Street, Raleigh, lorth Carolina. 

The purpose of 
report and/or other 
relating to the 
Greenbrier Estates, 

this hearing vill be to receiYe a status 
infor•ation fro• Bailey Utilities, Inc., 

serYice i•pro•e•ent progra• in the 
RaYenwood, Willow Creek, and PaceYille 
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subdivisions. The Public Staff vill be called upon for its 
assessmen t of the improvements, and residents of these 
neighborhoods shall have an opportunity to be heard with 
respect to service improvements. 

uqRTH CAROLINA UTILITIES COft�ISSIOH 

DOCKET RO. W-365, SUB 4 

BEFORE THE NORTH CAROLINA UTILITIES COft�ISSION 

In the natter of 
Applicatio n by Bailey Utilities, Inc., ) 
5827 North Boulevard, Raleigh, North Carolina, ) ORDER 
for Authority to Increase Rates for Wat.er ) 
Utility Service in Horth Carolina ) 

BY THE corU!ISSIOR: Based upon th e stipulation of the 
parties in the above-captioned docket to vaive the right to 
file exceptions to the Recommended Interim order attached 
hereto and upo n its review thereof, the commission concludes 
that said Interim order should become effective immediately. 

IT IS, THEREFORE, 
Grantin g Partial 
Improvements shall 
this Order. 

ORDERED th at t he attached Interim Order 
Increa se in Ra tes and Directing 
become effective with the issuance of 

ISSUED BY ORDER OP THE COftftISSION. 

This 3rd day of April, 1978. 

HORTH CAROLINA UTILITIES COKKISSION 
Katherine H. Peele, Chief Clerk 

(SEU) 

DOCKET NO. V-400-A, SUB 2 

BEFORE THE NORTH CAROLIN� UTILITIES COftftISSIOR 

In the natter of 
Application by Country Hills utilities, Inc., 
et al., Post Office Box 218, Knightda le, 
No rth Carolina, for Autho r ity to Increase 
�ates for Water Utility SerYice in Wake and 
Johnston Counties, Horth Carolina 

RBCOKUHDED 
ORDER 
AUTHORIZING 
RATE 
INCREASE 

HEARD IN: Commission Hearing Room, Dobbs Building, 
Raleigh, North Carolina, on January 2fl, 1978 

BEFORE: Hearing Commissioner S arah Lindsay Tate 
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APPEARANCES: 

For the Applicant: 

David R. Shearon, Attorney at Lav, P.O. 
Box 1777 ,. Raleigh, Horth Carolina 27602 

Por the Public Staff: 

Paul L. Lassiter, Assistant Staff Attorney,
Public staff North Carolina Utilities 
commission, P.O. Box 991, Haleigh, North 
Carolina 27602 

TATE, HEARING COft�ISSIONER: By application filed on 
January 11, 1977, in the above capt ioned ■atter, the 
fol loving Applicants seek approTal to increase rates for 
vater utilitv service in their respective service areas: 

Service Area 

c OU n try Hi 11s 
Utilities, Inc. - country Hills (Johnston county) 

central 
Utilities, Inc. - Bentley Woods (Rake County) 

Bar clay Downs 
Utilities, Inc. - Barclay Downs (Wake County) 

Brookwood 
Utilities, Inc. - Brookwood (Wake county) 

North Forest 
Utilities, Inc .. - Horth Forest (Wake county) 

Fidge Haven 
Utilities, Inc. - Ridge Haven (W ake county) 

Gaylee Village 
Utilities, Tnc .. - Ga ylee Village (Wake county) 

By Order issued January 28, 1977, in D ocket No. W-1'00-A,. 
Sub 2 ., the Com.missi on aeclared the matter to be a general 
rate cas e, suspended the proposed rates, scheduled the 
matter for public hearing, and required that public notice 
of the applic ation and hearing be given .. 

By order issued Feb ruary 1, 1977, in Docket No. V-629, the 
commissi on established interim rates for Wood ston e 
Utilities, Inc., in its servic e area in woodstone 
subdivision in wak e county pending final determination of 
appropria te rates in Docket No. w-400-A., Sub 2. 

By Ord er issued February 10 ., 1977,. in Docket No .. w-qoo-A, 
Sub 2, the Commission amend ed its previous Order of 
January 28, 1977, to include B r ookwood Utilities, In c .. , 
whic h had inadvertent.ly been omitted from the Order. 

Public 
However, 
hearing 

Notice was qi ven as r eqn ired by the commission .. 
the Commission staff requested a continuance of the 
until it could obtain additio nal data from the 
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Applicant. By order issued Apr il 5, 1977, the matter vas 
continued until a date to be specified later. 

By Order issued September 20, 1977, in Docket No. W-645, 
the Commission established interim rates for Voodvalley 
o ti lit es, Inc., in its service area in Wood valley 
Subdivision in Walce County p ending final determination of 
appropriate rates in Docket No. W-400-!, Sub 2. 

By Order issued December 15, 1977, the rate case in Docket 
Wo. W-400-A, sub 2, vas rescheduled for hearing and the 
Respondents (including ffoo dstone Utilities, Inc., and 
Woo dvalley Utiliti es, Inc.) were required to give public 
not ice of t he rescheduled hearing. 

The Public Staff interven e d  on January IJ, 1978, and 
i ntervention was allowed. 

Public Notice was given as r�uired by the order of 
December 15, 1977 ,. and the hearing vas convened in the 
Commission Rearing Room on January 24, 1978, as specified in 
the commission• s Order. 

William J. Timberlake, President of the Applicant 
Companies, appeared at the hearing and presented testi■ony 
in support of the proposed rate increas e.. Jesse Kent, Jr., 
Utiliti es Accountant, and David P. Cr easy, Utilities 
Engineerr app eared as witnesses for the P ublic Staff and 
presented testimony concerning their ev aluation of the r ates 
and rate structures of the Applicant co■pan ies. Several 
public witnesses appeared to testify concerning the quali ty 
of service. 

Based on the prefiled testimony and exhibits, the 
testimony and exhibits received at the hearing, a late 
exhibit filed at the r equest of the Hearing co■■issioner, 
and the entire record in this ■atterr the Com.■ission nov 
makes the folloving 

FINDIHGS OF F�CT 

1. That the seven Applicant Co■panies 
designated as Respondents in this pro ceeding are 
operated by William J. Timberlake. 

originally 
owned and 

2. That since the application in this proceeding va.s
filed, Willia11 J • .  Timberlake has acquired and begun 
op erating tvo additional utility c o■panies. 

3. That the Applicants hold franchises from: this 
Commission to furnish v�ter utility service to 615 customers 
in certa in subdivisions in Wake and Johnston Counties. 

Q. That the Applicants• present 11ont.h ly rates are $6.50 
minima■ charge for the first IJOO cubic feet vater usage and 
$.65 per 130 cubic feet for all usage oYer 400 cubic feet. 
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5. That the Applicants• proposed ■onthly rates are S9.85
■ini■u■ cha rge for the first 400 cubic feet water usage and
S1. 33 per 100 cubic feet for all usage oYer 400 cubic feet.

6. That the Applicants had a consolidated original cost
net inYest■ent of $170,295 at the end of the 12-■onth period 
ending Dece■ber 31, 1976; that they had a consolidated net 
operating inco■e for return of S795 (annualized) at the end 
of the test period; and that they had a consolidated rate of 
return on net inYest■ent of 0.46l. 

7 .  That test-period 
increased by approxi■ atel y  
for pay■ent of a sala ry to 
for the w ater syste■• 

operating expenses should be 
S1440 per rear in order to allow 

Willia■ ri■berl�ke for work done 

8. That the Applicant s  vould haYe had a consolidated net
inco■e for return of $30,582 (annualized) at the end of the 
12-■onth period ending Dece■ber 31, 1976, under their 
proposed water rates, which would haYe yielded a

consolidated rate of return of 17.96J on t heir S170,295 
original cost net inYest■ent. 

9. That the Applicants woul d haYe had a consolidated net

operating inco■e for return of S16,996 (annualized) at the 
end of the 12-■onth period en din g Dece■ber 31, 1976, under 
the rates approYed herein, which woul d haY e yielded a rate 

of return of 9.98l on their consolidated original cost net 
inv est■ent of S170,295 which is just and reason able and an 
operating ratio of e1.2ql. 

10. That the rates found appropriate for the seYen

original Applicants shoul d also be applied to cust011ers of 
nev utility co■panies operated by Villia■ J. Ti■berlake 
hereafter, including Woodstone Utilities, Inc. , and 
Woo dv a lley Utilities, Inc. 

11. That the Applicant Co■panies ha Ye been charging a 
S4.00 service fee for each bad check, and that these serYice 
char ges are reasonable and should be listed on their 
approved tariffs. 

12 . Tha t the quality of serYice is satisfactory. 

l!VIDEMC E \MD CONCLUSIONS FOR l'ItlDitlGS 01' l'lCT IIOS. 1-5 

The evidence for these l'indings is contained within the 
official files of the co■■ission and in the hearing held on 
January 24, 1978. 

EVIDEKCE AIID CONCLUSIONS POR PIMDIMGS OF PACT IIOS. 6-11 

The evidence for these Findings is contained in the 
prefiled testimony and exhibits of Public Staff witnesses 
ient and Creasy. The testi■ony and accounting adjust■ents 
of the Public Staff witnesses were uncontested by the 
Applicants. The Applicants did present evidence, howeYer, 
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that l'!r. Timberlake doe s perform vork for the vater system 
for which he is not compensated. The Hearing Commissioner 
concludes that ope rating exp enses for the test year should 
be increased by $1440 per year ($10/hour x 12 hours/month x 
12 months) to provide for the payment of a sa lary to Plr. 
Timberlake for wo rk done for the water system. The Hearing 
Commissioner concludes that a rate of return of 9.98% on the 
c onsolidated original cost net investment is just and 
reasonable in this case. 

EVIDENCE !ND CONCLUSIONS FOR PINDIHG OF FACT NO. 12 

Public staff testimony indicated that petitions from many 
of the custoaers opposed th e rate increase, but that 
signif icant co■plaints regarding water quality vere receiYed 
only fr om Bentley woods subdivision. The testimony 
indicated t hat a subsequent survey of Bentley Woods 
Subdivision indicated that t.he large majority of the 
customers vere sati sfied vith the water quality, although 
approi:imately 15% of the customers objectea. to it. one 
customer each from North Forest and Ria.ge HaYen 
sub divisions, two customers from Gaylee Village, and none 
from Bentley Woods testified. at the hearing that they 
objected to the water quality, although several other 
customers test ified in opposition to the rate increase. All 
of the c omplaints about water quality vere similar in that 
they referrea. to blue stain and copper t aste caused by the 
ground water produced from the Applicant companies• wells. 
Such water seems to be objectionable only to a minority of 
the customers, and there are no indicat ions that those 
customers w ould be willing to pay the higher rates necessary 
for more complete treat•ent of the vater. 

ADDITIONAL CONCLUSIONS 

The Applicant companies presented testimony at the hearing 
that the present charge of $�.00 for disconnect and 
reconnection vas noncompensatory. Evidence w as introduced 
at the hearing shoving that a few customers vere regularly 
not p aying their bills on time and the resultant cost of 
disconnect and reconnection vas being spread over all 
cus tomers. At the request of the Hear ing Com.11.issioner a 
late ei:hibit was filed Yerifying the fact that so■e 
customers are abusing the disconnect charge. While H.c.u.c. 
Rule R7-20(f) proYides that the usual reconnection charge 
sha 11 be $1J. 00, the Hearing Com•issioner finds that 
su fficient facts have been •presented to show that the 
custo■ers paying their bills promptly should not ha.Ye to 
su bsidize those customers vho make a habit of nonpayment. 
The Hearing Com•issioner, therefore, concludes that a ■ore 
equitable charge for reconnection would be a graduated 
reconnection fe e with a charge of $4.00 for the fi.rst 
disconnect, 3 charge of $6.00 for the second disconnect, and 
a charge of $10.00 for the thir d and each successiYe 
disconnect for good cause. Specific notice of t.his new 
reconnection charge shall be proYided bJ the Co■pany with 
the ■onthly bill one month in adYance of instituting such 
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charges. This variation of the usual reconnection charge is 
not intended as a source of additional reTenue foe the 
Companies but is provided to prevent the cost of recurrent 
violations being paid for by those customers vho pay their 
bills on time. 

IT IS, THEREFORE, ORDERED: 

1. That the Schedule of 
Appendix A is hereby approved 
Rates is h�by deemed to 
pursuant to G.S. 62-138. 

Rates attached hereto as 
and that said Sched ule of 
be filed with the Coamission 

ISSUED BY ORDER 0¥ �HE co""ISSION. 

This the 9th day of "ay, 1978. 

NORTH CAROLINA UTILITIES COftftISSIOH 
(SEAL) Katherine!. Peele, Chief Clerk 

APPENDIX A 

Barclay Downs 
Utilities, Inc. - Barclay Dovns (Wake County) 

Brookwood 
Utilities, Inc. - Brookwood (Vake County}

Central 
Utilities, Inc. - Bentley woods (Wake county) 

Country Hills 
Utilities, Inc. - country Rills (Johnston county) 

Gay lee village 
Utilities, Inc. - Gaylee Village (Wake county) 

North Forest 
Utilities, Inc. - North Forest (W�ke county) 

Ridge Haven 
Otilities, Inc. - Ridge Haven (ifalte county) 

Wood stone 
Utilities, Inc. - Woodstone (Wake County) 

woodvalley 
Utilities, Inc. - Wood valley (Wake County) 

W!TF!R R!TE SCHEDULE 

!'fE'l'ERED WATER RATES 
Up to first 400-CUbic feet per month, minimum $7.20 
All over 400 cubic feet per month, per 100 cu. ft. - $1.00 

C0!.!!1£llQ1LCHARQI§: $2.00 

RECONNECTION CHARGES: 
If water service cut off by utility for good cause 

(NCUC Rule R7-20 (f)) 
1st reconnect 
2nd reconnect 
3rd and all additional reconnect s 
If vater service discontinued at 

(NCUC Rule R7-20 (g)) 

$ 4. 00 
$ 6.00 
$1o.00 

customar•s request 
S 2.00 
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SE��!lill.�J:QR RETURNED CHECK§: $ 4.00 

BILLS ]YL: on billing date. 

Fifteen (15) days 3fter billing date. 

�ILLIKG FREQUENCY: shall be monthly, for service in arrears. 

FINANCE CHARGES_fQR LATE PAYSEN!: Hone.

ISSUED IK ACCORDANCE WITH AUTHORITY GRANTED BY THE NORTH 
CAROLINA UTILITIES CO!UIISSI0N IN DOCKET NO. V-400-A., SOB 2, 
ON ftAT 9th, 1q79,. 

DOCKET RO. W-27Q, SOB 22 

BEFORE THE NORTH CAROLINA UTILITIES CO�ftISSION 

In the �atter o f  
Application by Heater Utilities, Inc., Post Office 
Box 250, Cary, North Carolina, for A.uthority to 
Increase Rates for Water Utility Service in all of 
Its Service Areas in North Carolina 

ORDER 
SETTING 
RATES 

HEARD IN: The Commission Hearing Room., Dobbs Building, 
430 North Salisbury street, Raleigh, Horth 
Carolina,. on October 5, 6, and 9, 1978 

BEFORE: Commissioner Sarah Lindsay Tate, Presiding; and 
Commissioners Robert Fischbach and Ben E. Roney 

APPEARANCES: 

Poe the Applicant: 

Henry H. Sink, Sink & Powers, Attorneys at Lav, 
P.O. Box 11l71, Raleigh, North Carolina 27602 

Por the Public Staff: 

Paul L. Lassiter and Stephen G. Kozey, Staff 
Attorneys, Public St aff - North Carolina 
Utilities Commission, P.O. Box 991, Baleigb, 
North Carolina 27602 
For: The Using and consuming Public 

For the Protestants: 

William E. Anderson, Weaver, Noland & Anderson, 
Attorneys at Lav, P.O. Box 2226, Haleigh, Horth 
Carolina 27602 
For: nedfield-�ingsbrook Homeowners Associ

ation, Hidden Valley Ad Hoc COll■ittee
Water Rates, Stonehenge Home owners Asso
ciation, Water co1111ittee s of Caa.elot, 
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Roundtree, coach■an•s Trail, "artindale 
and Ca■bridge SubdiYisions 

BT TRI'! co""ISSIOII: By application filed with th.e "orth 
Carolina Utilities Co■■ission in the aboYe-captioned ■atter 
on "ay 30, 1978, the Applicant, Heater Utilities, Inc . 
(hereinafter at ti■es referred to as the Applicant or the 
Co■pany), seeks authority to increase its rates and charges 
for water utility serYice in its 26 serYice areas in "ortb 
Carolina. 

fly Order issued on June 28, 1978, the ■atte r was declared 
to be a general rate case; the proposed rates were suspended 
pursuant to G.S. 62-134; the application wa s set for 
hearing; and the Applicant was ordered to giYe public notice 
of the proposed increased rates and date of the scheduled 
bearing. 

On July 27, 1978, the Public Staff filed Rotice of 
Intervention. The Intervention of the Public Staff vas 
deeaed recognized without the issuance of an order pursuant 
to Coamission Rule R1-19(e). 

on August 9, 1978, the Applicant filed with the comaission 
a letter seeking approYal of its publication of the "otice 
to the Public required by the Coa aission Order of June 28, 
1978. Attached to the letter were affidaYits of publication 
stating that the llotice to the Public of the rate case bad 
been published in the pews �nd ��!�I and the �WU 

!1Qrlli.ng rutn1�- Additionally, a copy of the llotice to the
Public was ■aile d and/or hand deliYered to all the custoaers 
of the Appli::ant in the affected serY ice areas. 

By Order issued on August 16, 1978, the Co■■ission 
approYed the Applicant's publication. 

On Septe■b er 20, 1978, a co■bined Petition to Intervene 
was filed by the lledfield-Kingsbrook Homeowners Association, 
Ridden Val ley and Ridden Valley �est Ad Hoc Coaaittee on 
Water Rates and the Stonehenge Ho■eowners Association. By 
Order issued Septe mber 22, 1978, the Coaaission allowed the 
I nterYention. 

At the call of the hearing, the Applicant, the 
Protestants, the Public Staff and a large nu■ber of public 
witnesses were present. A aotion vas ■a.de by the Water 
Co11111ittees in Ca11elot, Roundtree, l'!artindale, ca■bridge , and 
Coachaan•s Trail Subdivisions to be a part of the 
Intervention already filed by the "edfield-Kingsbrook 
Ho■eowners Association, Ridden Valley and Hidde n Valley lest 
Ad Hoc Co■a ittee on Water Rates and Stonehenge Boaeowners 
Association. The ■otion was allowed. 

The first part of the hearing dealt with co■plaints by 
custo■ers concerning the water service proYided by the 
Applicant. Co■plain ts were Yo iced by custoaers in eight of 
the 26 subdiYisions served by the Applicant. These eight 
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subdivisions vere Grey ftoss, 
Nor thgate. Roundtree, Coachman's 
ca me lot. 

Ossippee, Stonehenge, 
Trail, Cambridge, and 

The sec on� part of the hearing dealt primarily with the 
financial issues involved in the case. R.B. Beater, 
President of Heater Utilities, Inc., William E. Grantmyre, 
Vice President of Heater Utilities, Inc., and John !I. 
Little, a certified Public Accountant with the Pir■ of Ernst 
& E:rnst, testified for the Applicant. William L. Dudley, 
Public Staff Accountant, and Dr. Richard Stevie, Public 
Sta ff Econo"mist, testifiecl for the Public Staff. 

At the close of the hearing, the parties vere directed 
that Briefs and Proposed Orders would be due 30 days from 
the mailing of transcripts. 

Based on the prefiled 
and things testified to 
record in this case, the 

testimony and exhibits, the matters 
at the hearing, and the entire 
Commission oov makes the following 

FINDINGS OP PACT 

1. The Applicant, Heater Utilities, Inc., is a south
Carolina Corporation domesticated in North Carolina, and 
holds a franchise to furnish vater utility service in 26 
service areas in North Carolina. 

2. The total increases in rates and charges under the
Applicant's filing vould have produced approximately $97,484 
in additional gross revenues annually. 

3. The Applicant's present rates were set by order
issued October 6, 1977, in Docket No. W-274, Sub 20. 

4. T he test period for th is proceeding is the 12-month
period ending September 30, 1977. 

5. The quality of service provided by the Applicant is
generally satisfa ctory. 

6. The approximate total operating revenues of the
Applicant under present rates on an end-of-period basis are 
$202,202, and after the requested increase would be 
$299,686. 

7. The reasonable end-of-period 
expenses under present rates in cluding 
is $215,025. 

level of operating 
interest of S16,288 

8. Under the Applicant's present rates, the test period
·operating ratio is 106.34% ($215,025 + $202,202).

9. An operating ratio is the proper basis for fixing the
J'\pplicant\s rates in this proceeding .. 
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10. A fair and reasonable operating ratio for the 
Applicant is 92.BDi ($225.JQS + $242,825). 

11. The Applicant should be allowed �n increase in 
addition to the annual gross revenues which should be 
realized u nder its present rates in an amount not to exceed 
$q0.623. This increase is requir ed in order for the 
Applicant to h ave a reasonable opportunity through efficient 
management to achieve an operating ratio of approximately 
92.801. The increased revenue requirement is based npon the 
re as onable test year operating revenues and expenses. 
including interest and taxes. as heretofore determined. 

EVIDENCE AND CONCLUSIONS FOB FINDINGS OP PACT NOS. 1-q 

These find.ings are based on the official records of the 
Commission and on the verified a pplication of Heater 
Utilities, Inc., in this docket. 

EVIDENCE AHD CONCLUSIONS FOR FINDING OF FACT HO. 5 

Testimony was received from 10 customers representing 
eight of Heater's 27 service areasi including three 
customers from Ossippeei one each from Cambridge. Camelot. 
coachman's Trail, Nor-th Gate. and Stonehenge; and one 
sp_okesman each from the homeowners associations of Grey !loss 
and Round tree. 

Three customers f rom Ossippee presente:1 a 
opposition to the rate increase and testified 
iron stains on fixtures. lov pressure on Back 
the need to paint the elevated tank. The system 
mill village system. and the customers generally 
service vas much improved since Heater took over 
of the system in 1970. 

petition in 
concerning 

Street. and 
,i.s an old 
agreed that 

operation 

several customers from other systems testified that they 
also have iron stains on fixtures, and one customer 
testified that the elevat ed tank in Camelot also needs 
pai nting. ftr. R. B. Heater testified t hat mos t systems with 
iron staining problems were nov being treate:1 with 
sequestering agents which do not remove iron particles but 
keep them in su spension so that they do not ca use further 
staining. Re contended that there had been insufficient 
funds to hire a special contractor to paint the elevated 
tan Jes. 

One customer from Camelot testified concerning blue-green 
stains on fix tures. !'Ir. Heater contended that the company 
had checked out similar complaints from Camelot in the past 
and had found that the water had an acceptable pH. 

Tbree customers, including homeovner•s s pokesmen f�om Grey 
!loss and Round tree• testified concerning intermittent lov 
pressure, outages, and sediment i n  the water al.though such 
service has been i mproved recently. "r. Heater testified 
that many of the proble111s with outages. lov pressure. and 
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sedi■ent in ■ains were typical problems incurred in nev 
subdivisions and were caused by dam.ge to the water syste■s 
by contractors• vehicles and equip•ent. He contended that 
new wells had been installed in Grey &oss and Roundtree 
which have helped resolYe proble■s in those areas. 

In response to several co■plaint.s concerning the CO■pany•s 
failure to respond to calls for e■ergency seryice in a 
timely fashion, fllr. Heater testified that priorities are 
placed on all service calls, and that calls of a less 
serious nature receiYe lover prority, vhich ezplai ns the 
longer response ti■e for so■e service requests. ftr. Heater 
indicated that the Company needs to add an additional field 
employee to improve service response tiae and that it 
presently does not have enough funds to do so. 

It is actnov1edged that the Company has room for 
improvement in its processing of senice reqnests. reporting 
of inte rrnptions. and other ad■inistratiYe ■atters. but its 
genera1 performance in these areas appears to be reasonable. 
A fter considering the nature of the customer complaints 
testified to in this case, it can also be concluded that 
service is Sltisfactory. 

However. the Applicant could further iaproTe seni ce and 
perhaps eliminate the types of coaplaints testified to 
herein by investing additional funds for field personnel. 
painting tanks. flushing mains to reduce iron s taining. etc. 
The Commission considers the operating ratio hereinafter 
granted Applicant vill proyide sufficient funds to mate the 
necessary iaprovenents. 

EVIDE!ICE ARD CORCL OSIORS l'OB FINDIKG 01' PACT RO. 6 

Both the Applicant and the Public Staff presented v�at 
they considered to be the proper test-year leY el of reYenues 
under present rates. The Public Staff proposed $202,202 as 
the proper end-of-period leYel, whereas the Applicant 
contended the proper leYel to be $200.981. The difference 
of s1.221 between the parties resolts fro■ tvo adjast■ents 
proposed by Public Staff witness DudleJ. Tbe first 
adjustment concerns the re■oYal of S32 of interest income 
from operating revenues. In his direct testi■onJ, witness 
Dudley sta ted that although the interest inco■e vas 
immaterial in a■ount. it vas of a nonutilitJ nature, and 
accordingly should not be considered in the fixing of just 
and reasonable rates. The Com■ission. for reasons which are 
self eyident. finds this adjust■ent 'to be entirelJ 
consistent and proper. 

The remaining difference between the parties concerns the 
proper level of reven�es to be realized fro■ the Lynnbant. 
�asonvoods. Stonehenge, and Cantebury subdiYisions. Staff 
witness, Dudley testified that all four systeas had been 
recently acquired by the Applicant and that none of the four 
had been operational for the entire test  year. Witness 
Dudley state! that his anal_ysis of the Applicant• s test year 
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consu■ption records reTealed that approzi■at.ely 471 of the 
t.est�year ■et.el:' reaat�gs of casto■er• receiY.i�g S8ni�e at. 
the end of the test· year. in - the. aforeaent.lo�ea 
subdiYisions. refl�cted zero usage. 

�-n . order . to arrl"e at an ea.d-of•period le.-el .of rewenUes 
th.at vas representat.i-.:e of the �Tel the .. Applicant c.ould, �• 
expected to ezperle�ce o� an, on-going .. basis, witness Dudley 
calcalilt.ed an annuall•d le'fel of reTem1es for these 
sub4iTisions by· ■ultiplying tbe end�of-period nu■ber of 
custoaers by the· ayerage cast.a■�� consumption •. l'ferage, 
c:usto■er consa.■pt:l·on for these subdiYisions vas calculated 
based upon custo•�� usa ge daring the period oct.ober 1977 
through ·July 1978. 

The Applica nt contends th at the .Ptlblic Staff's adjust■ent 
�S !■proper in that it was based upon usage data appli�able 
to a p·eriod subsequent to the close _of the t.est year ·and 
that thE! Publi� Staff aade no adjqstaent to operating 
eKpe�es to reflect the added costs ·11ssociated vith .. the 
annualized leYel of consu■ptian. there bf• ·creat1Dg ·a 
�is■atch of re�nues and cost. 

The purpose of the test-year con·cept ·in the fi><i11g of 
rates is' to arr.i,.Y_e at an annual leTel ,of remnues -and costs 
t�at i� representaUye of the 1eYel. the Co■paDy.caD:be 
upe�ed to eKperience on an 011: ..... going ha.sis. :In determining 
such re.-enues and costs the Couission i s  requl�ed by 
G.S. 62-133 (C) . "to consider sue� ��leyaut ■ateriil:l, and 
co■petent eYidence as ■aJ be offered by any party _to thE! 
proCeeding tending,to show actual changes in costs. reYenues 
or the-n.lue of the public utility property used and useful 
in proYiding the serYice .rendered. to the public within: t1ii!! 
State which is based upon circu■stances and eYents occurring 
up to the time the hear�ng is close�.• 

Accordingly, in keeping •1th the test-year concept in the 
fixing of rates tlie coa■issiqn be11·e,.es that it is  
reasonable. n�ce�sa.ry and proper to _include in  -the test-year 
l�Yel of operatiqns the .revenue .annuali�ation adjust■ent as
proposed by the Public Staff. The CoaE.ssion .wishes to
eaphasize that this reTenue annua·lization adjust:.■ent does·
not adjust the test-year leYel of reYenues for custo■er
growth or increased custo■er usage. in any u.terial .respect,
subsequent to the close of the test year but rather . is
required to de ter■ine the annual leYel of reyennes the 
co■pany Would ha•e realized under present rates.duri�g �he 
test year bad the custoaers being serYed at .the end. of the 
test year receiYed serYice throughout, the entirety th�reof. 

With respect to the Applicant's contentiqn that no 
adjust■ents were made to operating expenses to reflect the 
adaea costs associated vith the.annualized leYel of re•enues 
fro• custo■er growth and usage daring t·h� test year.. thlB 
Co■aission- would re.mind the. Applicant that nu■erous pro 
foraa adjustments were made to the test year le•el of 
expense by both the Applicant and the Public Staff •. Hany. 
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if not most, of vhic� were directly related to the incre�se 
in the number of customers served or increased custo■er 
usage daring the test year. Among the more gl·aring 
adjustments to operating expenses resulting fro■ costo■er 
growth and usage are the A.pplicant,1 s ncost of Acguired 
Systems" adjustment and its "Annualization Adjust■ent," the 
sum total of which is $11,992. The propri�y of these and 
other adjustments is discussed subseguent1y. 

Based upon the foregoing, the co■■ission concludes t hat 
the proper level of operating revenues under present rates 
for use herein is $202,202 and under the Applicant's 
proposed increa-se in rates vould haYe been $299,686 
($202,202 + $97,484). 

EVIDENCE AND CONCLUSIONS FOR FINDING OP FACT HO. 7 

Testimony regarding the proper level of operating expenses 
vas presented by Company witnesses Grantmyre and Little and 
Public Staff vitness Dudley. In his direct t:esti11ony.,. 
Publi� Staff witness Dudley proposed several adjustaents 
which the co mpany accepted at the hearing. These 
adjustments vill not be reiterated here. 

The adjustments proposed by Public Staff witness Dudley 
which were not accepted by the Company are as follows: 

Line 
_Noi Item 

1. Transportation expense
2. lnnuali-zation adjust•ent 
3. Life insurance expense
�- Outside services expense 

Total 

() Deno tes decrease 

A!!.Qlli 
$( 753) 

( 9,253) 
( 3,005) 
( 775) 

-------= 

$ (13, 786) 

Witness Dudley eliminated $753 of test year operations and 
maintenance expense applicable to a short-term truck rental. 
In his airect testimony, he stated that this rental expense 
was incurred because a Heater Utilities• truck vas out of 
service for repairs. 

He testified that "the short-term r ental expense is 
apparently unusual and nonrecurring since no similar 
situation has taken place in the Company's Horth.Carolina 
operations in the last twelve months, according to the 
Applicant.� Witness Dudley stated that his object.iYe vas to 
remove from the test year any nonrecurring or abnoraa.l items 
of cost so as to base the setting of rates on a nor■alized 
level of operations. 

The question before the Commission is not whether the 
eipens� vas incurred, but whether the short-term lease 
eipense represents a normal, recurring ite■ of cost •. It 
must be remembered in the fixing of r ates that the purpose 
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o f  the "normalizatiqn" and the •test year" concepts is to
arrive at an annual leTel ·of reYenues and costs that are
represent11tive of the level the .Coapany ca.n be expected to
experience on an on-going basis •.. This is not to say that
each and eYery ite■ of cost incltldeil in the test year is
expected to be incurred in every 12 ■onth .. period subseguent
to the test year, but that total re't'enues and total :costs
are e xpected to re9ain in the sue relationship one to the
other. 

�berefore. in determining the propriety of toU.l incJusion 
or exclusion of a certain ite■ of Cost fro■ the test year 
level of operations it must first be deterllined whether such 
cost is of such an extraordinary nature·. that it or si■il&r 
costs· are not likely to occur a gain vithin so.ae reasonable 
period of time into �.he .future. 

After carefully considering the e-.idence presented in this 
regard t he C oa■ission concludes that this truck rent.al 
expense does not represent an extraordin ary it.e■ of cost and 
accordingly should not be excluded fro■ the.test year cost 
of serYice. The Couission, therefore. rejects the Public 
Sta ff's adjust.■ent:. 

The second adjust._11ent t.o which the parties disagree is 
witness Dudley's eli■ination of the·_ Applicant's S9.253 
ann ualiza tion adjustt!ll,ent. •.. In ,addition to adjusting specific 
items of cost to ·an end-o�-period level. the Applicant. 
proposed a further annualiza tion a� just■ent in the a11.ount of 
$9.253. Witness Dudley cont.ended that this adjust.■ent vas 
improper and accordingly should not be.included in the test 
year level of cost. , Wi.tness Dudley stated that although 
this type of adjustment vas accepted in the Applicant's 
prior case, its use in the present case. vas inappropriate 
sin ce the Applicant had proposed specific adjust11ents to 
take expenses to a,n end-of-period leTel. Wi tness Dudley 
testified that th e Applicant had incorrectly c alculated the 
annualization adjustment since the annualization factor, 
which vas based on custo■er growth during the test year. was 
applied to items of cost vhich had pre-.iou.sly been adjuste d  
to  an end-of-period level on an it e■ by item basis. 

The commission acknowledges that it is without question 
improper to further increase ite■s of cost, which haTe 
previously been fully ann ualized for changes in price and 
usage by application of an annualiza.tion factor based on 
customer growth or for that matter by any other ■ethodology, 
for such an adjustment clea rly cesults in double counting. 
However, the commission believes it. is equally i■proper to 
completely ignore items of cost which when consi dered 
individually are immaterial in a■ount and accordingly do not 
lend themselves to annualization on an it.ea by ite■ basis 
but vhen c onsidered in the aggregate do represent 
significant costs. 

The commission•after having very carefully considered the 
evidence vith regard to the adjustment calculated by 
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application of the ann uali-zation factor, and other 
annualization adjustments proposed by the Applicant and the 
Public Staff found proper by the Commission for use herein, 
conclude s  that an annuali zat ion a djustment to increase 
operating expenses to an end-of-period level in the amount 
of sq,040 is required to fully annualize those items of cost
not specifi=ally adjusted to an end-of-period level on an 
item by item basis. This adjustment is necessary as a 
result of changes in both price and levels of usa ge (growth) 
during the test year. 

The next area of disagreement hetveen the parties concerns 
witness Dudley's proposed adjustment to remove SJ,005 of 
life insurance expens e from the t est year cost of service. 
Witness Dudley stated that Heater IJtilities ha d paid in 
excess of $10,300 (!i3,005 of which related to North Carolin a  
operations) of life insurance premiums covering only its 
officers, and that their spouses were the ben eficiaries of 
the individual policies. He furt her stated that the 
rat-epayers should not be reguired to pay in rates to cover 
these personal expenses of Heater IJtilities• officers. This 
witness further testified that casts associated vith a group 
life insurance policy which covers all of the employees of 
t.he Applicant are reflected in the test year cost of
service.

The Commission after careful examination of the evidence 
presented concludes t hat the premiums associated with the 
maintenance of separate .$100,000 life insurance policies on 
the lives of the executive officers of the Applicant are 
expenses which the ratepayer should not be required to bear. 
These officers are directly and more than adequately 
compensated for their services by salaries and other fringe 
benefits received from the Applicant, the cost of whic h is 
included in the test vear cost of service. Therefore, the 
commission adopts the eUhlic Staff's adjustment to remove 
this cost from the test year level of ope rati ons. 

The fin al adjustment to which the parties disagree 
concerns outside se�vices expense of $775. 

The Commission views this adiustment to be directly 
analogous to the adjustment proposed by the Public Staff to 
eliminate truck rental expense from the test year level of 
o� rations. Therefore, for reasons previously discussed the
commission rejects this prop osed adjustment of the Public
Sta ff. 

EVIDENCE AND CONCLUSION'S FOR FINDING OF FACT HO. 9 

The Applicant presented its case employing an operating 
ratio methodology. Dr. Richard Stevie testifying on behalf 
of the Public Staff contended that methodology employing an 
operating ratio was the proper basis for s etting the rates 
of the Applicant. 
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The commission, therefore, concludes that an operating 
rat io is the proper methodology to e�ploy in the firing of 
the Applicant's ra tes in this proceeding. 

FVTDENCE ,No CON,LUSIONS FOR FINDING� OP PACT NOS. 10 and 11 

Company witness Grantmyre an d Public Staff wit ness Stevie 
testified as to determination of a fair and reasonable 
operating ratio and the methodology which should be employed 
in the calculation thereof. 

llitness Grantmyre testified that the !lpplicant•s 
o�erating ratio of 87.0�'.C was reason able because 
wit hin the ranqe of operating ratios established 
Commission decisions. 

requested 
it fell 

by recent 

llith regard to the methodology which should be eaployed in 
the calculation of the operating rat io, witness Grant111yre 
testified that the Commission should include interest, gross 
receipts tax, State an d Fe der al income tares and other 
operating erpenses as the base against which revenues should 
be measured to determine an operating ratio. Wi tness 
Grantmyre•s basis for using this approach was that it is 
consistent with oast commission decisions when the propriety 
of a general rate increase request was based upon operating 
ratio considerations. 

Public St�ff witness Stevie test ified that a reasonable 
operat ing ratio for Heater TJtilities on the cost base which 
he considered to be proper was aq.57'.C. The determination of 
a reasonable operating ratio, a ccording to witness Stevie, 
dep ends upon the opportunity cost of alternative investments 
of comparable risk. Witness Stevie's ■ethod for estimating 
this return is divided into three parts. T he first part 
involves estimation of the return on equity which should be 
earned by a water utility. Such return is estimated by 
applying a disc ounted cash flow analysis to the current 
yield and to the growth in dividends and earnings per share 
of the population of water utility stocks listed on the 
stock exchanges. The second componen t is the calculation of 
Heater Utilities' average debt cost. The aethod's third 
part esti■ates the weighted average return based upon the 
preceding two parts, an d the average debt to equity which 
should be earned by a water utility. Such return is 
es timated by applying a discounted cash flow analysis to the 
current yield and to the growth in dividends and earnings 
per share of the population of water. utility stocks lis·ted 
on the stock exchanges. The second co■ponent is the 
calculation of Heater Utilities' average debt cost. The 
method's third part, estim ates the weighted average return 
bas ed upon the preceding two parts, and the average debt to 
equity ratio of the listed water utility stocks. Jlccording 
to witness Stevie , the weighted avecage return of 12.19'.C 
return can then be inverted by simple mathematical operation 
to attain the operating ratio of AB.57'.C which he considered 
to be fair and reasonable. 
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Witness Stevie testifie� that the cost base should exclude 
inteiest,  gross receipts taxes, and State and Federal income 
taxes. His basis for this proposal rests primarily upon 
three considerations. First, a return to the Company is  
actually compensati on for the risk incurred in  operating the 
utility. Interest represents the return to creditors for 
incurring a oorti on of the risk. To include interest i n  the 
cost base would force the ra tepayers to compensate the 
Company more than, twice for this portion of the ri·sk of 
operating the utility. Second, besides the fact that gross 
receipt s an<l income taxes are related to the revenues and 
profits of the company and not its operation, inclusion of 
th�se items in the cost base would allow the company to earn 
a return on a return in that revenues would have to be 
increased to allow the r�turn on  th ese taxes . If allowed, 
it would have to be increased t o  allow the return on these 
taxes. If allowed, it would necessitate an increa se in 
ta�es which would necessitate another increase in revenues. 
According to witness Stevie, this would continue to a fi nite 
limit, but in the process, the Company voula earQ a return 
on a porti on of the calculated return. Thirdly, a parallel 
can be drawn from the determination of revenues on rate base 
cases. In that situa tion, interest is paid for out of the 
return on rate base, while taxes are includea in total 
revenues. Cost base m ethodology is a nalogous in that 
interest is to be oaid for out of the return on cost base 
and revenue taxeS ao not earn a return but are included in 
total revenues. 

The determination of a fair operating ratio admittedly 
requ ires expert judgment. However, trad itional me thods and 
procedures have been devised to eliminate as much judgment 
as possible. While the use of such methods ha s the benefit 
of being proven over time, the Commission is recep tive to 
the final result of any analytical technique offered to 
as�ist the Commi ssion in determining a fair and rea sonable 
operating ratio. Indeed, the Commis sion finds that a 
diversity of methodology is a desirable end in itself. 
However, any particular technique requires the use of expert 
judgment and hence raises quest ions concerning the amoun t of 
objectivitv used in the analysis. 

Tn the final analysis, th e determinati on of a fair 
operating r atio is to be made by this Commission in its ovn 
impartial iudgment, informed bv the testimony of expert 
witnesses and. other evidence of record. Suc h a 
determination is, of course, of great importance and must be 
made with great care. Wh atever the ratio allowed, it will 
have an immediat e impact on the Company and its customers 
and the Commission is vell aware of its statutory 
responsibility to insure that all parties are fairly and 
equitably treated. Therefore, the Commission after having 
cOnsidered carefu lly a ll of the r.elevant evidence pre sented 
in this case concludes that the Appli cant sho uld have an 
O?portunity t o  earn on its North Carolina util ity operations 
an opera ting ratio in the range fro m 91'1; to 93,C, which 
requires an increa se in annual revenues from its North 
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Carolina customers of $40,623, based upon the 
level of operations. As reflected in the schedule 
subsequently, the Commis sion has calculat ed the 
ratio inclusive of interest, gross receipts tax, 
and Feder al income tax expenses .. 
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test year 
presented 
operating 
and State 

The Commission takes j11d icial notice of the Federal Vage 
and Price s t�ndards promulgated by the Preside nt's council 
on varre an1 PricA Stability since the time of hearings in 
this docket. This timing difference is unfortunate because 
it. leaves the Commission without evidence of record as to 
whether this Applicant• s rat e increase s hould be constrained 
by the CWPS standards. nevertheless, the Commission has 
considered the CWPS standards (revised Dece mber 13, 1978). 

Heater Utilities is a rapidly growing system with 
concomitantly growing expens es. The CWPS standards 
acknowle dge t he re ality of escalating expenses by providing 
t.he Profit !'largin Limit ation exception under 705A-6 (a) .. 
Simply put, this exception allows the price (or qross
revenue) standard to be exceeded p rovided the company's
profit margin does not exceed the best two profit margins of
thf' past thr?.e years.

Evidence of record in this docket shows that Heater has 
opl?rated at a loss for the past three J?.ars.. The CAPS 
standards generallv acknowledge the possible occurrence of 
this type situation through its Undue Hardship and Gross 
Inequity eXC"!,ption (705A-6 (bl .. 

Having considered t he CWPS standards and the Commission's 
statutory obligat ions, the Commission concludes that. an 
operating ratio· i n  the range from 911 to 93, is just and 
reasonable for the Applicant in this docket. 

'T'he following schedulP. summarizes t est year revenues and 
expenses and presents the operating ratio which the company 
should have a reasonable o�portunity to achieve, based on 
the increase approved her ein.. This schedule incorporates 
the finrl.ings, adjustments, and conclusions heretofore and 
herein made by the Commission .. 
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Heater Utilities, Incorporated 
STATEl'IEHT OF REVENUES, EXPENSES AHD OPERATING BA.TIO 

For the 12-P!onth Period Ended Septe■ber 30, 1977 
Docket No. W-274, Sub 22 

Line 
No. 
1. 
2. 
3. 
q_ 

5. 
6. 
7. 

8. 

9. 
1 o. 

11. 

12. 

Item 
OperatingreVenues: 

Water 
P!iscellaneous 

Total revenues 

Opera ting expenses: 
Depreciation 
Operations and main

tenance 
Taxes - other than 

income 
Taxes - income 
Tota l 

Other expenses: 
Interest on customer 

deposits 
Interest expense 
Total 

15. Total expenses
16. Net income 

17. operating ratio

!TIS, THEREFORE, ORDERED:

Present 
Rates 

$201,265 
___ 2]] 

202L1QZ 

12,021 

165,593 

21,123 

1g0,7'3'i 

385 
_12..a..2.03 
�88 

Increase 
A...el!!:2Ved 

s qo, 623 

==�]�§11 

360 

1,610 
_ _!h.850 
_-1!l..,320 

....ll2.&� _....lQ.3 20 
$(12,823) $ 30,303 
========= ======= 

106.HI 
======= ======= 

After 
Approved 
Increase 

$2q1,888 
937 

_;\!!.2, 825 

12,021 

165,953 

22,733 
8.350 

_;\!!L.Q.21 

385 
_15.903 
__ 16.28!! 

225,3q5 
$ 11,q00 
======== 

92.801 
======= 

1. That the Applicant, Heater Utilities. Incorporated,
be, and hereby is, authorized to adjust its rates and 
charges as set forth below based upon the test year level of 
operations, 12 months ended September 30, 1977, to produce 
an increase in annual gross revenues not to exceed $40,623. 

2. That the Applicant and the Publi c St aff are hereby 
called on to propose specific tariffs and customer notice 
reflecting changes in rates, charges, and regulations to 
recover the additional revenues approved herein in 
accordance vith the conclusions set forth above within four 
days from the date of this Order. Exceptions and comments 
to said proposed t.ariffs shall be filed with in t.vo days 
thereafter. 

3. That the rates, charges, and regulations necessary to
produce the additional annual gross revenues authorized 
herein s_hall become effectiv e upon the issuance of a further 
order appro ving the tariffs filed pursuant to Paragraph 2 
above. 

ISSUED BY ORDER OF THE COft�ISSION. 
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Th is the 22nd day of Dece■ber, 1978. 

NORTH CAROLINA UTILITil!!S coe"ISSION 
Sandra J. Webster, Chief Clerk 

(SUL) 

DOC�l!!T NO. W-173, SUB 10 

BEFORI!! TRI!! NORTH CAROLINA UTILITIES co""ISSION 

In the "atter of 
Application by "ontclai r Water Co■pany, 
Fayetteville, North Carolina, for Approval of 
Increased Rates of Sever Utilit y Service and Street 
L ighting Service in cu■berland County, North 
Carolina 

I 
) Rl!!C0"-
1 UJDl!!D 
) ORDER 

l 

HEARD IN: Council Roo■, City Hall, Fayetteville, Worth 
Carolina, on "arch 23, 1978 

Bl!!FORI!!: Rearing Examiner Robert P. Gruber 

AP PEARAN CES: 

For the Applicant: 

L. Stacy Weaver, Jr., Attorney at Lav, P.O.
Box 2129, Fayettev ille, North Carolina 28302

For the Intervenor: 

Theod ore C. Brown, Jr., Staff Attorney, Public
staff - North Carolina Utilities co■■ission, 
P.O. Box 991, Raleiqh, lforth Carolina 27602 
For: The Using and Consuming Public 

GROBER, REARING EXA"IMER: By application filed vith the 
!forth Carolina Utilities Co■■ission on "arch 4, 1977, 
"ontclair Water Company ("ontclair, Applicant, or the 
Co■pany) seeks approval to increase its rates for sever 
uti lity service in certain of its service areas in 
Cumberland County. "ontclair also seeks approval to 
increase its rates for s treet lighting service in certain of 
its service areas in cu■berland county. "ontclai r requested 
that said increased rates be a pproved i■■ediately on an 
emergency basis, subject to refund if such rates should 
suhsequent ly be shown to be excessive. 

By Order issued "arch 23, 1 977, the ■at ter vas declared a 
general rate case: "ontclair vas required to g ive public 
not ice of the proposed increase; and an interi■ rate 
inc rease vas g ranted subject to refund i f  a Staff audit 
should reveal that increased rates are not justified. 

The Co■■ission Staff began an exa■ination of the books and 
records of "ontclair Water co■pany fol loving the 
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Comm"ission•s Order of f'larch 23, 1977.. Subsequently, 
personnel involved in the examination were transferred from 
the Commission Staff to the Public Staff pursuant to 
legislation adopted by the General Assembly in 1977, and the 
Pub lie Staff continued the investigation of the records of 
f'lontclair Water company. 

By order issued December 15, 1977, the Commission 
scheduled the matter for public hearing and required 
l!on tclair Water Company to give public notice of the 
hearing. on January 9, 1978, the Commission issued an Order 
continui ng the hearing to a la tee date. Then, on 
Febr uary 23, 1978, the Commission issue d an Order 
rescheduling the bearing to f'larch 23, 1978, and requiring 
the Applicant: to give public notice of the resche duled 
hearing. 

Public notice vas given as specified by the Commission, 
and the matter vas called for hearing at the time and place 
captioned above. rton tclair Vat er Company offered the 
testimony of three witn esses: ffanter Chadwick, Vice 
PrEsident and Secretary of the :ompany; Dan Blackstock, 
ffanager of the Company; and Phillip w. Haigh, Jr., certified 
Puhlic Accountant, who prep ared financial statements for 
l'tontclair Water company.. The Public Staff offered the 
testimonv of three witnesses: F. Paul Thomas, Public Staff 
AccountaDt: David F. Creasy, Director of the Water Division 
of the Public Staff: a nd Ch arles s. Bern of Property Group, 
Inc., vhich manages the Voodstream A part:11.ents. Woodstrea m 
Apartments is a customer of rtontclair Water Company. 

f'IRDINGS OF f' ACT 

1. The Applicant, ffontclair V�ter company, is a Korth 
Carolina public uti lity as defined in 3.S .. 62-3 and holds a 
Certificate of Public Convenience and Necess ity granted by 
the Roeth C arolina Utilities commission to_ provide vat.er, 
sever, and street liqhting service in · certain areas in 
Cumberland County. 

2. Prio r to ftarch 1977, the Applicant furnished sever 
and street lighting service under its Certificate of Public 
Convenience and Necessity utilizing the following rates: 

(1) f'or all customers whose sewage is treated by 
ffontclair Water company (includes rtontclair, Chestnut 
Hills, Loch Lomond, Devonvood, etc.): 

Up to first 3,000 gal./month 
Next 7,000 gal./month 
All over 10,.000 gal .. /m.onth 

- $2 .25 minimum 
- $ .30 per 1,000 gal.
- $ .25 per 1,000 gal.



( 2) 

RATES 

Por all customers whose 
Fayetteville PWC for treatment 
Tree Top, waters Edge, e tc.): 

ftetere d Rate: 

731 

sevage is piped to 
(includes ioodstrea■, 

First 3,000 gal./month $2.25 mini■u11 
Prom 3,000 to 7,000 gal./month -$ .JO per 1,000 gal. 
All over 10,000 gal./month - $ .25 per 1,000 gal. 

Flat Rate: Per month - t2.25 

(3) For Bri ttany Place (Commercial Rate):

Up to first 360,000 gal. /month - $2 70. 00 minimuli!.
All over 360,000 gal./month - $ .JO per 1,000 

gal . 

(ij) For Leisure Living Estates (Flat Rate): 
Per unit, per month S1.75 

(5) Street Lighting Service (Devonvood and Loch Lomond):
Per customer, per month $ .50 

3. After ftarch 1977, the Applicant furnished sever and 
stree t lighting service ut ilLzing the fol lowing interim 
ra tes approved by the North Carolina Otilit ies co mmissi on on 
Karch 23, 1977: 

( 1) For all customers whose sevage is treated by 
Montclair Ra ter Company using other than Chestnut 
Hills sewage treatment plant (includes Loch Lomond, 
Devonvood, etc.): 

Up to first 3,000 gal./month 
Next 7,000 gal./month 
All over 10,000 gal./month 

$2. 25 minimum 
-$ • 30 per 1,000 gal. 
- $ .25 per 1,000 gal.

(2) For all mete red residential customers whose sewage is
piped to the chestnut Hills sewage treatment plant 
(includes Ches tnut Hills, �ontclair, e tc.): 

(3) 

Up to first 3,000 gal./mont h 
Next 7,000 gal./month 

$3.50 minimum 
-$ .30 per 1,000 gal. 

All over 10,000 gal./month - $ • 25 per 1,000 gal.

For all customers vbose sevage is piped 
Payetteville PWC for treatment (includes 
Tree Top, Waters Edge, etc.}: 

Metered Rate: 

directly to 
woodstream, 

s2.oo plus$ .75 per 1,000 gal./month, with $3.00 
per mont� mi nimum, per PWC schedule ssoc-2 

Flat Rate: 
Per month, per uni t, per PiC Schedule ssoc-3 $7. 00 
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(4) For Brittany Place (Commercial Rate):

Up to first 360,000 gal./month - $420.00 minimum
All over ]60,000 gal .. /month - $ .. 30 per 1,000

(5) For Leisure Living Estates (Flat Rate):
Per unit, per month $3.00 

gal. 

(6) Street Lighting Servic e (Devonvood and Loch Lomond):
Per customer, per month $ .50

4. The ,pplicant seeks to utilize t he following rate s
for seve r and street lighting service: 

For all customers whose 
ftontclair Water Company using 
Hills sewage treatment plant 
etc.): 

Up to first 3,000 gal./month 
Next 7,000 gal./month 
All over 10,000 gal./month 

sewage is treated by 
other than chestnut 

{includes Loch Lomond, 

$2. 25 minimum 
- $ .30 per 1,000 gal. 
- S • 25 per 1,000 gal. 

(2) For all c ustomers whose sewage is piped to the
Chestnut Hills sewage treatment plant or to
Fayetteville PWC for treatment (inclu des Woodstream,
Tree Top, waters Edge, Brittany Place, Devonvood, 
Chestnut Rills, Montclair, etc.): 

Me tered Rate: 
$2.00 plus$ .75 per 1,000 gallons per month, with 
SJ.00 pe� month minimum, per PWC Schedule ssoc-2 

Flat Rate: 
Per month, per unit, per PWC Schedule ssoc-3 $7. 00 

(3) Street Lightinq service (Devonvood and Loch Lonond):
Per customer, per month !'i1.25

5. The Applicant's original cost investment in utility
pla nt has been fullv recovered through contributions in aid 
of construction and accumulated deprecia ti on. 

6. This proceeding should be determined on the basis 0£
operating ratio pursuant to G.S. 62-133.1. 

7. No annual depreciation expense should be allowed for
rate-making purpose s .. 

8. The !61,163 interest payable on debt incurred by the
Applicant shoul!l not be allowed for rate-making purposes. 

9. The Applicant's combined operating revenues for water
and sever service under the rates in effect prior to !'larc h 
1977, af ter appropriate adjustments, would have been 
$263,406 (unannuali-zed); and the corresponding operating 
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expenses, including interest expense of $1,535, vould have

been S221, 269 (unannualized). 

10. The operating deficit for
rates in effect Prior to �arch 
approxi■ately SJJ,895. 

sever service under the 
1977 would have been 

11. The net
rates proposed 
approxi■ately 
87.46,. 

operating income for sever service under the 
by the Applicant vould ha Te been 

$15,302, yielding an operating ratio of 

1 2. The additional revenues vhich vou ld result fro■ the 
Applicant's proposed sever rates vould yield an unreasonable 
overall opera ting ratio of approximately 78. 12,. 

13. The revenues produced by the Applicant's rates in
effect prior to l'larch 1977 voul:1 produce an overall 
operating ratio of approxi■ately 84.oi, vhich is just and 
reasonable. 

14. The following rates for vater and sever service vould
be a ■ore appropriate rate structure for the Applicant, and 
vould yield an ooerating ratio of approxi■ately 84.7,: 

(1 ) filtl (all ■etered custo■ers, per ■onth): 

S2.70 per ■onth ■ini■u■ charge (including first 
3,000 gallons). 

$ .50 per 1,000 gallons for all ove r 3,000 gallons 
per ■onth. 

(2) llal!U: (all flat rate customers, per ■onth):

S2.70 per house or apart■ent unit (whether or not
apart■ent unit is occupied). 

(3) ���tl (all ■etered custo■ers, per aonthl

S4.00 per ■onth ■ini■u■ charge (including first 
3,000 gallons). 

S . 75 per 1,000 gallons vater us age for all over 
3,000 gallons per ■ontb. 

(4 ) Sever (all flat rate custo■ers, per month): 

$4.00 per house or apart■ent unit (whether or not 
or not apart■ent unit is occupied) . 

15. Overall revenues received
interi■ e■et'llency rates established 
excess ive. 

16. Plontclair Water Company
furnished to Tree Top Apartments 

by llontclair under the 
,arch 23, 1977, vere

should ■ete r the 
in such a 11anner 

vater 

that 
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Plontclair's 
sewage from 
rather tha n 

payments to Fayetteville PVC for treatment of 
Tree Top Apartments is based on metered usage 
on a flat rate per unit. 

17. The charge for street lighting service should be
$1.00 per month per· customer affected. 

18. The rates recommended by the Public Staff for sever 
service should be placed into effect in all areas except 
t hose ser ved by the Loch Lomond sewage treatment plant. 

19. The following rates for water service 
placed into effect in all areas except those served 
Loch Lomond sewage treatment plant: 

�ll_l'letered_custoa ers, per man th: 

should be 
by the 

$3.00 minimum charge (includes first 3,000 gallon� 
.50 per 1,000 gallons for all over 3,000 gallons 

All Unmetered Customers , per month: 

$3.00 per house or apartment unit (whethe r  or- not 
apartment unit is occupied) 

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF P!CT NOS. 1 - Q 

The evidence for- theBe Findings of Pact are taken from the 
appl ication and from the ta riffs and records on file with 
the Commission. 

The tariff on file prior to "arch 1977 shov ed a $3.50 per 
month per unit charge for Leisure Living mobile home park, 
which received both water and sever service. Since the 
tariff did not separate the $3.50 charge into a vater 
componen t and a sever component, the sever component is 
shown herein as $1. '15, or 501 of the total. After Plarch 
1977, the Commi ssion establ ished a separate in terim sever 
charge for Leisure Living Estates in the a mount of $3.00 per 
month per unit. The Commission was under t he impression 
that the $7.00 per month per unit proposed for all flat rate 
customers was intended to apply to Leisure Living Estates 
also. However, witness Blackstock testified that the 
proposed $7.00 flat rate vas intended to apply only to 
unmetere d apa rtment units such as rree Top, a nd not to 
unmetered mobile home units such as Leisure Living Estates 
(Page 49 of Transcript) .. 

'T'he interim rates in effect after March 1977 did not 
increase the sever rates for those customers whose sewage is 
treated by �ontclai r utilizing other than the Chestnut Hills 

sewage treatment plant (i.e., the Loch Lomond treatment 
olant), and no rate increase is proposed for such customers. 
The principal subdivision areas thus u naffected are Loch 
Lomond and Devonv ood. Bovev er, w itnesses Chad wick and 
Blackstock testified that Oevonvood il'est Subilivision, a new 
subdivision not having any customers yet, will be required 
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to pipe its sewage to the Fayetteville Public Works 
Commission (PWC) s,ystem for treatmenti and that Devonvood 
Subdivision will also nov be required to pipe its sewage to 
the PHC system for treatmen t (Pages 38-4 0 and 51-52, 
Transcript) .. ThereftJre, Devonwood will no longer be 
unaffected bv th� proposed increase in sever rates, since it 
will no longer be part of the system whose sewage is treated 
by the Loch 1'.omond sewage treatment plant. Instead, it will 
be subject to the new proposed sever rates applicable to 
cus tamers whose sewage is piped to the PWC for treatmen t. 

EVIDERCF. AND CONCLUSIONS FOF 1'INDI.NGS OF PACT NOS. 5 AND 6 

The evidence 
Thomas Exhibit 1, 
App 1 ica nt. 

for Finding of Fact No. 5 is contained in 
schedule 2, and is unrefuted by the 

Where no investment remains in the utility operation, the 
best indicator of business ris'k is then the operating ratio, 
which measures such risk on a "cost-plus" basis.. Therefore. 
operating ratio should be use d  for rate-making purpose s in 
this proceeding. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF F�CT NO. 7 

The evidence for this Finding of Fact is con tained in the 
t estimony and exhibit.s of wit.ne ss Thomas. Witne ss Thomas 
eliminated $60,277 of depreciation expense r ecorded on the 
Company's hooks which Vas compu ted on contributed property. 
�itness Haigh, on page 89 of the transcript, testified that 
no deprecia tion was claimed for tax purposes d ue to the 
plant's being contributed. 

The Applicant is not entitle d to depreciation on property 
in wh ich it has no investment. ro require the ratepayer t o  
pay i n  funds through the rate st ructure to cover 
depreciation expense on property contributed would be unjust 
and unreasonable. This view is consistent vith the position 
of the Internal Revenue service which holds that a taxpayer 
can depreciate only that portion of a business asset which 
re?resents an actual expense to the taxpayer. Likewise for 
ratemaking, a utility can only charge as a cost. to the 
ratepayer depreciation on funds devoted to plant investment 
which are supplied by the debt and equity investor. 

Witness Haigh, on page 107 of the transcript, testified 
that 11t.he developers vere trying t.o get as much cost into
the ir development to exp ense out and to reduce their 
income." The contributions made hy the developer resulted 
in a tax saving to the developer vhich benefited the real 
estate affiliate of f"Jontclair and not the rat epayers of 
Montclair Hater company. On the other hand, if the funds 
for developmen t  bad been structured as debt to Montclair as 
theorized by t he company in cross-examination of witn ess 
Thomas, the ratepayer would have benefit ed f rom the tax 
s avings as a result of the deduction of de prec ia tion expense 
in the Com?any•s filing of its tax returns. This theory is 
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nothing but conjecture on the Applicant's part, as the fact 
remains that the real estate affiliate

_,, claimed th e 
development costs and, if depreciation vere allowed, the 
company would have the advantage both ways. 

Witness Haigh, on direct exa■ination, testified that it is 
necessary that the Company begin to reserve some cash for 
future improvements and repairs on accou nt of depreciation 
of the Company• s equip11ent. His only justifica ti on for the 
inclusion of depreciation was that the plant depreciates at 
the same rate whether or not it was contributed or purchased 
out of capital contributed. 

Witness Cre asy testified t hat "depreciation is strictly 
for the purpose of recovering original investment, and is 
never to be considered as a basis foC' replacing plant" (Page 
137 of Transcript). 

Following the decision of the supreme court of North 
Carolina in �2.!!!l!i§fil!!.!!. v. Reate� !!..t.iliti��. 288 R.C. q57 
(1975) the Applicant will not be allowed to recover an 
annual char ge to operating exp enses for the depreciation of 
the properties representing contributions in aid of 
construction .. 

EVIDENCE AND CONCLUSIONS FOR FINDING OP FACT NO. 8 

Tbe evidence for this Finding of Fact is 
test imony anil exhibits of witness Th omas. 
eliminated $61,163 of interest e�pense. 

contained in the 
tii tness Thomas 

The balance sheet of the Comp any at the en d of the test 
year reflects a balance of $315,302 in notes payable. 

V itness Haigh (Page 102 of t he Tra nscript) t estified that 
ACI vas engaged in the bu siness of developing and selling 
real estate and carried a large development loan with 
Cameron-Brown and First Citizens, and whenever a development 
loan would be made, all of the available collateral owned by 
the sharEholders was pledged to secure those loans. The 
loans were obtained for the purpose of ca rrying on the re al 
estate operations of ACI. l"lontclair Water Company, as an 
affiliate eng aging in the furnishing of water and sever 
service, received no funds from the horrover to build water 
and sever facilities, but became a party to t he loans due to 
the fact that ACI and l"lontclair water company were 
affiliated through common stockholders. Witness Haigh, in 
the 1970 re port of examination, identifies ACI as the ■aker 
of the note and deed of trust securing same and the loan 
secured by certain real esta te held by ACI. 

Public Staff's cross-examination Exhibit No. 1, Haigh, is 
a Report on Examination of l"lontclair Wat er Company for the 
year ended December 31, 197Q, and vas prepared by the firm 
of Haigh and vonRosenberg, Certified Public Accountants. of 
which witness Haigh is a p artner. The opinion on the 
financial stateme nts contained the following: "The Co11pany 
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had a net stockholders deficit at Deceaber 31, 1974 of 
$666,002.12. In spite of a deficit at the end of the 
pre vious year, and a net fin ancial loss of $51,314.21 for 
the current y ear, distributions totaling $298, 081.12 were 
paid to stockholders. We question the propriety of these 
distributions." The opinion also stated that "The Coapany 
has received contributions in aid of construction in ex cess 
of investment in plant. The coapany has aade distributions 
to its shareholders fro• sources other than incoae; and it 
appears that the sources would be borrowings or 
contributions in aid of construction." The Coapany had a 
net financial loss of $769. 71 per comaon share, and at the 
sam e tiae paid out approxiaatel y  $4,471 per share in 
div idends to the two stockholders, one of who• is now

president of the Coapany. In a ddition to the dividends paid 
in 1974, the aaount of $194,522.08 was distributed to the 
shareholders in 1973 in spite of a net financial loss of 
$23,467, and a deficit in retained earnings of $310,056.79. 
The company's outside auditors recogni zed that all, or soae 
portion of, the dividends paid in 1974 were borrowed fonds 
and that such borrowings to pay dividends contributed to a 
deficit in retaine d earnings of $728, 864 at the end of the 
test year. 

Witness Haigh, on page 104 of the transcript, on direct 
examination, testified that soae portion of the dividend 
payout in 1973 was used by the principals (stockholders of 
!lontclair) for the purchase of coapany sto ck fro• a foraer 
shareholder in ACI and !lontcla ir water Coapany. The source 
of fonds for this purpose also had to be derived fro■ 
borrowings or contributions in aid of construction, or a 
coabination of both. Borrowed fonds, or any other funds 
used to pay dividends in order for coapany stockholders to 
acquire the stock of another stockholder, served no benefit 
to the customers of !lon tclair later Coapany. 

The present day custoaer should not be required to provide 
fun ds through their rates which would pa y interest on 
borrowings used to pay di viden ds or to acquire stock or for 
any other purpose which serves no benefit to the custoaers 
of !lontc lair Water coapany. 

It should also be noted here that !lontclair is in 
violation of G.S. 62-160, since an applica tion for approval 
to pledge its assets as collateral for the loans has not 
been file� with the Coaaission and the Coapany has not been 
authorized to pledge such assets. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 9 

The evidence for this Finding of Fact is contained in the 
testiaony and exhi bits of witnesses Thoaas and Creasy. 

Applicant's E xhi bit No. 2 included nu aerous pro foraa 
adjustaents which resulted in an increase in operation and 
aa intenance expenses for water operations of S38,222 and 
$12,741 for sewer, or a coabin ed total of S50, 9 63. Witness 
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Haigh admitted under cross-examinati on that no funds ver e 
expended during the test year 1916 vhich related to the pro 
forma adjustments vhich he included. The pro for11a 
adiustments were derived from discussions with witness 
Blackstock and represented either estimates or anticipated 
estimated increase s as a dmitted by witness Haigh under 
cross-e%amination. 

The pro forma adjustments proposed by witness Haigh may or 
may not be incurred, and the record fails to show that they 
did occur in the test year. The pro forma adjustments, in 
whole or in part, represent items of de layed maintenance 
without regard to normal operating experience. However, the 
Public Staff did include an ann ualizing adjustment in its 
computations which makes an allowance for fu ture growth in 
expenses corresponding to the number of cu stomers served. 

W itness Ha igh testified that water revenues amounted to 
$221,000 i n  1977. He did n ot h ave available the sever 
r evenues for 1977 but testifi ed that the sever systems had 
very little growth in customers for the year. Judicial 
notice should be taken of the Company's annua l report to the 
Commission for 1977 which shows that vater customers 
increased by 272 in 1977 over 1976, anc1 sever custome rs 
in creased by 167. Said 1977 annual r eport also shows that 
if the $57,220 annual depreciation clai111ed in said report 
Were disallowed in accordance with recommendations by the 
Public staff, sai d report wo uld have shown a net operating 
income of approximately $72,959, which is very cl ose to t he 
$70,467 net operat ing income predicted in Thom.as Exhibit 1, 
Schedule 1, after the proposed rate incr ease. 

Witness H3igh testified that the pro forma adjust■ent for 
adding caustic soda to we l ls amounted to $6,156. Thi s 
amount was furnishe d by witness Blackstock, vho testified 
tha t this cost was determined by the Company's experience 
from July through December of 1977. The annual report for 
1q77 filed vith the Commission fails to show any water 
treatment expense for 1977. 

Witness Chadwick testified that the· Devonvood West 
Subdivis ion vas a pproved by the appro priate State agencies 
continge nt on treatment of its effluent along vith that of 
Dev onvood Subdivision by the Public Works commission of the 
City of Fayetteville. He fu rther testified that the Co■pany 
was required to make a physical connection be�w een the Loch 
Lomond sevage treatmen t plant and the Public Vorks 
Commission lines, and this connection was und e r  c onstruction 
and was virtually complete. Witness Blackstock. testified on 
page 52 of the transcri pt that Devonvood West was in the 
development stage and was no t serving any cust oaers as of 
the hearing date. The com.mission t akes notice of petitions 
received from the residents of Devonwood I Subdivision 
following the date of the hearing which confirm that 
Montclair has in fact begun piping sevag e from Devonvood to 
the Fayetteville PiC for treatment, and they confirm. that 
�ontclair has also begun applying the higher sever rates 
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applicable to customers whose sewage is piped to the PWC for 
treatment • 

. witness Haigh testified that sewage treatment of Devonvood 
and Devonwood west by the Public Works Commission vould 
result in a cost to !'lontclair of an :1.dditional $20,280 on an 
annual basis. However. as discussed in Evidence and 
Conclusions for Findings of Pact Nos. 1-4, the sever rate 
vhich l"'lo ntclair will apply to Devonvood and to Devonvood 
Vest nov that they are connected to the PWC lines is 
considerably higher than the sever rate which ftontclair 
previously applied; and, therefore, add itional sever 
revenues vill be produced to offset any additional payments 
to the 'Fayetteville PffC. Whether or not the additional 
payments to the PVC will significantly exceed t he additional 
r evenues which Montclair will collect i s  doubtful at this 
point. It would be unfair and unreasonable to the ratepayer 
to pay an operating expense that vill occur in some 
uncertain amount one and one-half years after the end of the 
test year 1976. 

Witness Haigh testified as to the need for vorkiDg capital 
to make repairs to the plant vhicb had not been made on a 
regular basis. Haigh and vonR osenberg • s Report on 
Examination for the Year Ended December 31, 1974 (Public 
st.a ff cross-Examination Exhibit No. 1), on Exhibit c, 
Statement of Changes in Fin ancial Position, includes the 
following items und er the use of working capital: 

cash distributions to shareho lders 
Purchase of stock - American Classic Industries 
Purchase of re ntal unit 
Increase in accounts receivable - office r 

Total 

$298,081 
31,064 
40,562 

__ 1s,110 
$384,817 
-======= 

The use of funds as listed above se riously eroded the 
Com�any•s working capital pos ition froq which it has not 
recovered, resulting in delayed maintenance to be performed. 
The purchase of American Classic Industry stock and a 
condominium at Wrightsvill e Beach at a cost of $71,626 was

made from e ither borrowed funds which increased $351,499 in 
1974 or contributions in aid o f  construction vhich increased 
$80,025 in 1974, or a combination of both. Application to 
secure approval of the purchase of the nonutility assets, 
ACI stock and rental unit, was not filed vit.h the 
Commission, and their purchase was of no benefit. to the 
customers of Montclair Water Company, but represented a 
diversion of funds necessary for proper repair s and 
maintenance of utility property. 

EVIDENCE AND CONCLUSIONS POR FINDING OF FACT NO. 10 

Thomas Exhibit. 1, schedul e JA, shows $60,452 
revenues, less !93,040 expen ses, including taxes, 
$1,307 annualizing adjustment, yielding a $33,895 
deficit for the y ear 1976. Certain of the sever 

operating 
and less 
operating 

expenses 
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were allocated to sever by witness Thomas due to the 
that they were not separated between water and sever on 
bo oks of Plontclair Water company. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF PACT NO. 11 

fact 
the 

Thomas Exhibit 1, Schedule JA-2, shows $122,109 operating 
revenues, less $106,807 total expenses, including inco■e 
tares a nd $767 interest, yields S15,302 net operating 
income, which gives an operating ratio of 87. 461. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 12 

Thomas Exhibit. 1, Schedule JA-2, sh ows that the 
Applicant's water rates vould produce an operat ing ratio of 
approximately 72. 811, while the pro posed sever rates would 
produce an operating ratio of approximate ly 87.461, and that 
the combined water and sever oper ations vould produce an 
operating ratio of 78.321. An operating ratio of 78.321 is 
considered excessive for this size water and sever utility 
operatio n. 

EVIDENCE A.HD CONCLUSIONS FOR FINDING OP' FACT NO. 13 

Thomas Exhibit 1, Schedules 1 and 3A, s how that the water 
rates and the seve r rates existing pl:'ior to !!arch 1977 will 
pro duce a combined un annu al ized reve nue of ap proxima tely 
$263,lJ.06, and t hey vil l prod uce a combined unannualized 
operating expense of app roximately S221 ,269 (including 
interest of t1,535), which results in an overall operating 
rat.io of 84.0'S for the combined water and sever operations. 
Eighty-four percent is a reason able o perating ra tio fo r a 
water and sever utili ty operation of this size. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 14 

While Thomas Exhibit 1, Schedule 1, shows that the 
Company's rates in effe ct prior to �arch 1977 would produc e 
an acceptable ove rall operating �atio o f  84.0I, Thomas 
Exhibit 1, Schedule JA, shows that the sewer rates produced 
a deficit for the sever operations and that the water rates 
we re subsidizing the loss from sever service. Public Staf f 
witness Creasy testified t ha t  the vat er and sever rates 
should be restructure d  in such a vay that subsid ization of 
sever service by the wa ter customers would be reduced to a 
mini.mom. l'fany of Montclair• s vater cust olilers do not have 
sewer service, _yet they are required to help subsidize the 
cos t of sever service to others by paying higher water 
rates. The objective of re structuring the rates is to 
increase the sever revenues by a certain am ount and to 
decrease the water revenues by a corresponding amount, in 
su ch a vay that the ra te of return from the sever service 
would be approximately egoa l to the rate of return from the 
vater service. ffitness Creasy proposed a rate structure 
vhich v ould produce an operating ra tio of 84.71 for water 
service and an operating ratio of 84.6% for sever service 
(Page 131-133, Transcript). The operating ratios produced 
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proposed by witness Creasy ar e reasonable, and 
would produce ap proximately the sa■e co■bined 
water and sever serv ice as would be produced by 
effect prior to !!arch 1977. 

EVIDENCE AND CONCLUSIONS POR FINDING OP PACT NO. 15 

As discussed in the prev ious Evidence and conclusions, the 
expenses which are appropriate for rate-■aking �ur�oses 
would  result in an unreasonable overall operating ratio 
under revenues produced by the App lica nt's proposed sever 
rates (Pindi ng of Pact No. 12), and such expenses would 
result in a just and reasonable overall operating ratio 
under revenues produced by the Applicant's sever rates in 
effect prior to !!arch 1977 (Finding of Fact No. 13). The 
overall operating ratio under the previous sev er rates were

reasonable in spite of 'the fact that the sever service 
standing a lone vas operating at a deficit (Findings of Fact 
Nos. 10 and 13), because the profits fro■ the water service 
were great enough to offset the deficit and still produce a 
fair overall operating ratio. 

In granting the e■ergency interi■ rate increase for sever 
serv ice, t he co■■ission was acting on infor■ation available 
for sever service alone. It had no knowledge of the level 
of profits produced by the water service. Even so, it did 
stipulate that the e■ergency increase for sever service 
should be sub1ect to refund if subsequent investigations 
should deter■ine that the increased revenues were not 
warranted. 

The Appli=ant suggests that even if certain expenses are 
disallowed for rate-■aking purposes, such as the $61,163 
interest expense, such expenses were still physically paid 
and, therefore, the actual cash flow position of the Co■pany 
is ■ore critical than is shown by the Public Staff's 
financial shte■ents (Page 159-162, Transcript). However, 
such an argu■ent is si■ply another v ar of saying that 
regardless of how unsound or how detri■ental to the 
custo■ers such expenses ■ight have been, they were incurred 
anyway, so the customers should bear the cost. This line of 
reasoning is particularly offensive in view of the fact that 
the Co■pany incurred the ■ajor expense in question (the 
$61,163 interest expense) without per■ission fro■ the 
Utilities co■■ission in violation of G.S. 62-160, et seq. 

As to the financial viability of the A pplicant, it would 
appear that the co■pany could have reestablished its 
financial health if it had retained ■ore of its borrowings 
in the Co■pany for ■aintenance or other purposes rather than

paying ■ost of the■ out in dividends. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 16 

Witness Creasy testified that Tree Top Apart■ents can be 
esti■ated to use approxi■ately 303,360 gallons of water per 
■onth (Page 1311, Transcript). He calculated that l!ontclair 
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v as cucr ently having to pay the PWC approximately $560 per 
month for treat11ent of sewage from Tree Top Apartments 
(based on the flat rate per unit), whereas it would only 
have to pay the PWC approximately $230 per month if the 
ch arge vere b ased on metered va ter usage. Since such 
metering only requires that overall water usage be metered 
rather t han metering each apartment unit, such metering 
would appear to be economically feasible and should be 
required. 

Witness Creasy also advised that the Woodst ream Apartments 
also be metered if the present method of measuring the 
sewage flov from Woodstream at the sewage pumping station 
vere abandoned (Page 136., Transcript). 

EVIDENCE A.HD CONCLUSIONS FOR FINDING OF FACT NO. 17 

witness Thomas te stified that street lighting re venues an d 
expenses for electric power were s eparated from the revenues 
and expenses for the water/sever oPerations and that the 
electric power expense for street lighting was $7,813 during 
the test year (Page 118, Transcript). Witness Creasy 
testified that the $7,813 expense amounted to $ .99 per 
billing and that approximately $1.00 per billi ng vould be an 
appropriate charge fo r the ser vice (Page 135, Transcript). 

EVIDENCE AND CONCLUSIONS FOR FINDING OP FACT HO. 18 

The Evidence and Conclusions discussed herein support the 
fact t hat the overall revenues of �ontclair Water Company 
should' be i;educed to a level which produces an operating 
ra tio of approximately eql-85%. The manner of accomplishing 
su ch revenue i;eduction presents a problem. 

On the one hand, reducing the �ever rates back to their 
pre-�arch 1977 level would accomplish the desired revenoe 
reduction. However, th e evidence shows that the pre-Plarch 
1977 s ever r3.tes w ere too low, in comparison vith the actual 
e xpenses for providing sever service .. 

On the other band, allowing the interim. sever rates to 
remain in effect, or alloving the Applicant's proposed sever 
rates to take effect, would allov �ontclair to continue 
receiving excessive overall revenues. The evidence shovs 
that the v ater r ates are the problem, no t the sever rates. 
Unless the water rates a re reduced, the CoI1pany must 
continue to receive excessive overall reve nue s. 

The evidence herein supports the fact that the sever rates 
should be set at the level recommended by the Public staff 
(Pinding of Fact No. 14), although the sever r ates 

r ecommended by the Public Staff are lovei; than the sever 
rates proposed by !ontclair for customers vhos e sewage is 
pip ed t o  the Chestnut Bills sewage treat ment plant or to the 
PWC system for treat11ent. This bas ically includes all 
customers except those serve d  by the Loch Lomond sewage 
treatment plant,. As discussed herein, the sever rates 
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recommended by the Public Staff wou ld constitute an increase 
in sever revenues abo ve the pre-ftar ch 1977 levels and, 
t herefore, must be accompanied by a corresponding reduction 
in water re venues. 

However, the sever rates recommended by the Public Staff 
are higher than those nov applied by Plontclair t o  c ustomers 
whose sewage i s  treated by the Loch Lomond sewage treatme nt 
plant because �ontclair did not propose to in crease sever 
rates to those particular customers. Since those customers 
have not had appropriate notice that their sever rates might 
be in cre ased, the ir sever rates should not be raised until 
such notice and opportunity to be heard has been given, and 
since the apprqpriate level of water rates for those 
customers cannot be fina lly established without 
consideration of the final level of sever rates, the water 
rates for those customers should not be lovered as proposed 
by the Public staff pending appropriate notice and hearing 
to establish final sever rates for those customers. 

One solution to the proble11 might be to roll back all of 
the· sever rates to their pre-Pla rch 1977 level, then require 
further noti ce an!1 hearin g  t o  consid�r a nev overall rate 
str ucture, and then raise the l?ever r ates aga-in while 
concurrently reducing water rates. However, the confu�ion 
generate d in the minds of the costomers due to the 
vhi psaving sever rates could be very detriment al to customer 
relations. 

A better so luti on voold be to establish the sever rates at 
the level recommended by the Public .staff in all areas 
except those served by t he Loch Lomond plant and the n to 
schedule further notice and hearing for the purpose o( 
setting final rates for customers served b.y the Loch Lo11ond 
sewage treatment plant. 

EVIDENCE �ND CONCLUSIONS FOR FINDING OP FACT NO. 19 

The water rates applicabl.e to customers whose sever rates 
are increa sed herein should be reduced in such a manner that 
the increase in sever revenues will be offset by the 
decrease in water revenues (See Evidence and conclusions f or 
Finding of Pact No. 1B.). Further, those customers vho 
receive water service but not sever service from Plon tclair 
should pay the same reduced water rates (See calculations, 
Page 132, Transcrip t.). Sin«.:e the cust.011ers whose sewage is 
piped to the Loc h  Lomond sewage treatme nt plant are not 
subject to inc reased sever rates or to reduced water rates 
at this time (See Evidence and Conclusions for Finding of 
Fact No. 1B.J, the reduced vat er rates determined herein 
will not be as lov as those calculated by the Public Staff 
on pages 131- 132 of the transcript. 

!1ontclair's annual report for 1976 indicates that there 
vere approximately 317 sever customers served by the Loch 
Lomond sewage treatment plant at t he end of .the 1976 test 
year, consisting of sever customers in Loch Lomond and 
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Gardens of Loch Lomond Subdivisions. There were also 
additional sever customers in Devonvood Subdivision who were 
served by the Loeb Lomond sewage treatment plant at the end 
of the 1976 test year, but their sewage is nov piped 
directly to the Fayetteville PWC for treatment (See Evidence 
and Conclusions for Findings of Fact Nos. 1-4 and 9.J. 
Therefore, the number of customers used by the Public staff 
to cal culate revenues e:z:pected from its proposed cates (See 
Page 132, Transcript.) should be modified by subtracting 317 
residential metered water customers from the totals used and 
then applying the pre-�arch 1977 rates to those 317 water 
and sewer customers ... 

Utilizing the sever rates discussed her ein, the sever 
revenues would be calculated as follows: 

,� 117 metered residential sever customers in Loch 
Lamoni @ A,416 gallons per month average water usage 
iil t,re-r'larch 1977 sever rates = S3.7<J4 pe r month per 
customer = $14,432 per year for sewer service. 

2. 650 metered residential sever customers other than
L·och tomoni! a, 8,416 gallons per month average water
usage iil Public Staff sever rates = $8.062 per month
per customer = $62,1384 per year for sever service.

3.. 5 metered commercial sever custo111ers @ 134,902 
gallons per month average water usage i Public staff
sever rates $102.9265 per mon th per customer = 
$6,176 per year for sever service. 

4. 623 3. partment. (and mobile home) uni ts @ $4. 00 per
month per unit= $2,492 per month = $2q,904 per year 
for sewer service. 

Therefore, total sever revenues will be approximately 
$113,396. 

Utilizing a metered vat.er rate of $3. 00 minimum charge for 
the first 3,000 gallons plus $ .50 par 1,000 gallons for all 
over 3,000 gallons and a flat rate of $3.00 per month per 
unit for unmetered vater customers, the water revenues would 
be calculated as follows: 

1. 317 metered residen tial water customers in Loch
Lomon1 iii 8,416 gallons per month av erage usage al pre
narch 1977 water rates = !7.75 per month per custoaer 
= $29,481 per year for water service. 

2. 1,547 metered residential water customers other than
Loch Lomond @ 8,416 gallons per month average usage al
water rates adopted herein '= $5. 708 per month per
customer = $105,963 for water se rvice.

3. 7 commercial metered wat er customers iii 102,774
qallo�s per month average usage al water rates adopted
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herein = $52.887 per month per customer 
year for va ter service. 
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S4,443 per 

4. 623 apartment (and ■obi le home) uni ts it SJ. 00 per
month per unit = $1,869 per month = $22,428 per year
for water service.

5. Other vater revenue s (Page 112, Transcript) = $560
per year for water service.

Therefore, total vater revenues v ill be approximately 
$162,875. 

The net effect of the new water and sever rates adopted 
herein, after adjusting for tax effects, will be 
approximately as follows: 

1. R�!�!:
Total operating revenues $162,875 
Total operating expenses $128,412 
Operating ratio = 78. 0i

2. Sewer
TotiI opera ting revenues $113,396 
Total operating expenses $104,866 
Operating ratio = 92. 51 

3. Combined water �nd sever
Total operating revenues = $276,271
Total operating expenses $233,278
Operating ratio = 84.41

The rates adopted herein will produce an overall operating 
ratio of 84.41, which has been found to be a reasonable 
return, and, therefore, the rates a dopted herein should be 
placed into effect until such time as further hearings are 
held to determine the appropriate level of water and sever 
rates for the approxiDlate 3 17 customers who se sewage is 
piped to the Loch Lo■ond Sewage treatment phnt. 

IT IS, THERf.FORE, ORDERED AS FOLLOWS: 

1. That the Schedule of Rates attached hereto as 
Appendix A is hereby approved for water, sewer, and street 
l ighting service rendered by "ontclair Water Co■pany.

2. That said Schedule of Rates is hereby dee■ed to be
filed with the Coulission pursuant to G.S. 62-138. 

3. That "ontclair water Co■pany is hereby directed to
discuss with the Fayetteville Public Works co■■ission the 
feasibility of ■etering water service to Tree Top Apart■ents
a nd to Woodstrea■ Apartments in such a manner that the
Fayetteville PVC w ill apply its metered se ver rate SSJC-2 to 
"ontclair Water co mpany for sever service to those apart■ent 
units. Following such discussions, �ontclair shall sub■it a
full writ.ten report to the co■mission outlining the results 
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of its investigations, including what agreements can be made 
with the Fayetteville PffC, what cost of meters is required 
t o  implement such agreements, and vhen such agreements might 
be implemented. 

4. That upon expi ration of the time period for 
exceptions and appeal of this Order, the commission vill 
schedule further hearing and notice to determine appropriate 
vat er and sewer rate levels for customers whose sewage is 
piped to the Loch Lomond sewage treatment plant for 
treatment. 

ISSUED DY ORDER OF THE COHHISSION ,. 

'l'his the 2nd day of October, 11ne.

NORTH CAROLINA UTILITIES COHHISSION 
(SEAL) Katherine M. Peele, Chief Clerk 

Water: 
r 1 l 

(2) 

sewer: 
{ 1) 

( 2) 

APPENDIX A 
DOCKET NO. ff-173� SUB 10 
PIONTCLAIR WATER COP!PANY 

All service Areas in North Carolina 

WATER AND SEWER RATE SCHEDULE 

(Res idential and Commercial) : 

For all custome rs whose sewage is piped to the Loch 
Lomond sewage treatment plant: 

Up to first 3,000 gal./111onth $4. 50 minimuui 
Next 7,000 gal./month - $ • 60 per 1,000 gal.
All over 10,000 ga 1./month - $ .50 per 1,000 gal.

All other c ustomers: 

Up to first 3,000 gal .. /month $3. 00 minimum 
All over 3,000 gal./month - $ • 50 per 1,000 gal. 

For all customers vhOse sewage is piped to the Loch 
Lomo nd sewage treatment plant: 

Up t o  first 3,000 gal./month $2. 25 minimum 
Next 7,000 gal./month - $ • 30 per 1,000 gal. 
All over 10,000 gal./month - $ • 25 per 1,000 gal.

All other customers: 

Up to first 3,000 gal./mont h  - $4.00 minimum
Hl over 3,000 gal./mont� - $ • 75 per 1,000 gal.
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PL!! RATES (Ap artme nts, ftobile Homes, etc.): 

water: $3 .oo per month per unit (wh ether 
is occupied) 

sever: $4.00 per month per unit (whether 
i s  occupied) 

�]ET 11!1!!!!!� (Devonvood, Loch Lomond): 

$1.00 per customer per m onth. 

or 

or 
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not unit 

not unit 

CONNE£!!.ON CHARG]�: (Payable by developers, per contract) 

Water: ii150 .. 00 tap fee Sever: $100.00 tap fee 
!ill 00. 00 extension fee $600 .. 00 extension fee 

P:gCONNRC'l'IOM' CHARGES: 

If water service cut off by utility for good cause 
(NCOC Rule R7-20 (fl I: $ 4.00 

If water service discontinued at customer's request 
(NCOC Rule R7-20 (g)): $ 2.00 

If sever service cut off by utility for good cause 
(NCUC Rule R10-16(f)): $15.00 

On billing date. 

BI1.1.§ _r:_!ST ]!1]: Fifteen (15) days after billing date. 

BI11ING FREQUERC!: Shall be monthly, for serv ice in arre ars. 

tssuea in accordance with 
Carolina Utilities Commission 
on October :?., 1 g79 .. 

authority gr ant ed by t.he North 
in nocket No. M-173, Sub 10,

DOCKET NO. W-279, SOB 5
DOCKET NO. W-2A4, SOB 3

BF.fORE THE NORTH CAROLINA UTILITIES co��ISSION 

In the Matter of 
Investigation of Rates for Water and Sever ) 
Utility Service by Cape Fear Utilities, Inc., ) FINAL 
et al., P.O. Box 424, Wrightsville Beach, North) O'FDER
Carolina, a nd Joint Applic ation hy Sanitary ) ON 
Utiliti es, Inc., and S & H Utilities, Inc., for) EXCEPTIONS 
Authority to 'I'ransfe.r the Seve r system and for l
Aoproval of Increased Rates ) 

HETI.RD IN: North 
R com, 
street, 
1978 

Carolina Utilities Commission Hearing 
Dobbs Building, 430 North Salisbury 

Baleigh, Roeth Carolina, on April 11, 
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BEFORE: 

HTER AllD SEWER 

Chairman Roberti. ioger and Coaaissioners Ben 
E. Roney, John If. Winters, Robert Fischbach, 
Sarah Lindsay Tate, and Leigh 8. Raaaond 

APPEARA!ICES: 

For the Applicant: 

J.H. Ferguson, Attorney at Lav, 210 Princess 
Street, Wilaington, North Carolina 28401 

!'or the Public Sta ff: 

Paul L. Lassiter , Assistant Staff Attorney, 
Publi c Staff Korth Carolina Utilities 
Coaaission, P.O. Box 9 9 1, Raleigh, !forth 
Carolina 27602 

BY THE co""ISSION: on "arch 1, 1978, a Recoaaended order 
issued with Appendix A attached thereto instituting a Water 
and Sever Rate Schedule for Sanitary Utilities, Inc., which 
services "illbrook, Lansdowne, Sea Pines, and Pinecliff 
Subdivisions. In addition, public hearing vas scheduled for 
Tu esday, "ay 9, 1978, at 9:30 a.a., in the Auditoriua of the 
Cape Fear Technical Institute, 411 North Front Street, 
lfilaington, North Carolina 2840 1. 

The purpose of further hearing was to receive testia ony 
and evidence as to the extent of subsidi zation of sever 
service by the water custoaers of the Respondent coapanies 
and to receive testiaony and evidence as to the appropriate 
va ter rate structure and sever rate structure applicable to 
all the water/sever utility operations conducted by G.W. 
Dobo and his associates. The utility coapanies designated 
as Respondents in this proceeding included: 

Cape Fear Utilities, Inc. Pine Valley W ater Coapany, Inc. 
Consolidated Utilities, Inc. Quality Water supply, Inc. 
Essential Utilities, Inc. Sanitary Utilities, Inc. 
Pignre 8 Island Utility COapany 

Respondents filed Exceptions to the Recoaaended Order as 
provided in G.S. 62-76. Oral arguments on the Exceptions to 
said Recoaaended order were heard on April 11, 1978. 

After careful review and consideration of the evidence in 
its entirety, the Co■aission finds: 

1. Good cause exists for iapleaenting the rates outlined
in Appendix A, as to Sanitar y Utilities, Inc. 

2. Good caus e exists 
scheduled for "ay 9, 1978. 

for cancelling the hearing 

3. The Respo�dents should be allowed adequate tiae to
have a representative test year prior to any investigation 
int o subsidiz ation of sever ser vice by water custoaers. 
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JT IS, T HER FORE, OR DE RED: 

1. That the Schedule of Rates attached to the 
Reco■•ended order as Appendix l is hereby approved.  

2. That the he aring scheduled for Tuesday, !lay 9, 1978,
is hereby cancelled. 

3. That after sufficient ti■e shall elapse for the 
Respondents to have a representative test period, the 
co■■ission w ill entertain a ■otion by the Respondents, the 
Public Staff, or any other interested party to investigate 
the rate structure of the Respondent companies. 

ISSUED BY ORDER OF TRI'! CO!!IISSI01'. 

This the 19 th day of April, 1978. 

(SE AL) 

WORTH CAROLIMA OTILITI!S CO!!ISSIOI 
Katherine !I. Peele, Chief Clerk 

DOCKET NO. 1-203, SOB 5 

BEFORE THE IIORTH CAROLINA UTILITIES CO!l!IISSI01' 

In the !latter of 
Cli ffdale later Co■pany, 4003 Raeford Road, Fay ette
ville, North Carolina, Provi ding Utility Service in 
!layfair, Cloverle af, and Cresthaven Subdivisions, 
cu■herland County, !lort h Carolina 

ORDER 

REA RD Ilf: 

B EFORE: 

APPEARUCES: 

The co■■i ssion Rearing Roo■, Dobbs Building, 
430 !lorth Salisbury Street, Raleigh, North 
Carolina, on Frid ay, July 8, 1977, at 9:30 a.■• 

Co■■i ssioners Sar a h  Lindsay Tate, Presiding; 
and B en E. Poney, Robert K. Koger, Leigh R. 
Ra■■ond, Robert Fischbach, and John I. Winters 

For the Res pondents: 

Robert G. Ray, Rose, Tho rp, Rand 
Attorneys at Lav, 214 !lason 
Fayetteville, Korth Carolina 28l02 

For the Public Staff: 

& Ray, 
Street, 

Theodore C. Brown, Jr., Assistant staff 
Attorney, Publi c staff - Utilities Co■-ission, 
Dobbs Building, Raleigh, Korth Carolina 

BY THE CO!l!IISSIOM: This proceeding vas instituted as a 

result of inf or■ation that there had been repe ated water 
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outages occurring v ith the involved va ter system. In i ts 
last rate proceeding held on Play 12. 1976. Carole E. Clark 
vas operating ■anager of Cliffdale Vater company. In light 
of recen t problems vith the sys tem, l'lrs. Clark refused to 
accept any responsibility for the systeM and stated that 
Bill Everleigh vas responsible for the sys tem. At. ·the time 
of the hearing no informa tion had been proTided the 
commission as to !'fr. Everleigh's qualifications or telephone 
number and address at which ftr. Everleigh could be reached. 

By Order dated December 8, 1976, the coma�ssion approTed a 
$1.00 per month surcharge fro■ each customer to help finance 
improvements to the vat.er sy stem. The co1111ission•s order 
directed the Applicant to provide a full accounting of the 
monies collected throu gh the s urcharge vith its 1976 Annual 
Report. Said report vas due Apri l 30, 1977, but had not 
been received as of June 16, 1977, at vhich ti■e t he 
commission entered its Shov cause order directing Carole E. 
Clark and Bill Everleigh_ to app ear at the captioned ti■e and 
place to shov cause vhy the commission should not seek the 
penalty provided in G. s. 62-310 of up to $1,000 per day per 
violation for failure to maintain adequate facilities as 
prescribed in G.S. 62-42. 

The Respon:!ents vere further ordered to shov cause vhy the 
commission should not rescind its Order of December 8, 1976, 
providing for the $1.00 per month surcharge due to failure 
on the Responden t's part to co■ply with the provisions of 
said Order. 

Notice of Intervention vas filed i n  this proceeding on 
July 7, 1977, by the Public staff, by and through Hugh A. 
wel ls, Executive Director, and Jerry B. Pruitt, chief Trial 
Att orney of t he Pu blic Staff, on behalf of the using and 
consuming public of the Stat e  of Nort h  Carolina, and said 
interv ention vas allowed by app ropriat e Commissi on Order o f  
July 7, 1977. 

All pa-rties vere present at the bearing and represented by 
counsel. 

The public Staff o ffered the testimony of the foll owing 
v it nesses: 

Don E. Daniel, Coordinator of the Accounting, Gas, and 
water sections of the PUbli c staff of the Utilities 
commission testified that part of his job is to receiT e the 
Annual Reports that are required to be filed vith the 
commission under G.S. 62-36 and t hat t heir files did not 
reflect an Annual Report having been filed for the yea r 
ending December 31, 1976. 

Craig Stevens, Director of the Consume r Services Division 
of the Public staff of the Utilities Coamission testified 
that bis office received one complain t in regard to 
Cli ffdale Water Co mpany daring the calendar year 1977; that 
be vrote Cliffda le Water Company on !!arch ll, 1977, 
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requesting a re port re garding the Co11.plainant• s problem; 
that on April 1, the Co mplainant called advising that the 
problem vas still not taken car e of; th·at again on April 5, 
be wrote another letter requesting that Cliffdale Wa_ter 
Company advise h_im immediately of the status of t.he original 
com�laint and as of the date of t he heari ng he had received 
no response to ei thee of his letters and that to his 
knowledge the le tters were not returned to him hV the post 
office. 

David Creasy, Utilities Engineer, Head of the iater and 
Seve r sectio n  of the Public Staff o f  the Utilities 
commission, testified that at the hearing in 1976 in thi s 
docket, the Commis sion entered an order requesti ng Cliffd ale 
Water Company to perform certai n upgrading procedures in 
their sys tem and also regarding cert:1.in monies that vere to 
be held: that n o  statement had been filed w ith him a s  to 
what has been done in regard to that money and those fees 
that have been co llected from the custome rs: t hat the order 
required that information to be filed with the An n ual Report 
w hich had not bee n filed; that the order fur ther required 
information in regard to obtaining e ngineering ser vice and 
their r ecomme ndations on what should ·be d one to improve the 
sys tem; that bis office did r eceive t hat r eport, but had not 
receiv ed a repor t as far as what improvements had actually 
been made as a result of those studies; that the $1. 00 per 
customer per month allowed in the Commission's Order of 
December 1976 vas to help finance improvements to the water 
system; that the Commission also allowed a rate increase 
which was n ot part of the $1.00 surcharge and that the rate 
increase vas to be' used specifical ly to upgrade the level of 
operat ions and maintenance on the facilitie s that they 
already had. f'!r. Creasy further testified that he had 
received only one complaint from a customer, othe r than the 
complaint ftr. Ste vens had received. 

ftichae l iirby tes tified that as an employee with the 
Cumberland County He alth Depar tment, be had had contact fro11 
citizens of Cumberla nd county rela tive to the Responden t 
water system� that most com plaints were relative to servic e 
interruptions; th at he had r eceived 50 to 60 calls in the 
las t 12 months from customers of Respondent; that he bad 
visite d the well site and found th:1. t inside the pump house 
the seal vas not intact; that ftr. Everleigh 11ade s011.e 
repairs w ith the pl a stic coupling which kept slipping out 
and that a steel cable vas arou nd that to hold it i n  place; 
that the c hlori ne feeders were not in operation: that there 
vas no security at one of the wells; that he had received 
complaints relative to the quality of water: that he 
collected a s ample for a chemical a nalysis on ftay 10, 1977, 
w hich indicated that the eleme nts checked vere within the 
U.S. Public Heal th ser vice Drinking Water standards: 
however, the Ph vas 5.7; and that the Health Department's 
primary concern was upgradin g the syste11 and seeing that the 
people serviced r eceived an adequate and safe supply of 
water, which he did not think they were receiving. 
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on cross-examination. l'!r. !Cirby further testified that 
from his observations of the water system. some changes had 
bee n made at the vell outside of the pump house; that said 
v ell had been redrilled from eight to ten inches; that 
routine ■aintfi:!:nance reports were not required to be filed 
vith his office; that when his office receiYed complaints. 
they called Cliffdale Water Company. ar. Everleigh1s home
telephone number, l!rs. Clark •s telephone number, Clark 
Realty Telephone number, and then  Plr. Everleigh•s ■other; 
and that he frequently had trouble contacting any of the 
above about the service. l!r. P::irby further stated that he 
Vas told on 1'ay 12, by !!rs. Clark that Plr. Everleigh vas 
responsible for the system. 

Attorney for the Respondents offered the te stimony of 
Carole Clark and w.E. Everleigh. �rs. Clark testified that 
she had been managing the water system for her ■other and 
brother; that up until June ., she bad told the■ that without 
the cooperation to get the ■aintenance done and since she 
vas selling her office, she would not have anywhere to 
provide an office and they should take it oYer; that she 
first managed the Cliffdale Water company in 1975; that said 
vater system vas owned by her mother and brother, Bill 
Everleigh; that they are equal partners in 'the system; that 
she operated the system from 1975 until the first part of 
1977; that the water system is listed in the Fayetteville 
telephone directory vith her address and the telephone 
number; that the custoaers have been notified that Clark 
Realty had an answering service and they could reach thea 2q 
hours a day; that the answering service was not on the 
Cliffdale Water Company line; that the Annual Report for the 
year ending December 31, 1976., had not been prepared and 
that she ass1111ed her mother had prepared sa■e; and that she 
was first aware of the failure to file the required annual 
report at the t ime she received the Show Cause order fro■ 
the commission. 

A copy of the Annual Report for the year ending 
December 31, 1976, vas introduced into eyidence at the 
hearing, to which Hrs. Clark testified that the back page of 
said Annual Report gave an accounting ·of t he escrow 
Cliffdale Water Company Escrow Account - shoving that the 
$1. 00 per customer per month referred to hereinabove was 
accounted for separately; that at the end of Dece■ber 1976, 
the balance of that account vas $548. 53 and that she ■ade 
deposits in tran sit in the last month in the amount of 
$581.00, which reflected a total balance in that account at 
that point of $1 ., 129. 53; that one hundred dollars of that 
money vas p aid to Bill's Well Drilling Service during the 
year 1976 to run a dravdovn test; that she had continued 
since Janu ary 1977 to the date of the hearing to deposit the 
$1.00 per month per customer in the escrow account; that 
there vas around $1,400 in said account at the time of the 
hearing; that $210 had be en paid to a �r. King, an engineer, 
for a study he performed as required by the co■aission's 
Order of December 8, 1976; that she had paid $300 to ftr. 
Everleigh to cover the vell drilling on the ten-inch vell 
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and the well screen that he had inst alled. !rs. Clark 
further testified that the c o■■ission•s order of Dece■ber 8 
also required the syste■ to install so■e 4-inch ■ains, which 
had not been installed; that after operating the syste■ f or 
so■e two years she is not capable of going out and working 
on the syste• or keeping the che■ical feeders operating 
because s he is not a mechanic; that her ■other and brother 
wanted to do their own work; that she had received no salary 
for operating the syste■, and that she did not have their 
cooperation and could not answer questions when custo■ers 
called her. 

W.E. Everleigh testified that he originally installed the 
water syste■ in 1960; that he operat ed said water syste■ 
fro■ 1960 until he let his ■other and sister have it in 
1975; that his basic reason for turning the operation over 
to his ■other and his sister was due to the death of his 
fat her and that his ■other had nothing to do so he gave it 
to her to occupy her aind and ti■e; that the syste■ had been 
entirely owned by his father prior to his death in 1970 and 
sin ce then he and his ■other had been equal owners; that he 
had operated it continuously with the exception of a two
year period of ti■e since the i nception of said syste■; that 
during the two years !rs. Clark was ■anaging the syste■ he 
did practically all the ■aintenance; that he was also in the 
well-drilling business; that in recent ■onths he again took 
over the ■anage11ent of Cli.ffdale Water Co■pany; that he was 
aware of the require■ents of the co■■ission•s Order of 
Dece■ber 8, 1976, ordering the inst�llation of 4-inch ■a.ins 
in the syste■ and also requiring a new vell screen in the 
syste■; that he replaced the screen on the 8-inch well with 
a 6-in ch screen as he was unable to acquire an 8-inch 
screen; that when he installed the 6-inch screen it cut dovn 
the volu■e of water in the well and that was what they were 
operating on until the order was issued to replace it; that 
instead of replacing it with an 8-inch scr een he installed a 
10-inch screen, and that he redrilled the entire well to
■ake it a 10-inch well. Witness Everleigh further testified
that since redrilling the well sufficient water has been
available to all custo■ers of the syste■; that, relative to
the testi■ony offered by "r• ltirby to the effect that he had
received calls fro■ custo■ers on June 7, 11, and 14, after
the well had been redrilled clai■ing that they did not have
any water, it was his opinion that the pu■p uni t had blown
off and the water was going out in the yard; that on another
occasion apparently children had been playing and pulled the
■ain switch and cut the■ off; that the proble■s with people
cutting off the switch had been going on 15 years ; that he
had never considered building a fence around it; and that
the ■ain switch is located on the outside and they could
build a box around it or ■ove it inside. " r- Everleigh
further testified that the reason no che■icals were put into
the water was due to the fact that the pnaps vere not large
enough to do the job; that until new large pu■ps are put in,
they will still have the quality water proble■; that the
approxi•ate cost of installing new ch e■ical pu■ps would run
bet ter than s1,ooo or s1,soo; that the 1'-inch ■a.ins required
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by the commission's order of DeceMber 8 had not. been 
installed and that it was his opinion that the feeder pu■ps 
should be installed before adding the Q-inch ■ains. 

Motion was made by the !ttorney for the Public Staff that 
t he Commission order a full and complete audi,t by the 
Accounting Division and all monies be accounted properly and 
a report furnished to the Commission. Said Plot.ion vas 
granted. As to the further ftotion by the Attorney for the 
Public Staff that the Commission take un der consideration 
the poss ibility of a trusteeship being appointed and that 
the Commission through the trusteeship set up through the 
Superior Court. the Commission advised that the Plot.ion vould 
be taken under advisement pending the resul ts of the 
investigation and audit. 

The Commission has received the Public Staff's report 
relative to the investigation made by the Engineering and 
Accounting Staff, which reveals that upon interviewing 12 of 
the residents of the water system, the customers indicated 
that servic e vas u nchanged since a yea r  ago, with some of 
the c ustomers indicating service vas vorse and so■e 
in dicating that service vas better; that the nature of 
complaints appeared to be intermittent loss of pressure or 
int erruption of service and bitter or ac idic tasting water 
occurring in the mo rning, but improTing later in the day. 
As to the well sites and storage tanks inspected, ,one well 
vas exposed to· the elements and ha d a freshly poured 
concrete pad a round it. The other well vas enclosed by a 
lightly constructed pump house, which had numerous puncture 
holes in the aluminu■ siding used- for the sides and roof. 
Water was standing in the pump house on the concrete floor, 
clutte r .of material was stored aroun d t he inside, and the 
general appearance was very makeshift. The plumbing leading 
out of the vell at the pump house jumped each time the pump 
started, which obviously c reated ·,a strain at the joints of 
t he plumbing. The -storage ta nks vere both used as pressure 
tanks meaning that only a small portion of their Tolu11e was 
av ailable as usable sto rage for the system. The Annual 
Report filed by the Responderits at the hearing on July 8 
listed two chemical feed pumps for water treatment, but 
neither wer e connected to th e syste■• The syste ■ vas no t 
mete red. Two of the Cu11ber la-nd county Heal th Depart11en t 
represent:J.tives met with the Public Staff at the ti■e of 
their inspection. These representatiTes indicated that the 
pump house ha d been cleaned out earlier in the day before 
they arrived and that the roof vas pa tched then also, and 
they considered service to be generally worse i n  the past 
yea r., based on the increased calls they receiTed fro■ 
customers. 

Based on the evidence presented at the hearing, the Report 
of the Public Staff's investigation., and vitb judicial 
not ice taken of Docket Ro. W-203, Sub 4, the co■mission 
makes the following 
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FINDINGS OF FACT 

1. That cliff dale sa ter Company vas granted a 
certificate of Public Convenience and Necessity to provide 
vater utility service in l!ayfair. Cloverleaf. and cresthaven 
Subdivisions by Gommission order issued on l!arch 29• 1967• 
in Deck.et No. W-203, Sub 1. 

2. That by order issued by the commission on June 23,
1976. cliffd:1le Water Companr was granted a n  incre!lse in 
rates a�d an engineering study vas required. Said Order 
further instructed Cliffdale Water Company to immediately 
begin upgrading the level of service it pr ovided by ensuring 
that it continuously provide treatment of the water in 
accordance vith recommendations of the Cumberland countr 
Health Department; and that_ the Company investigate the 
possibility of •installing meters fOr all its customers to 
determine if such a proposal vas economically feasible and 
submit its findings by letter to the Commiss ion within 90 
days of the date of said. Order. 

3.. That by order issued December 8, 1976, Cliffdale 
Water Company vas authorized to obtain the necessary 
financing to purch ase and install a nev ve ll screen for Well 
'No. 1 and a new 4-inch main as outlined in engineer reports 
filed by Alton B .. King, Ph.D; that Cliffda1e be authorized 
to collect a surcharge of $1.00 per month from each of its 
customers until such time as the company had recovered the 
costs incurred by employing an engineer and ■aking the 
improv ements above mentioned; that in conjunction with the 
filing of its 1976 Annual Report, said Cli ffdale Water 
Com'pany should file a separate account ing vith the 
commission vhich detailed the cost of the e ngineering study, 
the cost of improvements, and the amount recovered through 
the surcharge, said accounting to be for the period ending 
December 31, 1976. 

4. That this proceeding vas in stituted as a result of
information that there had been repeated vater outages 
occurring vith th_e involved water system. 

5. That Carole E.. Clark, vho vas operating manager of
said company at the time of the rate proceeding held on 
�ay 12, 1976, had refused to accept any responsibility for 
the system and had stated that Bill Everleigh vas 
responsib le for the system. 

6. That the Respondent vater company fai�ed to provide
the Commission vith an accounting of the monies collected 
under the approved surcharge as set forth in Finding of Fact 
No. 3, and also failed to file its Annual Report for the 
year ending Decem ber 31, 1976, prior to the date of the 
hearing. 

7. That in viev of the management problems and system
outages, the Commission by Order of June 16, 1977, ordered 
Carole E. Clark and Bill Everleigh to appear before the 
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Commission at the captioned time and place to show canse why 
the Commission should not seek the penalty provided in 
G.S. 62-310 of up to $1,000 per day per violation for 
failure to maintain adequate facilities as prescribed in 
G.s. 62-q2, and further sbov cause why the Commission should
not rescind its Order of December 8, 1976, providing for the
$1.00 per month surcharge due to failure on the Respondent's
part to comply vith the provisions of said Order.

8. That Cliffdale water Company failed 
Report under provisions of G.s. 62-36 for 
December 31, 1976. 

to file an Annual 
the year ending 

9. 
letter 
Pub lie 

That Cliffdale Rater Compay has failed to respond to 
requests of the Consumer Services Division of the 
Staff of the Commission regarding a complaint. 

10. That the Respondent failed to p erform certain 
upgrading procedures required by the Commission• s Order of 
June 23, 1g?6. 

11. That the Respondent failed to file a report regarding
t.he monies collected un der the surcharge approved by the 
previous Commission Order referr ed to hereinabove. 

12. That Cliffdale Water company is owned by R'.E. 
Everleigh and is essentially a •srnall family ope ration vhich 
has in recent months been run by his sister, Carole Clark. 
W.E. Everleigh originally installed the systems which are 
the subject of this proceeding around 1960 and opera te d the 
systems from that time until sometime in 1975. 

13. That due to lack of definition in management 
responsibilities between Mr. Everleigh and �rs. Clark, there 
have been subst antial diffic ulties encountered in the 
management of the systems in the subdivisions served by 
Cliffdale Water Company. 

14 .. That during the tva years Mrs. Clark has managed the 
system, W.E. Everleigh testified that he did mo st of the 
maintenance vork and that in recent months, he had again 
taken over the management of Cliffdale �ater Company and vas 
a wa ce of the re qui rem en ts of the Commission's Orders 
regarding service improvement ani'I reporting on the escrow 
ace ount. 

15. That the quality of service rendered by Cliffdale
Water Company is inadequate and is characterized by, among 
othe r thinqs, service complaints involving numerous 
interruptions, leaking mains, vells being unprot�cted. 
feeders not in operation in the pump houses, exposed 
swi t.ches in the pump houses, difficulties with the Pb 
content of the water, and loss of pressure. 

16. That due .,to earlier indica tions from the Respondent
that financial difficulties prevented taking steps to 
correct service deficiencies, t he Comnission authorized a 
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$1.00 surcharge increase in rates to customers to provide 
funds to corre�t service deficiencies and the Co1111.ission by 
Order of December 8, 1976, authorized the surcharge "until 
such time as the company has recovered the c osts incurred by 
employing an engineer and making the improvemen ts mentioned 
in Paragraph Ko. 1 above" and the ::::011.mission in that Order 
fu rther required an accounting of the amounts collected 
under the surcharge. 

17. That, based upon the Report of the Public Staff filed
a fter the �earing and sent to the Respondent, generally 
service has remained unchanged, the Public Staff's Report 
further indica ted in detail other deficiencies such as that 
the chemical feeder for pumps, while being listed in the 
1\m1ual Report, were not conn ected to the system and the 
Feport further indica ted that "lack of proper installation, 
operation, a nd preventive maintenance of the facilities 
a lready in place" constitutes the 11gr eatest problem." 

18. That it the hearing, upon ftotion by the Public Staff,
the commission required the Publi·c Staff to make an 
accounting and engin eering audit and further investigations 
which produced the above-mentioned Re port. 

19. That subsequent to the hea ring, the re have been 
informal negotiations in attempt to resolve the numerous 
difficulties surrounding this c:;ase. These efforts were 
directed in part to correct deficiencie s to allow the sale 
of certain residential properties in the su bdivisions 
because of requirements of the Veterans Administration and 
other loan agencies. These problems continue to be 
unresolved and most of the deficiencies have not been 
corrected as of the date of this Order. 

20. That continued unresolved service deficiencies and
continued unresolved responsibilities in the management a nd 
operation of cliffdale 'ila ter c:011pany constitutes an 
emerqencv uniler the provisions of G.S. 62-116 and G.S. 62-
118 and th2re is imminent danger of losing a dequate water 
service or the actual loss thereof. 

21. That the 

Cliff dale wa tee 
inadequate. 

ove rall 
Company 

quality 
has been 

of service provided by 
and continues to be 

22. That Cliffdale Water company is inadequately and
inefficiently managed and operated. 

23. That Cliffdal e Water Company and particularly W.E.
Everleigh and Carole Clark have wilfully refused to comply 
with commi ssion orders, file required reports, and otherwise 
correct s1;>ecific service deficiency requirements of 
Commission Orders. 

Based upon the for eg oing Findings of Pact, the Commission 
makes the fellowing 
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CONCLUSIONS 

This commission by all reasonable means, formal and 
informal, has attempted to obtain the correction of numerous 
service deficiencies set forth hereinabove and to correct 
problems vith the internal management and operati on of 
Cliff dale W:\ter Company. The Commission by previous Order 
allowed a $1.00 surcharge on the bills of all customers to 
create funds for the correction of service deficiencies. 
Yet, numerous service deficiencies still exist. These 
Respondents as representatiYes of Cliffdale Wa-ter Company 
have not complied with the efforts of this commission by 
letters or Orders or vith Stat e and local health officials. 
According to th e Public Staf f  of the Commission which 
represents the using an� consuming public, and the customers 
of Cliffdale Water Company before the Commission, the 
"greatest problem is the lack of proper installation, 
operation,· and preventive maintenance of the facilities 
already in place. 11 A'. E. Everleigh t estified that he 
installed these systems sometime in 1960 and operated the 
systems until 1975 after vhich time Mrs. Clark, his sister, 
operated the systems. Kr. Everleigh testified, however, 
that he di:1 "practically all of the maintenance" during 
those years of operation by Mrs. Clark. In the recen t 
months precedinq the hearing held herein, P!r. Everleigh 
testified that he had resumed management of Cliffdale Rater 
Company. 

The Commission has received complaints that persons have 
been unable to secure loans on real estate involved in the 
subdivisions in this case by the Veterans Administration i'lnd 
other lending agencies du e to the numerous service 
deficiencies of the water system. 

This record is replete vith indications that R. E. 
Everleigh, vho has the legal responsibility to manage and 
operate this system, has done so in an inadequate and 
unsound manner constituting an emergency vhich has resulted 
in an imminent· danger of losinq vater service or the actual 
loss thereof. As the ovner of Cliffdale Water Company, Kr. 
Everleigh has wilfully failed to com.ply vith Commission 
Orders which have been directed at correcting service 
deficiencies and has not fulfilled the responsibilities of a 
public utility under Chapter 62 of the General Statutes. 
The overall quality of water service t o  the subdivisions 
served by Cliffdale Water Company is inadequate and the 
manaqement and operation of the water system in the 
subdivisions is inadequate, inefficient. and unsound. 

Therefore, the Commission concludes that the only viable 
alternative to resolve the innumerable difficulties entered 
in this case is to request the Executive Director of the 
Public Staff under the provisions of G.S. 62-15 (h) (�) and 
(g) to file a Complaint in the Supec- ior Court of Cumberland
County to have a Trustee appoin ted by the Court under the
provisons of G.S. 62-115 and G.S. 62-118 for the management
and operation of the vater systems owned by Cliffdale Water
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Company, W.E. Everleigh, and any other person s vho possess 
ovnership rights therein to the end that the innumerable 
service deficiencies set forth in this Order are correc ted 
and adequate service is restored to the customer s of 
cliffd ale Water company. 

The Commission hereinaft er amends its Order of June 23, 
1976, in Docket No.. W-203, Sub 4, for the purpose of 
allowinq the $1. 00 surcharge to con tinue, vith an accounting 
to the Commission by any Trustee appointed in order th at 
funds vill be available to correct service deficiencies 
undP.r prope r management and op eration. 

IT IS, THE�EFORE, ORDERED as follows: 

1. That Cliffdale Water Company, w. E. Everleigh, and any 
other persons possessing ownership rights in cliffdale Water 
Company are herewith required to comply vith the provisions 
of this Order. 

2. That the Executive Director of the Public staff -
Utilities Commission is herewith requested to cause counsel 
for the Public Staff vith the assistance of the engineers 
possP.ssing expertise in water utility operations to file a 
Complaint in the Superior Court of Cumberland County seeking 
the appointment of a Trustee to manage and operate the 
syst�ms ovned by Cliffdale Water �ompany, w. E. Everleigh, 
and any other persons having ownership rights the rein. 

3. That the $1.00 surcharge approved by the commission's 
Order of June 23, 1976, be, and the same hereby is, alloved 
to continue in effect for the purpose of providing funds to 
the Trustee s o  appointed to correct the service deficiencies 
set forth within this order and otherwise insure the 
provision of adequa te s ervice to the c�stomers of Cliffdale 
Water company. 

ISSUED BY ORDER OF THE COftftISSION.

This the 13th day of February, 1978. 

(SUL) 

NORTR CAROLINA UTILITIES COftftISSIOR 

Joan H. Pear son, De paty Clerk 
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PAGB 

I. GENERAL ORDERS

A. General

1. !1-100, Subs 28 a nd 61 - Order l'lod ifying Rules 1 
R12-Q and R12-10 (9-7-78)

2. !-100, Subs 28 and 61 - Order of Clarification 7 
and correction of Order l'lodifying Rules R12-4
and R12-10 (9-21-78)

3. !1-100, Sub 71 - Order ReYising Rule R2-2B of 7 
the Co11mission•s !otor Carrier Rules and
Beguhtions Regarding the Co11111ercial Zones of 
ftnnicipalities for Rotor Carriers of Freight
(7-25-78)

4. !!-100., sub 77 - Ord er Dismissing Docket Regard- 12 
i ng Regulation of Utility Pole At t achme nts by 
the North C arolin a .Utiliti es commission 
(7-19-78)

B. Electricity

,. 

2. 

c .. Gas 

E-100, Sub 32. - Order Adopti ng
Future Electricity Nee ds for
Load Forecast and capacity

1978 
North 
Plan 

'Report -
Carolina: 

1978 
( 12-28-78)

E-100, Sub 33
Rate case 
Co11panies, to 

- Order nodifying HCOC Form E-1,
Information Re port Electric
Include Lead-Lag Study ( 10-31-78)

13 

22 

1. G-100, Sub 18 - Order Granting Petition to Pur- 24 
chase Natural G as in an A.mount Not to Exceed 
one ncf per Day from North Carolina Natural Gas
Corporation for the Liai ted P11rpose of
Initiating a St art on Its Four IC Units at · the 
W.H. Weathe rspoon Electric Pl a nt in Lumberton,
Horth Carolina (8-23-78)

2. G-100, Sub 21 - Order Providing for connection 25 
of customers Adjacent to Existing !!a.ins and 
Prescribing Piling Requirements for Connect.ion 
of Hev Industrial. custo■ers (1-3-78) 



762 

3. 
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G-100, Sub 22 
Approval of Tvo 
Ltd. & Transmac)

Order Denying Request for 
Rev Three-Tear Programs (ERI, 

(7-28-78) 

G-100, Sub
Extension
(10-9-78)

22 - order Approving Bequests for 
of ERI, Ltd., and Transmac Programs 

27 

29 

5. G-100, Sub 24 - order l■ending Order of Dece■- q4 
ber 28, · 1977, Requiring Gas Utilities to File 
Certain Periodic Reports (2-20-78) 

6. G-100, Sub 24 - Order
[ 10-11-78) 

"odifying Rule R6-19. 2 45 

7. G-100 ., Sub 2tt - Order Requiring Updating in 52 
Periodic Pilings (11-27-78) 

8. G-100, Sub 35 - .Order Ip proving Request by 53 

9. 

Rorth Carolina Natural Gas Operators for Waiver
to the Januar-y 1, 1978, Deadline for Installing 
Pipeline l!arkers in Class 3 and Class 4 
Locations (1-10-78) 

G-too, sub
Rate case
to Include

36 - Order Rodifying RCUC 
lnforma.tion Report - Gas 

Lead-Lag Study [10-31-78) 

Form G-1, 
Co■panies, 

61 

n. Telephone

1. P-100, Sob 44; P-55, Sub 767; P-42, Sub 89; 61 
P-120, Sub 4; P-118, Sub 10; and P-10, Sub 367 

order Settling Service �cross Telephone 
Boundary Lines (6-26-78) 

2. P-100, Sub 45 - Order Setting Bates for Intra- 67 
state Toll Service (3-24-78) 

3. P-100, Sub 45 - Order Amending Prior Order Set- 100 
ting Rates for Intrastate Toll Service (4-lll-
78)

4. P-100, Sub 45 - Order Requiring Supplemental 101 
Data in Order Setting Rates for Intrastate. Toll
Service (5-4-78)

s. P-100, Sub 45 - order Establishing 
Through" Requirements (10-5-78)

"Plov 102 

II. l!LECTRICITY 

A .. Rates 

1 .. E-2, Sub 316; E-7, Sub 231; and E-22, Sub 216 - 110 
Carolina Power & Light company, Duke Power 
Company, and Virginia Electric and Pover 
Company - Order Incorporating Plant Performance 
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Reviev Proc edure into Fuel Cost Rate 
Adjustments Proceedings [G.S. 62 -13Q (el] and 
Order Establishing a Bulemaking for cost Bate 
Adjustments Pur suant to G.S. 62-134(e)
(5-1 B-78) 
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2. E- 2, Sub 316; B-7, Sob 231; and E-22, Sub 216 - 129 
Carolina Power & Light company, Duk e Power 
company, and Virginia Electric and Power 
company order Revising Plant Performance 
ReYiev Plan and Establishing Rule RB-46 and 
Or d er Initi ating Changes in Procedu re for Fuel 
Cost B ate Adjustments Pursuant to G.S. 62-
134 (e) and Revising Rule R1-36 (8-4-78) 

3. E-7, Sub 231-; E-22, Sub 216; and E- 2, Su b 316 - 110 
Duke P ower Co11pany, Virginia Electric and Power 
company, an d Carolina Power & tight company -
Order Incorporating Plant Performance Review
Proced ure int o Fuel cost Rate Adjustments 
Proceedings [ G.S. 62-1311(e)] and order 
Establishing a R ulemaking for Cost Rate 
Adjustments Pursuant to G.S. 62-134(e) 
(5-1 B-78) 

4. E-7, Su b 231; E-22,. Sub 216; and B-2, Sub 316 - 129 
Duke Pover Company, Virginia Electric a nd Power
company, and Carolina Paver & Light company -
Order Revising Plant Performance Reviev Plan
and Establishing Rule R8-.!J6 and order 
Initiating Changes in Procedure for Fuel Cost 
Rate Adjustment s Pursuan t  to G.S. 62-13.!J(e) and 
Revising Rule R 1-36 (8-4-78)

5. E-7, sub 237 nuke Pover company - order 1.!J2 
Gran ting Partial Inc rease in Rates (8-31-7 B)

6. E-7, Sub 237 - nuke Pover Company
lpproYing Final Rate Schedules (9-6-78)

order 194 

7. E-7 , Sub 237 - Duke Pover Co111panr - Supplement 195 
to Order Approving Final Rate Schedules
(9-8-78) 

8. E-7,. Sub 237 - Duke Pover company - order cor- 196 
recting SSI Rates and Lighting Rates (11-2-78)

9. E-7, Sub 243 - Duke Pover Co■pany - Ord er Deny- 197 
ing Allowance of Inc lusions of $55 Per Ton coal
from Peter White Project in cal culation of
current Fuel Adjustment Charge (3-29-78) 

10. E-22, Sub 216; E-2, Sub 316; and E-7, Sub 231 - 110 
Virgini a Electric and Pover Comp anJ, C arolina
Pover & Light company, and Duke Pover company -
Order Incorporating Plant Perfor■ance Reviev 
Procedure into Fuel cost Bate Adjustment s
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Proceeding s 
Establishing 
�djustments 
( 5-18- 78) 

[G.S. 62-134(e) J
a Rulemaking for 

Pursua nt to G.S. 

and Order 
cost Rate 

62-134(e)

11. E-22• Sub 216; E-2, Sub 316; and E-7. Sub 231 - 129 
Virginia Electric and Pover Company, Carolina 
Paver & Light company, aiid Duke Paver company -
order Revising Plant performance Reviev Plan 
and Establishing Rule R8-46 and Order 
Initiating Changes in Procedure for Fuel cost 
Rate A.djustments Pursuant t o  G.S. 62-134 (e) and 
Revising Rule R1-36 (8-lf-78) 

12. E-22, Sub 224 - Virginia Electric and Paver 199 

13. 

company - Order Granting Partial Incre a s e  in 
Rates (8-31-78) 

E-35, Sub 9 
Recommended
(6-7-78) 

Western Carolina University -
Order setting Rates and charges 

III. FERRY BOATS

A. Au�borized Suspension of Operations 

248 

1. A-20, Sub 3 Baileyr Josiah W.r Jr. - Order 258 

rv. GAS 

Gr anting Petition for Authorized Suspension of
operations Under Certificate Ho. A-20 Unti"l
January 1, 1979 (5-24-78) 

A. Emergency Purchases 

1. G-21, Sub 148 - No rth Carolina Natu ral Gas Cor- 259 
poration Further or der on. Remand on 
Application for surcharge to Recove r Net cost 
of Emergency Purchase of Natural Gas (2-14-78) 

e. Rates

1. G-21, Subs 177 and 171 - North Carolina Yatural 269 
Gas corporation - Order se·tting Rates (6-23-78) 

2. G-21, Subs 177 and 171 - North Carolina Natural 309 

3. 

Gas corporation - Order nodifying Rate Decision 
(7-31-78) 

G-3, Sub 
company, 
Division) 

76 - Pennsylvania and Southe rn Gas 
Inc. (North Carolina Gas Service 

- Order Setting Rates (2-16-78}

313 

fl. G-9, Sub 176 - Piedmont Natural Gas co�pany, 330 
Inc. - orde r Setting Rates (8-7-78) 
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5. G-5, Sub 1 36 - Public SerYice Co•pany of Borth 352 
Carolina, Inc. Reco•■ended order Setting 
Rates (7-2 6-78) 

6. G-5, Sub 1 36 - Puhlic serYice Co•pany of !forth 383 
C arolina - 'Pinal order Set ting Rate s (1 0-9- 78) 

c. !!isce llaneo us

1. 

2. 

1 72 - Borth C arolina Natural Gas Cor
Order Allowing Borth C arolina 
C orporation to I•ple•ent a 

Saapling Progra■ for !! eter Te sting 

G-21, Sub 
poration 
Natural Gas 
Statistical 
(4-1 9-78} 

G-9, Subs 1 76 and 1 8 1 - Pied■ont Natural Gas 
corporation - o rder ApproYing Gas Apportion■ent
Plan (5-8-78}

G-9, Sub 1 76 - Pi ed■ont Natural Gas Co■pany,
Inc. - Order Rescinding !!ini•u• Bill ProYision
(8-30-78}

V. ROOSIRG lOTRORITY

A. Certificates

40 5 

407 

111 2 

1. R-62 - Ro using Authority of the C ity of Rev 4 13 
Bern Reco••ended order Granting Certificate 
(5-1 -78) 

VI. !!OTOI! BOSl!S

A. C ertificates

1. To urs, Rall Callahan and !!ax t. B-3 4 5  - !!aeon
Riddle, d/b/a 
Per•anent Passen ger 
(1 1- 7-78) 

B. Rates

Reco••ended Order Granting 
Co•■on carrier A uthority 

421 

1. B-209, Sub 1 1  - Duke Power Co■pany - Further 4 23 
Order on Exceptions P'il ed Pursu ant to G.S. 62-
90 (6-6-78}

2. B-209, SOB 12 - Duke Power Co•pa ny - l'urther 426 
Order on Exc eptions to Reco•• ended Order 
Granting Partial Incr ease (6-6-78} 
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VII. ftOTOR TRUCKS

A. Authority Granted

1. T-1901; T-1902; T-1903; T-19 04i T-1613, Sub 2; 437 
T-1895; T-1896; T-1897; and T-1900 - B & L 
Rotor Freight, Inc., Nev ark, Nev Jersey; J & !'I 
Transportation co., Inc., l'!illedgeville, 
Georgia; R.A.B. Trucking co., Inc., 
Indianapolis, Indiana; Lang er Transport 
Corporation, Jersey city, Nev J ersey; M.L. 
Hatcher ., Pi ck-Up and Delivery Service, Inc., 
Greensboro, North Carolina; Russell Transfer, 
Incorporated, Salem, Virginia; National 
Refrigerated Transport, Inc., Green Bay, 
A'isconsin; Blue Ridge Transfer company, 'Inc.·, 
Roanok e, Virginia; and Crete ca rrier 
Corporation, Lincoln, Nebraska - order Granting 
Irregular Route common carrier Authority to 
serve, the Facilities of l'liller Brewing CompanY, 
Eden, North Carolina (6-26-78) 

2. T-18 97; T-1900; T-1901; T-1902; T-1903� T-1904; 437 

3. 

T-1613, sub 2; T-1895; a nd T-1896 - Blue Ridge
Transfer Company, Inc., Roanoke, Virginia; 
Crete Carrier corporation, t incoln, Nebraska;
B & L Rotor Frei ght, Inc., Newark, Nev Je rsey; 
J & !! Transportation co., Inc., rtilledgeville,
Georgia; N. A. e. Trucking co., Inc., 
Indiana polis, Indiana; Langer Transport 
Corporation, Jersey city, Nev Jersey; ft.L. 
Hatcher, Piclt-Up and Del ivery Service, Inc., 
Gr eensboro, North C arolina� Russell T ransfer, 
Incorporated, Salem ., Virginia; and H'at ional 
Refrigerated Transport, Inc • ., Gree n Bay, 
Wisconsin Order Granting Irregular Route 
Common Carrier Authority to Serve the 
Fa cilities of ftiller Brewing Company, Eden, 
Worth Carolina (6-26-78) 

T-1791, Sub 1
Recommended order
Authority with the

Commercial Courier s, Inc. -
Granting Contr act carrier 

Northwestern Bank (5-18-78) 

430 

4. T-1791 ., Sub 1 commercial couriers, Inc. - 435 
Pinal Order Granting Contract carrier Authority 
w ith the Northwestern Bank: (9-28-78) 

5. T-1900; T-1901; T-1902; T-1903; T-1904; T-1613, 437 
Sub 2; T-1895; T-1896; and T-1897 Crete 
Carrie r Corporation, Lincoln·, Nebraska; B & L 
Botor Freight, Inc. , Newark: New Jersey; J & ft 
Transportation Co., Inc., Milledgeville, 
Georgiat N.A..B. Trucking co., Inc., 
Indianapolis, Indiana; Lange r Transport 
Corporation, Jersey city, New Jersey; l"l.t. 
Batcher, Pick-Up and Delivery Service, Inc., 
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Greensboro, North Carolina; Russell Transfer, 
Incorporated, Salem, Virginia; National 
Refrigerated Transport, Inc., Green Bay, 
Wisconsin; and Blue Ridqe Transfer Company, 
Inc., Roano ke, Virginia Order Granting 
Irregular Route common Carrier Authority to 
serve the Facilities of ftiller Brewing company, 
Eden, North Carolina (6-26-78) 

767 

6. T-1613, Sub 2; T-1895; T-1896; T-1897; T-1900; 437 
T-1901; T-1902; T-1903; and T-1904 - Hatcher,
11.L., Pick-up and Delivery Service, Inc., 
Greensboro, North Carolina; Russell Transfer, 
Incorporated, Salem ., Virginia; National 
Refrigerated Transport, Inc., Green Bay, 
Wisconsin; Blue Bidge Tr ans fer company, Inc., 
Roanoke, Virginia; Crete carrier Corporation, 
Lincoln, Nebraska; B & L Pl'otor Freight. Inc ... 
Newark. Nev Jersey; J & H Transportation co .. • 
Inc •• Milledgeville. Georgia; H.A .. B. Trucking 
Co .. • Inc .. • Indianapolis. Indiana; and La nger 
Transport Corporation. Jersey City. Nev Jersey 
- Order Granting I rregular Route Common Carrier 
Authority to Serve the Facilities of Miller
Brewing company. Eden. Borth Carolina (6-26-78) 

7. T-1902; T-1903; T-1904; T-1613• Sub 2; T-1895; 437 
T-1896, T-1897; T-1900; and T-1 901 - .J & � 
Transportation co.• Inc .. ; Ki1ledgeville, 
Georgia; R .. A.B .. Trucking Co .. • Inc .. , 
Indianapolis, Indi ana; and Langer Transport 
corporation. Jersey City. Nev Jers ey: K.L. 
Hatcher. Pick-Up and Delivery Service. Inc .. • 
Greensboro. North Carolina: Russell Transfer. 
I ncorporated. Salem, Virginia; National 
Refrigerated Tra nsport. Inc.• Green Bay. 
Wisconsin; Blue 'Ridge Transfer Company. Inc .. , 
Roanoke. Virgi nia; Crete Carrier corporation, 
Lincoln. Nebraska; and B & L Motor Freight, 
Inc.. Newark, Nev Jersey Order Granting 
Irregular Route Common carrier Authority to 
Serve the Facilities of f1iller Brewing co11pany. 
Eden, North Carolina (6-26-78) 

8. T-1904; T-1613, Sub 2; T-1895: T-1896; T-1897: 437 
T-1900; T-1901: T-1902; and T-1903 - Langer 
Transport Corporation, Jersey city, Nev Jersey; 
N .. L .. Hatcher. Pick-Op and Delivery Service. 
Inc.• Greensboro. North Carolina; Russell 
Transfer. Incorporated. Salem. Virginia; 
National Refrigerated Transport, Inc.. Green 
Bay. Wisconsin; Blue Ridge Tr ansfer company, 
Inc.. Roanoke, Virginia; Cret e Carrier 
C orporation. Lincoln. Nebraska; B & L 8otor 
Freight. Inc.• lfevark. Nev JerseJ; J & M 
Tran spo rtation C o., Inc., Milledgeville. 
Georgia; and lf .. A.B. Trucking co.. Inc •• 
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Inaianapol is ., Indiana Order Granting 
Irregu1ar R oute co111111on carrier Authorit y to 
Serve the Facilities of !tiller Brewing Company, 
Eden, North Carolina (6-26-78) 

9. T-1764, Sub 2 - !lercer Bros. Trucking Co. - 445 
Final order Granting Irregular Route coa■on
Carrier Authority to Transport Liguid Nitrogen, 
Liquid Fertilizer, and Liquid Fertilizer 
naterials, Statewide (1-16-78) 

10. T-1903; T-190Q; T-1613, Sob 2; T-1895; T-1896; 437 
T-1897; T-1900; T-1901; and T-1902 - R.A.B. 
Trucking Co., Inc., Indianapolis, Indiana; 
Langer Transport corporation, Jersey City, Nev 
Jerseyi N.t. Batcher, Pick-Op and Delivery 
SerTice, Inc., Greensboro, North Carolina; 
Russell Transfer, Incorporated, Salem, 
Virginia; National Refrigerated Transport, 
Inc., Green Bay, Wisconsin; Blue Ridge Tra nsfer 
Col!l.pany, Inc., Roanoke, Virginia; Crete carrier 
corporatio n, Lincoln, Nebraska; B & L Motor 
Freight, Inc., RevarJc, Rev Jersey; and J & M 
T ranspor tation co., Inc., Billedgeville, 
Geo rgia - order Granting Irregular Route Co•mon 
Carrier Aut hority to Serve the Facilities of 
Biller Brewing company, Eden, Horth Carolina 
(6-26-78) 

11. 'l'-1896; T-1897; T-1900; T-1901; T-1902; T-1903; Q37 
T-19oq; T-1613, Sub 2; and T-1895 - National
Refrigera ted Tr ansport, Inc., Gree n Bay, 
Wisconsin; Blue �idge Transfer co■pany, Inc., 
Roanoke, Virginia; Crete carrier Corporation, 
Lincoln , Nebraska; B & L Bator Fr eight, Inc., 
Bev ark, ttev Jersey; J & !I Transportation Co., 
Inc., !llledgeyille, Georgia; R.A.B. Trucking 
Co., Inc., Indianapolis, Indiana; Langer 
T ransport corporation, Jerse y city, Nev Jersey; 
!I.L. Hatcher, Pick-Up and DeliTery Service, 
Inc., Greensboro, Rorth Carolina; and R ussell 
Transfer In corporated, Salem, Virginia - Order 
Granting Irregular R oute Common carrier 
Authority to SerTe the Facili ties of ftiller 
Bt:eving Company, Eden, Horth Carolina (6-26-78) 

12. T-1077, Sub 14 Purolator Courier Corpora- 451 
tion Beco11.uended Order Granting IrregUl.ar 
Route common Carrie r A uthorit.y t o  Transport 
G roup 21, Articles, Packages and All 
Co1:111odi ties l!oYing in Courier Sen"ice, vith 
Certain Exceptions, S tatewide (2-3-78) 

13. 'l'-1077, Sub 1q - Parah.tor Courie r corpora- 473 
tion - Pinal order Granting Co■mon carrier 
Aut h ority as Described in Order da·ted February 
], 1978 (9-7-78) 
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1q. T-1895; T-1896; 'i'-18'H; T-1900; T-1901; T-1902; q37 
T-1903; T-19oq; and T -1613, Sub 2 - Russell 
Transfer, Incorporated, Sa le■, Yirginia; 
lational Refrigerated Transport, Inc., Green 
Bay, Wisconsin; Blue Ri dge Transfer Co■pany, 
Inc., Roanoke, Yirginia; Crete Carrier 
Corporation, Lincoln, lebraska; B & L l!otor 
Preight, Inc., Mevark, we v Jersey; J & I! 
Transportation Co ., Inc., l!illedgeYille, 
Georgia; lf. 1. B. Trucking Co., Inc., 
Indiana polis, Indiana; Langer Tran sport 
Corporation, Jersey City, lfev Jersey; and 1!.L. 
Batcher Pick-Op an d DeliTery S erYice, Inc., 
Greensboro, worth Carolina Order Granting 
Irregular Route co■■on carri er Authority to 
SerYe the Pacilities of l!iller Breving co■pany, 
Eden, llorth Carol ina (6-26-78) 

15. T-1893 - Spurlin, Melson Edvard - Reco■■ended 476 
order Granting Irre gular Route co■■on carrier 
Authority to Transport G roup 21, l!ob ile Ho■es 
(4-27-78) 

B. Certificates Amended

1 . T-1832, Sub 1 - lllen Realty co■pany, Inc. - q92 
Pinal order Granting Authority to l■end Its 
Certificate lfo . c-1041 (8-21-78) 

2. T-26, Sub 2 - Anderson Truck Line, Inc. - Pinal 486 
Order Granting Authority to l■end Certificate
Mo. c-66 (12-11-78)

3. T-521, Sub 20 - Rarper Trucking co■pany - 491 
Reco■■ended Order Granting Petition to A■end 
certificate/Per■it 10. CP-38 by substituting 
contracting Shippers (3- 22-78) 

C. Rates

1. T-825, Subs 224 and 225 - R�tes-Truck - Order 499 
llloving Vith draval of Application in Docket

2. 

Mo. T-825, Sub 224, and Granting Increase in
Docket lfo . 825, Sub 225 (6-2-78)

T-825, Sub 233
tion and llloving 
EffectiYe (7 -11-78) 

Rates-Truck - Order of Vaca
Proposed Rates to Beco■e 

508 

3. T-1138, Sub 3 - Transit Ro■es, Inc. - Pinal 510 
order Affirming Reco■■en ded order A llowing Rate 
Increase (10 -5 -78)
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VIII. RAilROADS 

A. Rates

1. R-66, Sub 82 - Rates-Railroad - Further order 513 
on Exceptions Piled by Counsel for Boren Clay
Products Company Pursuant to G.S. 62-76 
(8-2-78)

2. R-66, Sub 87 - Rates-Railroad - order Dis- 515 
missing Application Without Prejudice for 
Increase in Rates and Charges (x-3qJ) (1-30-7� 

3. R-66, Sub 93 - Rates-Railroad - Order Allowing 518 
Rate Increase of 21 on General Freight and 4�
OD Coal (10-16-78)

IX. TEL'EGlU.PR 

A. Rates

,. WIJ-102 
Approving 
Intrastate 

I. TELEPHONE

A. Complaints

Western Union - Recommended Order 
Rate Adjustments Applicable to 

Telegraph Service (9-25-78) 

526 

1. P-89, Sub 12 - Coaplaints-Telephone - Recom- 532 
mended order Transferring Franchise of Radio
Common Carrier Certificate Ro. P-92 from Ba-Tel 
Company• Inc., to coastal Carolina 
co111:1onications, Inc.. (5-3-78) 

B .. e:erger 

1. P-QO, Sub 1IJ6 
Order Approving 
(1-24-78) 

c .. Rates 

Rorfolk Telephone company -
llerger v it h Va Tel Corp. 

536 

1. P-10, Sub 369 - Central Telephone Company - 540 
Order Setting Rates and Charges in Its Service
Area Within North Carolina (4-11-78)

2- P-55, Sob 768 Southern Bell Telephone and 589 
Telegraph Company - Order Setting Rates and 
Charges Applicable to Intrastate Telephone
Service (3-24-78)

3. P-9, Sub 138 - United Telephone Company of the 637 
Carolinas, Inc. order Setting Rates and 
Charges Applicable to Intra·st.ate Telephone 
Service (3-20-78) 
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D. Sales and Transfers

1. P-53 ,. Sub q.1 Sandhill Telephon e
Ord er Approving A.cguisition of 
Telephone company by �id-Continent 
Corporation (6-28-78) 

company -
Sandh ill 

Telephone 

771 

672 

2. P-58 ,. sub 111 - Western Carolina Te lephone Com- 67 q 
pany order G ranting A.uthority to Sell the
Cooleemee Telephone Exchange (5-3-78)

E. Service Areas

1. P-7,. Sub 605 - Carolina Telephone and Telegraph 676 
Company order Establishing Extended Area 
service and Investigating Optional Non-EAS 
Service ( 3- 7-78) 

2. P-10 ,. Sub 378 - central Telephone company - 692 
Pinal order Establishing Extended Area Service 
Between th e Exchange of Granite Falls and
Lenoir,. North Carolina (12-15-78) 

XI. UTER AND SEWER

A. Rates 

1. W-365,. Sub 4 - Bailey Otilities, Inc. - Recom- 701 
m ended Interim order Granting Partial Increase 
in Rates and Dir ecting Improvements (4-2-78)

2. li'-365, Sub 4 - Bailey Utilities, Inc. Order 
1978, 

3. 

ftaking Interim order of April 4, 
Effective Immediately (q-3-78) 

9-400-A, Sub 2 - Country
e t  al. Recommen d ed
Increase (5-9-78) 

Hills Otilities, Inc., 
order Aothorizing Rate 

7\0 

710 

4. W-274, Sub 22 - Heater Utiliti es, Inc. - order 716 
Granting Authority to Increas e Rates (12-22-78) 

s. W-173, Sub 10 Sontclair Water Company - 729 
Reco1111ended order Granting In creas ed Rates for
Sever Utility Service and Street Lighting
service (10-2-78)

B. ftiscellaneous 

1. 

2. 

W-279, Sub 5 and
Utiliti es, Inc.,. 
al. - Final order 

W-284 ,. sub 3 - cape Fear
sanitary Utilities, Inc., et

on Exceptions (4-19-78) 

W-203, Sub 5 - Cliffdale Water
Providing U till ty Service 
Cloverleaf, and crest.haven 

Company - order 
in Bayfair, 
Subdivisions, 

cuaberland Co unty, Horth Carolina 

7q7 

H9 
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3. 

SllBJRct :I!IDBX POR ORDERS PR:I!ITED 

tf-284, Sub 
Utilities, 
al. - Pinal 

3 and V�279, Sub 5 - Sani�ary 
Inc., cape.Pear U�illties, inc., et 
Order on Exceptions (4-19-78) 

7Ql 
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c. Duali zation of Agency stations
D. !'fobile Agency concept
E. Open and Prepay Tariffs
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TABLE OP ORDERS 

Rot Printed 

Detailed Outline 

I. GENERAL ORDERS

A. General

1. Notice of Proposed Revision
of Rule 1-17(b) (12) of the
Rules an:1 Regulations of the
North Carolina Utilities
Commission (Dissent by Commis
sioner Edvard B. Hipp)

B. Electricity 

1. order A.dopting Proposed Report
for ftonthly and A1:mual Data
on Affiliated coal Kining
operations

C. Gas

1. Order Granting in Part Request
of Piedmont N atura.l Gas Com
pany, Inc., to Serve Nev
Commercial customer (Jack's
Steak Rouse, Greensbo ro,
North Carolina) 

2. Order Denying Request of Pied
mont Natural Gas Company,
Inc., to serve commercial
customer (Winn-Dixie, Char
lotte, North Carolina)

3. Order Amending Order of
February 22, 1978, of
Request of Piedmont Natural
Gas Company, Inc., to Serve
Nev commercial custo■er
(Jack's Steak Rouse, Greens
boro, Korth Carolina)

Q. Order Approving Request of
Piedmont Natural Gas company,
Inc., to Serve Commercial
customer (Tifflken company
Training center, Lincolnton,
North Carolina)

B-100, Sub 79 8-1 0-78 

E-100, Sub 3� 5-19-78

G-100, Sub 21 2-22-78 

G-100, Sub 21 3-28-78 

G-100, Sub 21 5-18-78

G-100, Sub 21 6-16-78



776 SUBJECT INOEX FOR ORDE�S NOT PRINTED 

5. Order A pnroving Pequest of
Public Service Company of
North Carolina, Inc •• to Ser•e
Co■■ercial Custo■er (Phase II,
Spring Forest Apartments,
Faleigh, N orth Carolina)

6. Order Approving Fequest of
Public service company of
North Carolina, Inc., to Serve
Apartment Group (Phase II,
Spring Forest Apart■ents,
Raleigh, North Carolina )

7. Order Authorizing P ied■ont
Natural Gas Co■pany, In c., to
Serve Nev Co■■ercial Customer
�ork Steak H ouse syste■s,
Inc., Greensboro, North
Carolina)

8. Orrler Authorizing North
Carolina Natural Gas Corpo
ration to serve Nev Industrial 
Customer (Stanadyne/Washing
ton Division, Washington,
North Carolina)

9. Order Authorizing Co■■itment
of North Carolina Natural
Gas Corooration for Additional
Natural· r:as Service to Indus
trial Customer (Wade "anufac
turing Company, Wadesboro,
North Carolina)

10. Order Authorizing Co■mitment
of North Carolina Natural
Gas Corporation for Additional
Natural Gas Service to Indus
trial c��tomer (ftid-State
Tile Comoany, "t• Gil ead,
North Carolina)

11. Order 11.llovi ng Request of
Nort h Carolina Natural Gas
Corooration to Serve Nev
Commercial Customer (H & w
"illinq Company, Hookerton,
North Carolina)

12. Order 11.uthorizing Piedmont
Natural Gas Company, Inc.• to 
Serve Commercial Customer
(Rurlington Lincoln-ftercur y,
Burlington, North Carolina)

G-100, Sub 21 6-20 -78 

G-100, Sub 21 6-26-78

G-100, Sub 21 7-31-78

G-100, Sub 21 7-31-78

G-100, Su b 21 8-18-78

G-100, Sub 21 8-22-78

G-100, Sub 21 8-28-78

G-100, Sub 21 8-29-78
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13. order Gr�nti ng Petition of
Public Service Company of
North Carolina, Inc., to
Erpand Service to Industrial
Custo11er (Hunter Douglas,
rnc., floxboro, North Carolin11)

1ij. order Granting Request of 
North Carolina N atural Gas 
Corporation for Addition al 
Natural Gas Service to Indus
trial Custo■er (Kerr Glass 
"anufacturing corporation, 
Wilson, North Carolina) 

15. Order Authorizing Co11 ■ it11ent

of North Carolina Natural Gas
Corporation for Additional
Natural Gas Service to Indus
trial Custo11er (Lumberton
Dyeing and Finishing Company,
Inc., Lumberton, North
Carolina)

16. Order Authorizing co■aitment

of Pennsylnnia and Souther n
Gas coapany for Service to Nev
Industrial customer (�iller
Brewing Coapany, Reidsville,
North Carolina)

17. order Authorizing Public Ser
vice Co■oany of North
Carolina, Inc., to Serve Nev
Industrial Customer {Wheaton
Industries, Columbus, North
Carolina)

18. order Allowing Request of
Public Service Company of
North Carolina, Inc., to 
Extend Service to Industrial
Customer (White Furniture
company, Hillsborough, Korth
Carolina)

19. Order Allowing Request of
Public service Company of
North Carolina, Inc., to 
Extend Service to Industrial 
Customer (Clar� Equipment
Coapany, Asheville, North
Carolina)

20. Order Authoriz ing Com■ itaent 

of North Carolina Natural Gas 
Corporation for Additional

G-100, Sub 21 8-29-7ij

G-100, Sub 21 9-12- 78 

G-100, Sub 21 10-17-78 

G-100, Sub 21 10-17- 7 8  

G-100, Sub 2 1  10-17-78

G-100, Sub 21 10-17-78

G-100, Sub 21 10-31-78

G-100, Sub 21 11-29-78
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Natural Gas Service to Indus
tria 1 Customer (Feder al Pap er 
Board company, Inc., Riegel
wood, Noc th Carolina) 

21. order Alloving Petition of
Public Service Company of
North Carolina, Inc., to Ex
tend Service to Industrial
Customer (Ralph Wilson Plas
tics company, Fletcher, North
Carolina)

22. Order Allowing Request of
North Carolina Natural Gas
Corporation to Extend Service
to Industrial customer (Wade
Wood ,. Inc., R'ade, North
Caro lina) 

23. Order Authorizing Commitment
of Public service company of
North Carolina, Inc., for
Service to Nev Industrial Cus
tomer (Waqner Electric Corpo
ration, Black �ountain, North
Carolina)

2u. Order Authorizin g Commitment 
of Piedmont Natural Gas Com
pany, Inc., for Natural Gas 
Service t o  Industrial Customer 
(C & T Refinecy, Charlotte, 
North Carolina) 

25. Order Authorizing commitment 
of Piedmont Natural Gas Com
pany, Inc., for Natural Gas 
service to Commercial Customer
(Vinn-Dixie, Charlotte, North
Carolina)

26. Order Authorizing Commitment
of Public Service Company of
North Carolina, Inc., for
Service to Industrial. Customer 
(Foote !!ineral Company at Its 
lithium Carbonate Extraction 
Pl ant, Kings �ountain, North
C:J. rolina) 

27. Order Granting Temporary 
Emergency Classification for
lithium Corporation of America

28. Order Terminating Inves
tigation of Emergency Gas

G-100, Sub 21 11-29-78

G-100, Sub 21 12-6-78 

G-100, Sub 21 12-6-78 

G-100, Sub 21 12-12-78 

G-100i Sub 21 12-12-78 

G-100, Sub 21 12-27-78

G-100, Sub 24 6-16-78 

G-100, Sub 33 12-18-78 
G-5, Sub 137 
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Purchases of Public Service 
Company of North Carolin a, 
Inc., and Closing Docket 

D. Telephone

1 .. Order A.p!)roving "Flow Through" 
Tariffs Filed by Norfolk 
Carolina Telephone Company 

II. ELECTRICITY

1. certificates Granted

1. Carolina Paver & Light Com
pany - Order Granting
Cert ificate of Public
Convenience an d Necessitf,
Authorizi ng Issuance of
Common stock, Reassigninq
service Area, and Establishing
Plethod of Accounting

B. Complaint s

1. Carolina Paver & Light Company
- Complaint of Sherwood Tart -
Recommended Order Dismissing
complaint and Authorizing
Disconnection of Service

c. Rates - Fossil Fuel Adjustment

1. Carolina Paver 6 Light Company
- Order Approving Adjustment
in Rates and Charges

2. Carolina Paver 6 Light Company
- order Approving Adjustment
i n  Rates and Charges

3. Carolina Paver 6 Light company
- Oeder Approving Adjustmen t
in Rates and charges

4. Carolina Paver 6 Light Company
- Order Approvi ng Adjustment
in Rates and Charges

5. Carolina Power 6 Light Company
- Order �pproving Adjustment
in Rates and Ch arges

6. Carolina Povec 6 Light Company
- order Approving Adjustment
in Rates and Charges

P-100, Sub 45 11-8-78

E-2, Sub 325 4-18-78

E-2, S11b 326 10-25-78

Clause 

E-2, Sub 319 1-31-78

E-2, Sub 320 2-27-78

E-2, Sub 322 3-29-78

E-2, Sub 324 4-25-78

E-2, Sub 328 5-3 0-78

E-2, Sub 330 6-26-78
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7. Caroli na P ower & Light Company
- Order �pproving Adjustment
in Rates and charges

B .. Carolina Power & Light Company 
- Order Approving Adjustment
in Rates and Charges

9. Carolina Power & Light Company 
- Order Approving Adjustment
in Rates and Charges

1 O. Carolina Pov er & Light Company 
- Order Approving Adjustment
in Rates and Charges

11. Carolina Power & Light Company
- Order Approving Adjustment
in Rates and Charges

12. Carolina Paver & tight Company 
- Order \pproving Ad1ustment
in Rates and Charges

13. Domestic Electric Service, 
Inc. - order Approving Amoant.
of Pass-Through Subject
to Undertaking for Refund

14. Duke Power Company - order
Approving Adjustment in Rates 
and Charges

15. Duke Power Company - Order
Requiring Filing of Co st
of-Service Studies Allocated
on Winter Pea� Demand

16. Duke Paver Company - order 
Approving Adjustment in Rat es
and Charges

17. Duke P ower company - order
Approving Adjustment in Rates
and Charges

18 .. Duke Pover Company - Order 
Approving Adjustment in Rates 
and Charges 

19. Duke Power Company Order 
Approving �djustment in Rates 
and Charges 

20 .. Duke Power Compan y - order 
Approving Adjtrstment in Rates 
and Charges 

E-2, Sub 332 

E-2, Sub 3311

E-2, Sub 335 

E-2, Sub 342

E-2, Sub 343

E-2, Sub 3IJ4 

E-30, Sub 25

E-7, Sub 236

E-7, Sub 237

E-7, Sub 239

E-7, Sub 2lJ3

E-7, Sub 245 

E-7, Sob 2lJ9 

E-7, Sob 251 

7-28-78

8-30-78

9-29-78 

10-30-78 

11-22-78 

12-20-78 

1-24-78 

1-31-78 

5-16-78

2-27-78

3-31-78

4-25-78

5-30-78

6-26-78
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21. Dulte Pover Co■pany - Order 
Approving Adjustment in Rates 
and Charges 

22. Dulte Pover Co■pany - Order
Approving Adjustment in Rates
and Charges

23. Dulte Pover Company - Order
Approving Adjust■ent in Rates
and Charges

24. Dulte Pover Coapany - order
A ppro'ling Adjust■ent in Rates
and Charges

E-7, Sub 253

E-7, Sub 2511

E-7, Sub 255

E-7, Sub 256

25. Dulte Pover Company - Order E-7, Sub 257
Approving Adjustmen t in Rates
and Charges

26. Dulte Pover Co■pany - Order E-7, Sub 258
Approving Adjust■ent in Rates
and Charges

27. Laurel Hill Electric Co■pany, E-10, Sub 8
I nc. - order Directing Refunds
to Adjust Its R ates and charges

28. Laurel Hill Electric Coapany,

Inc. - order Appro.,ing lfotice 
of Ad option of "odified Basic
Petail Rates of Its Wholesale
Supplier Pursuant to
G.s. 62-1311(d} and coa■ission
Rule Rl-17(i}, Closing R ule
D ockets, and Directing Coa

pliance v ith Unifora Accoun ts 

29. Nev River Light and Pover
Coapany - Order Approving
Pass-Through to Its Custo■ers
Any A aounts Refunded to It by
Blue Pidge Electric "e■bership
corporation and Requiring
Public Notice

30. Nev R iver Light and Pov er
Co■pany - Errata Order to
Order dated July 28, 1978

31. Pamlico Pover and Light Com
pany, Iuc. - Order Approvin g
Report of Refund of $53,000
and Denying "otion to Close
Ila tter 

E-10, Sub 10 
E-10, Sub 11 

E-311, Sub 11 

'P.-H, Sub 11 

E-15, sub 211

781 

7-28-78

8-30-78

9-29-78

10-30-78

11-22-78

12-20-78

5-31-78

3-7-78

7-28-78

8-1-78

7-31-78
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32. Pinehurst, Inc. - order E-16, Sub 9 5-31-78
Directing Refund of
$35,261.7-5 for an Adjustment
of Its Electric Rates and
Charges

33. Virginia Electric and Power E-22, Sub 203 3-30-78
company - Order Approving
Change in Seasonal Billing
Periods

34. Virginia Electric and Pover E-22, Sub 216 10-26-78
company - Order Approving
Adjustment in Bates and Charges

35. Virginia Electric and Paver E-22, Sub 223 1-31-78
Company - or�er Approving
Adjustment in Bates and Charges

36. Virginia Electric and Paver E-22, Sub 225 2-27-78 
Company - Order Approving
Adjustment in Rates and Charges

37. Virqinia Electric and Power E-22, Sub 227 3-29-78
Company - Order Approving
Adjustment in Rates and Charges
Pursuant to G.s. 62-13�(e)

38. Virginia Electric and Pover E-22, sub 228 4-25-78
Company - order Approving
Adjustment in Rates and Charges

39. Virginia Electric and Pover E-22, Sub 229 5-30-78
company - order Approving
Adjustment in Rates and Charges

40. Virginia Electric and Power E-22, Sub 230 6-26-78
Company - Order Ap proving
Adjustment in Ra tes and Charges

41. Virginia Electric and Pover E-22, Sub 232 7-28-78
company - order Approving
Adjustment in Rates and Charges

42. Virginia Electric and Pover E-22, Sub 233 8-30-78
Company - Order Approving
Adjustment in Rates and Charges

in. Virginia Electric and Pover E-22, Sub 234 9-28-78
Company - order Approving 
Adjustment in Rates and Charges 

44. Virginia Electric and Paver E-22, Sub 235 10-27-78
company - order Approving
Decrease in Rates and Charges
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45. Virginia Electric and Power E-22, Sub 237 11-22-78
company - order Approving
Decrease in Ra tes and Charges

46. Virgi nia Electric and Power E-22, Sub 238 12-20-78
Company - Order Approving
Adjustment in Rates and charges

D. Sal es and Transfers

1. Duke Pover company - order
Authorizing Sale and Granting
certificate of Public conve
nience and Necessity

'P.. Securities 

E-7, So.b 195
E-43

1. Cat:'olina Pover & Light Company E-2, Sub 323
- Supplemental Order Granting
Authority to Guarantee Amended
Credit Agreement for an
Additional $10,000,000 of Term
load Funds

2. Carolina Power & Light Company �-2, Sub 329 
- or der Granting Authori ty to
Issue and Sell $100,00 0,000
First ftortgage Bonds

3. Carolina Power & Li ght C ompany E-2, Sub 331
- Order Granting Authority
to Guar antee $57,000,000 of
Promissory Notes

4. Carolina Power & Light Company E-2, Sub 337
- order Granting Authority to
Issue and Sell Additional
Common Stock Not to Exceed
4,000,000 shares

5 ,. Duke Power Company - Order E-7, sub 242
Granting Authority to Issue 
a nd Sell up to 5,500.000 
Shares of common Stock 

6. Duke Paver Company - Order E-7, Sub 2q1
Granting Authority to Issue
and Sell Preferre d  Stock of
the Par Value of $100 per Share

7. Duke Power Company - O rder E-7, Sub 250
Granting Approval to Sell
common Stock for Use in
Employees• stock ownership
Plan

9-18-78

3-17-78

5-24-78

6-27-78

9-27-78

3-2-78

5-17-78

6-19-78
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8. Duke Power Coapany - order 
Granting Authority to Issue
and Sell First and Refunding
ftortgage Bonds and a ftaxiaua
of 500,000 Shares of Its
cuaulative Preferred stock

9. Duke Power Coapan y - order 
Granting A uthority to Issue
and Sell a Saxiaua of
1,000,000 Additional Shares
of coaaon Stock Onder a
Dividend Beinvest aent and
Stock Purchase Plan 

10. wantahal1 Power and Light
coapany - order Granting
Authority to Issue and S ell
Senior Rotes Aggregating
$3,500,000

11. want ahala Power and Light
coapany - Errata Order 

12. Nantahal1 Power and Light 
Coapany - Errata order t2 

r. ltiscellan eous

1. Duke Power Coapany - order
Approving Settleaent with
Exposaic Industries, Inc.,
at 1ft. Airy, North Carolina,
and Terminating Proceeding

2. Duke Power Coapany - Order 
Approving Agree■ent with
Western Fuel, Inc., for Pro
duction and S ale of Oraniu■

3. Wantahala Power and Light
Co■pany - Order Approving
ltodified Purchased Power
Adjustaent Clause

4. Nantahala Pover and Light
coapany - order A pproving
Application for Authority
to O ffer an Equal Pay■en t
Plan to Its customers

5. Nantaha b Pover and Light
Coapany - Order Approving
con tract with the Tovn of
Bryson City to Provide
High Pressure S odiua Vapor 

E-7 • Sub 252

E-7, Sub 259

E-13, Sub 33

E-13 • Sub 33 

E-13, Sub 33

E-7 • Sub 229 

E-7, Sub 244

E-13, Sub 3 1

E-13, Sub 3 2

E-13, Sub 3 4

7-20-78

12-7-78

7-7-78 

7-10-78 

9-1-78 

5-25-78

6-7-78 

2-24-78

4-17-78

12-19-78
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Street Light Service and Bev 
Rate Schedule 

III. GAS

A. Eaergency Purchases

1. Morth Carolina Natural Gas
Corporation - o rder for Pur
chasing and Pricing of 
Eaergency Gas April 1 Through 
October 31, 1 978

2. North Carolina latural Gas
corporation - order Approving
Reaoval of E■ergencr Purchased 
Gas Sorcha rges 

J. Worth Carolina latural Gas 
corporation - order A ■ending
Rate Schedule 10. 7

4. Worth carolina lataral Gas
corporation - Order A■ending
Rat e  Schedule 1fo. 7, Effective
Deceaber 1, 1978 

s. Pennsylvania and Southern Gas
coapanr (Worth Carolina Gas
Division, - order Approving
E■ergency Purchased Gas
surcharge 

6. Pied■ont 1'atural Gas co■pany,
Inc. - Order Approving True
op and Adjustaents in Rates
to Recover Excess Eaergencr
Purchased Gas costs

7. Public Service Co■panr of
North Carolina, Inc. - Order
for Purchasing and Pricing of
E■ergency Gas April 1 Through 
october 31, 1978 

8. Public service Coapany of
Worth Carolina, Inc. - Order 
A■ending P rior Order Issued 
April 7, 1 978

9. Public Service Co■panr of
worth Carolina, Inc. - order
Per■itting Suspension of the
Volu■etric Yariation Adjust
ment Pactor (VYAP) Benefit
surcharge and Rider E

G-21, Sub 182 lt-20-78

G-21, Sub 182 9-6-78 

G-21, Sub 183 6-22-78

G-21, Sub 183 12-12-78

G-3, Sub 87 8-llt-78

G-9, Sub 177-B 11-6-78 
G-9, Sub 181-B

G-5, Sub 1110 ll-7-78

G-5, Sub 1110

G-5, Sub 1 llO 9-26-78
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10. United Cities Gas Company - G-1, S11b 47E 
order Approving curtailment
Tracking �djustment and
Recovery of Excess Cost of
Emergency Gas

11. United Cities Gas company - G-1, Sub !J7E 
Order Authorizing Uncollected 
Excess costs of Emergency Gas
to Be Placed in Account No. 253
- Other Deferred Credits

12. United Cities Gas Company - G-1, Sub. 69
Order Approving Rates and
Change in Plinimum Bill charge
for Rate Schedule 750 

B. Rates

1-23-78 

6-13-78 

7-31-78 

1. Horth Carolina Natural Gas G-21 ,. Sub 181 6-6-78 
corporation - Order Amending
Rate Schedule No. 7

2. Horth Carolina Natural Gas G-21, Sub 187 8-29-78 
corporation.- Order Amending
Rate Schedule No. 7 

3. Nor th Carolina Natural Gas G-21, Sub 189 9-22-78
Corporation - Order Increasing
Rat es Due to Transco• s Increase
in Purchased Gas Costs

II. North Carolina Natural Gas G-21, Sub 191 9-29-78
Corporation - Order Rescinding
Prior Orde rs in Docket No.
G-21, Sub 191, Issued Septem-
ber 22, 1978, and Sep tember 26,
1978, and Substituting
Correc ted Order

5. North Carolina Natural Gas G-21, Sub 192 11-3-78
Corporation - Order Appr oving
Negotiated Rate in Part

6. Pennsylvania and Southern Gas G-3, Sub 84 5-12-78
Company (Korth Carolina Gas
service Division) - Order
Granting Petition to Eliminate
Surcharge

7. Pennsylv.1nia and Southern Gas G-3, Sub Bil 5-31-78
Company (North Carolina Gas
Service Division) - order
Reducing Rates Due to O't'er-
collection of Surch arge

8 .. Pennsylvania and Souther n Gas G-3, Sub 88 9-22-78
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Company (llorth Carolina Gas 
SerYice DiYision) - Order 
ApproYing Increase in Cost of 
Purchased Gas 

9. Pied■ont Natural Gas Co■pany,
In c. - Order A pproYing Under
taking for Refund

10. Pied■ont Natural Gas Co■pany, 
In c. - Order R educing A■ount 
of Undertaking fro■ $1,500,000 
to S 190 ,ODO 

11. Pied■ont N at ural Gas Co■pany,
Inc. - Order ApproYing
Decrease in Rates

12. Public SerYice Company of
North C arolina, Inc. - Order
ApproYing Refund in the l■o unt 
of $1,147,715 

13. Public Service Co■pany of
North Carolina, Inc. - Order
ApproYing Rate Decrease of
S.0053 per ther■

14. Public SerYice Co■pany of
North Carolina, Inc. - Order
ApproYi ng Refund

15 . Public SerYice Co■pany of 
North C arolina, Inc. - Order 
ApproYing Increase in cost of 
Purchased Gas 

16. Public Service Co■pany of
North Carolina, In c. - Errata
Order to Order in Docket 110.
G-5, Sub 142, Issued
Septe■ber 18, 1978

17 . United Citie s Gas co■pany -
Order Ap�roYing Decrease in 
Rates, Place■ent of Dollars 
into Deferred Account, and 
Continuation of CTR Rate

c. Securit ies

1. Pennsylvania and Southern G as
Company (North Carolina Gas
SerY ice Division) - Order
Granting Authority to Issue
and Sell Bonds

G-9, Sub 176 8-1-78 

G-9, Sub 176 8-29-78

G-9, Sub 185 12-22-78

G-5, Sub 102-c 6-12-78 

G-5, Sub 125
G-5, Sub no

G-5, Sub 137
G-5, Sub 140

G-5, Sub 136 

G-5, Sub 142 

G-5, Sub 142

G-1, Sub 71
G-1, Sub 4 71!
G-1, Sub 47P'

G-3, Sub 86 

11-27-78

11-7-78 

9-19-78

9-22-78 

12-22-78

7-13-78 
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2. Pennsylvania and Southern Gas
Company (North Carolina Gas
Service Division) - Errata
Order to Order Dated
July 13, 1978 

D. Tariffs

1. Pennsylv:1nia and Southern Gas 
company, Inc. - supplemental
Order Approving Tariffs and
Correcting Prior Order in
Docket No. G-3, Sub 76, Issued
February 16, 1978 

2. United Cities Gas Company -
Order Approving Tracking
Increase and ftodifications of
Tariffs and Rules and Re gu
lations

E. Tracking Adjustments

1. North Carolina Natural Gas
corporation - order Rescinding
Prior Order and Reguirinq
Refund of $315,389

2. North Carolina Natural Gas
corpora tion - Order Approving
Reduction in curtailment
Tracking Rate 

3. North Carolina Natural Gas 
corpora ti on - order Approving
Exploration Tracking Adjust
ment (Decrease), Effective
.January 1, 1979

4. Pennsylvania and southern Gas 
Company, Inc. (North Carolina
Gas Di vision) - order
Approving Exploration 

s. Piedmont Natural Gas company. 
Inc. - Order Approving cur
tailment Tracking Adjustment

6. United cities Gas Company -
order Approving Exploration 
Tracking Decreases

F. Tracking Adjustments - Increases

G-3, Sub 86 7-20-78

G-3, Sub 76 3-2-78

G-1, Sub 70 9-19-78

G-21, Sub 128D 4-4-78

G-21, Sub 128D 9-6-78 

G-21, Sub 195 12-22-78

G-3, Sub 85 7-20-78

G-9, Sub 176 11-4-78

G-1, Sub 68 7-20-78

1. North Carolina Natural Gas G-21, Sub 128 D 5-22-78
Corpora ti on -,,. Order In creasing
Tracking Rate for all Customers 
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2. Borth Carolina Natural Gas G-21, Sub 18 0 3 -13-78
corpora ti on - order lppro•ing
PGA Tracking Increases 

3 .  !forth Carolina 1'atural Gas G-21, Sub 181l 7-20-78 
corporation - Order Appro•ing 
Erploration Tracking Increase 

ll. llorth Carolina 1'atural Gas G-21, Sub 186 8 -29-78 
corpora ti on - order lppro•ing
Tracking Increases and R eco•-
ery of Balance in Ple■orandu■
Account

5. Pennsyl 'fan ia and Sout hern Gas G-3, Sub 58 -E 2-7-78 
Co■pan y (!orth Carolina Gas 
Ser•ice D i•ision) - Order
Appro•ing curtail■ent Tracking 
Rates

6. Pennsylnnia and Southern Gas G-3, Sub 81 1-19-78
Co■pany (North Carolina Gas
Ser•ice Divisi on) - Order 
lppro•i n-:J Tracking Increase

7. Pennsyl•ania and Southern Gas G-3, Sub 82 2-1- 78 
co■pany (llorth Carolina Gas 
Ser'fice Division) - Order 
Suspend ing Rates: llloving 
Accrual in Deferred Account
110. 253

8. Pennsylvania and Southern Gas G-2, Sub 83 3-29-78
Co■pany (Korth Carolina Gas
ser'fice Division) - Order 
Approving Ml Trackinq 
Increases in Part

<}. Pied■ont Natural Gas Co■pany, G-9, Sub 179 1-13-78 
Inc. - order suspending Rat es: 
Allowing Accrual in Deferred 
Account Ro. 253 

10. Pied■ont Natural Gas Co■pany, G-9, sub 179 3-3 1-78 
Inc. - Order Approving PGl
Tracking Increases

11. Pied■ont Katural Gas Co■pany, G-9, Sub 182 7-21-78
Inc. - Order lppro•ing
Tracking Increase

12. Pied■ont Natural Gas Co■pany, G-9, Sub 183 10-3-78
Inc. - order Approving Rat es 
to Track Increase in Wholesale 
Cost of Gas
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13. Public service Company of
North Carolina, Inc. - Order
�pproving PGA Track ing
Increases in Part

14. · Public Service Company of
North Carolina, Inc. - order
Approvinq Exploration Tracking 
Adjustment 

15. United Cities Gas Company -
Order Suspending Rates; 
Allowing Accrual in Deferred
Account Ro. 253 

16. United Cities Gas Company -
Order Approving Tracking
Increases in Part

G. �isoellaneous

1. Public Service Company of
North Carolina, Inc. - Order
Allowing overcoll ected VVAF
Dollars to Be Placed into
Deferred Account

2. Public Service Company of
North Carolina, Inc. - Order
Approving Concurrent
Collections and Refunds of
Rate 20 Transportation
Revenues 

IV. �OTOR BUSES

�- Brokers License 

1. Albertson, Charles W. - Recom
mended order Granting Broker's
License

2. Coastal Host Recommended 
Order Granting Broker• s 
License 

3. colonial Ventures, Inc. -
Recommended Order Granting
Broker's License

4. Cowan Tours, Inc. - Recom
mended order Gr anting Broker's
License 

5. Custom Travel Services, Inc.
Recommended Order Granting
Broker's License

G-5, Sub 139 3-13-78

G-5, Sub 141 7-21-78

G-1, Sub 67 2-H-78 

G-1, sub 67 3-13-78

G-5, Sub 102D 2-21-78
G-5, Sub 119·

G-5, sub 111 2-21-78

B-332 2-22-78

B-Jq1 ij-28-78 

B-3ij6 8-15-78

B-Jij0 ij-lij-78 

B-Jij8 10-10-78
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6. Davis Tours, Incorporated -
Recommended OI:'dec GI:"anting
Broker's License

7. P & B Travels, Peggy B. Bates,
t/a - Recommended Oeder Gcant
ing Broter 1 s License

8. Thacker, Ginger, Tours,
Frances w. Thacker, d/b/a -
Recommended order Granting
Broker's License

B. Certificates Cancelled

B-342 8-29-78

8-343 9-5-78

B-347 9- 8-78

1. Edwards Charter Service, B-337 4-25-78
Inc. - order cancelling Certif-
icate No. B-337

2. Municipal Transit System of
the city of High Point - order
Cancelling Certificate
No. B-327

c. Complaints

1. Coastal Plain Charter Service,
Inc. - order cancelling Exemp
tion Certificate No. EB-438

2. Coastal Plain charter Service,
Inc. - Order Postponing Effec
tive Date of Cancellation of
Exemption certificate
No. EB-438

D. Rates

1. Rates-Bus - Order Granting
Approval of Joint Rate Agree
ment:

2. Duke Paver Company - Order
Granting Authority to Increase
Its Charter l'I otor Bus Pas 
senger Rates for Service
Within and from Durham, North
Carolina, Effective August 17,
1978

3. Duke Power Company - order
Granting Authority to Increase
Its Charter �otor Bus Pas
senger R ates for Service
Mithin and from Greensbo ro,

B-327 4-10-78

B-271, Sub 6 10-18-78

B-211, Sub 6 10-19-78

B-105, Sab 37 9-7-78

B-209, Sub 13 8-9-78

B-209, Sub 14 8-9-78
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North Carolin a, Effective 
August 17, 1978 

E. Route Abandon■ent

1. Continental Southeast.ern
Lines, Inc., and Port Bragg
coach Company - Reco■■ended
order Granting Petiti on for
Authority to Discontinue Com
muter Serv ice B etween Fa yette
ville, North Carolina, and
Port Bragg, !forth Carolina,
and to sur rend er Certificat e
No. B-190 and Discontinue
Operati ons The re under

2. Port Braqg Coach Company and
contine ntal Southeastern
Lines, Inc. - Reco■■ended
Order Granting Petition for
Authority to Discontinue Com
muter Service Between Fayette
ville, North Carolina, and
Port Braqq, North Carolina,
and to Surrender Certificate
No. B-190 and Dis continu e
Operations Thereunder

3. Pied ■ont Coach Lines, Inc. -
Reco■■enied Order Granting
Petition for A uthority to Dis
continue Certain Bus Operations

P . Sales an1 T ransfers

1. Emma Bus Lines, Inc. - Order
Approving Incorporation and
Transfer of Certificate No.
B-8 , from Robert Ballard,
d/b/a E■■a Bus Lines

2. Piedmo nt B us Lines, In c. -
Order Aporoving Incorporation
and Transfer of C ertificate
No. B-6 6, fro■ s.c. Villia■s,
d/b/a Piedmont Bus Lines

3. Smoky !lountain/H i ghland Tours,
Inc. - Order Approving S ale
and Transfer of Certificate
No. B-303 fro■ Ja■es Lawren ce
Hutton, Jr., d/b/a Highland
Tours

B-69, Sub 1 24
B-190, Sub 1

B-190, Sub 1
B-69, Sub 124

B-110, Sub 18

B-8, Sub 9

B-66, Sub 5

B-30 3, Sub 4

10-23-78

10-23-78

11-2-78

2-8-78

2-27-78

4-25-78
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V. IIOTOR TRUC!tS

A. Applications Denied, Disaissed, or Withdrawn

1. Anderson Truck Line, Inc. -
RecoRmended Order Denying
Application to Amend Certifi
cate No. c-66

2. Contract Transporter, Inc. -
Recoamended Order Denying
Contract Carrier Authority

3. Gastonia Package Delivery
Service co., Randall c.
Strider and John II. Sparks,
Jr., d/b/a - Recoaaended order 
Disaissing Application for 
coamon carrier Authority
Without Prejudice

4. Hyde, Bl�ke, Trucking Coapany,
c. Blake Hyde, d/b/a - Recoa
aended Order Disaissing Appli
cat ion for Contract Carrier
Authority Without Prejudice

5. O'Boyle Tank Lines, Inc. -
Order Allowing Withdrawal of
Applicati on for Contract
carrier Authority Without
Prejudice

6. Powell, Allie l!artin, Jr. -
Order Dismissing Application
to Transport l!obile Homes
Without Prejudice

7. Walters !loving Service, Weldon
Walters, d/b/a - Recoa■ended
order Dis■issing Application
for l!otor Common Carrier
Authority

8. Youngblood Truck Li nes, Inc. -
Reco■■ended Order Denying
Application for co■■on carrier
Authoti ty

T-26, Sub 2 4-26-78

T-1672, Sub 2 10-25-78

T-1917 8-8-78

T-1890 3-28-78

T-804, Sob 18 1-5-78

T-180 4 5-24-78

T-1905 5-3-78

T-324, Sub 16 6-9-78 

B. Authority Granted - Co■■on Carrier

1. Associated Petroleo ■ Carri ers,
Inc., and O'Boyle Tank Lines,
I ncorporated - Reco■■ended
Order Granting I rre gular Ro ute
Coa■on Carrier Authority

T-394, Sub 4 11-10-78
T-8611, Sob 19
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2. B & P Trucking - Recommended
Order Gran ting ftoto r Commo n 
Carrier Authority

3. Barnett Truck Lin�s. Inc. -
Recommended Order Granting
Additional Motor common 
ca rrier Authority 

Q. Cook & Sons, Inc. - Recom
mended Order Gr anting ttotor
Common carrier Authority 

5. G & S Rovers & Riggers, Larry
Ghorley and Ronnie Stillwell, 
d/b/a - Hecommended oraer 
Granting Irregular Route
Common Carrier Authority

6. Plartin f'Jo tor Lines, In c. -
Recommended order Granting
Irregular Route Common Carr ier 
Authority

7. Package Delivery Service, 
Hubert Alexander Barkley, 
d/b/a - Recommended Order 
Granting Amended Application
fo r Irregular R oute Common 
carrier Authority

8. Re gional Storage & Tr ansport, 
Inc. - Recommended Order 
Gra ntinq Irregular Route 
Common C arrier Authority 

C}. Roach, Claudie. Transit, 
Claudie E. Roach, d/b/a -
RP.commended Order Granting 
Commo n carrier Authority 

10. s & ff Plobile Home !!overs, 
Jasper Su mmerlin and Raymond 
Hardy. d/b/a - Recommended 
Order Gr anting Irregular R oute 
Comm on Carrier Authority 

11. Shoppers Instant Delivery & 
ftessen ger Service, Piilton and 
Katherine l!oore, t/a - Recom
mended Order Gr anting Irregu
lar Route Common carrier 
Authority 

12. Shoppers Instant Delivery & 
Hessenger Service. !'li.lton and 
Katherine "oor e ,  t/a - Sup-

T-1894 3-23-78

T-1012, Sub 6 B-10-78

T-1891 3-13-78

T-1921 9-21-78

T-774, Sub 3 5-19-78

T-1910 9-5-78 

T-1906 5-23-78

T-1929 12-27-78

T-1914 7-25-78

T-1889 2-1-78

T-188 9 Q-7-78
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plemental Order to Order Dated 
February 1, 1978 

13. Tuck, Franklin Earl - Recom
mended Order Granting Irregu
lar Route comm.on Carrier
Authority 

14. Valley Transfer, Inc. - Recom
mended Order Granting Common
Carrier Authority

15. Youngblood Truck Lines, Inc. -
Recommen�ed Order Granting
Common carrier Authority

T-1918 10-6-78

T-330, sub 7 12-27-78

T-324, Sub 17 11-27-78

c .. Authority Granted - Contract Cart"ier 

1. AJS Trucking Company, Inc.,
Arlive Jackson Scoggins, d/b/a
- Recommended Order Granting 
Contract Carrier Authority
with Rowan Distributing
company, Inc.

2. AJS Trucking company, Inc. -
Errata order to Order Dated
October 5, 1978 

3. AJS Trucking Company, Inc.,
Arlive Jackson Scoggins, d/b/a
- Final order overruling
Exceptions and. Affirming
Recommended order Dated
October 5, 1978

q._ Barnes, �ilton Ray, l'l.elvin 
Douglas Williams, and Craig 
Lafayette Christie - Recom
mended order Grantinq Contract 
Carrier Permits vith North 
Carolina Products Corporation 

5. contract Transporter, Inc. -
Recommenied Order Granting
Additional Contract Carrier
Authority with Jos. Schlit'Z
Brewing Company

6. East Carolina Cartage Company,
Delmer Ray Ipock, d/b/a -
Recommended Order Granting
contract carrier Authority

7. Eastern courier corporation -
Recommended Order Granting
Additional contract Carrier

T-1193, Sub 1 10-5-78

T-1793, Sub 1 10-27-78

T-1793, sub 1 12-18-78

T-1907 5-17-78
T-190 8
T-1909

T-1672, sub 1 4-27-78

T-1992 10-23-78

T-1709, Sub 4 7-18-78
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Authority with Dunn & 
Bradstreet, Inc. 

8. Fanelli Brothers Trucking Co. 
- Reco■■ended order Granting
Contract carrier Authority
wit h  Zapata Industries, Inc.

9. Harper Trucking c o■pa ny, Inc.
- Reco■■ended Order Grantin g
contract carrier Per■it with
Lyndale Enterprises, Inc.

10. Harper Trucking co■pany, Inc.
- Errata Order for Order Dated 
ftarcb 2, 1978 

11. Ja■es Truckin:i Co■pany, Inc. -
Reco■■ended Order Granting
Contract carrier Per■it with
Valspar Corporation

12. l!erchants Ho■e DeliYery Ser
Yice, Inc. - Reco■■ended Order 
Granting Contract Carrier
Per■i t vi th Rhodes, Inc.

13. fterchants Ro■e Deli•ery Ser
• ice, Inc. - Errata Order to
Order Dated !!arch 31, 1978 

14. Randle■an • s Pick Up and DeliY
ery Service, Inc. - Reco■-
■ended Order Granting Contract
carrier Authority with e. B.
Fuller co■pany and ftobile
cbe■ical co■pany

15 . Signal Deli•ery ser•ice, Inc. 
- Reco■■ended order Granting
Contract carrier Authority
with Sears, Roebuck & Co.

16. Stacy, D.V., Co., Inc. -
Recoaaended Order Granting
Contract Carrier Perait

17. Youngblood Truck tines, Inc. -
Order Granting Contract
Carrier Per■it with S■okey
l!ountain Enterprises, Inc.

18. Youngblood Truck Lines, Inc. -
Recoa■ended Order Granting
Contract Carrier Authority
with S■okey l!�untain Enter
prises, Inc.

T-1911 12-20-78 

T-5 21, Sub 22 3-2-78

T-521, Sub 22 3-16-78

T-1915 8-8-78 

T-165 5,  Sub 2 3-31-78

T-165 5, Sub 2 4-5-78

T-165 9, Sub 1 11-27-78 

T-14 0 3, Sub 1 8-17-78

T-1898 5-22-78 

T-321l, Sub 16 9-7-78

T-324, Sub 18 11-27-78
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D. Authority Granted - Te■porary

1. A�S Trucking Company, ArliTe
Jackson Scoggins, d/b/a -
order Granting Temporary con
tract Carrier Authority to
Transport Beer and !lalt Liquor
Products Between Schlit� Brew
ing Company and !'larlt Pour
Beverage, Inc.

2. Barker, Cecil Edvard - Order
Granting Te■porary Authority
Under Certificate Ho. c-1081

3. Barnes, ftilton Ray, Kelvin
Douglas Willia■s, Craig Lafay
ette Christie - order Granting
Temporary contract carrier
Authority to Provide Service
to North Carolina Products
co rpora ti on

ti. Commercial Couriers, Inc. -
order Granting Temporary Con
t ract Carrier Authority vith 
Northwestern Bank 

5. contract Transporter, Inc. -
Order Granting Te■porary
contract carrier Authority to
Transport Group 21 Between the
Facilities of !t'err Glass Com
pany and Joseph Schlitz
ere vi ng co11pan y

6. Edwards Trucking, Inc. - Order
Granting Te�porary Authority
for �anageaent and control by
Spartan Express, Inc.

7. Faircloth, Henry, Transfer,
Inc. - Order Granting Tem
porary Authority to Conduct
operations Under Common Car
rier Certificate Ho. c-982

8. James Trucking Company, Inc. -
Order Granting 'l'e11.porary Con
tract Carrier &uthority vith
the Valspar corporation

9. Smith, 8•"·, Storage Ware
house, Inc. - order Granting
Temporary Authority to conduct
Operations Under a Portion of
certificate No. CP-30

T-1793, Sub 2 11�10-78

T-1920 7-3-78

T-1907 3-15-7B
T-1908
T-1909

T-1791, Sub 1 3-H-78

T-1672, Sub 3 11-10-78

T-1553, Sub 1 9-1-78

T-902, Sub 11 3-22-78

T-1915 ij-28-78 

T-916, Sub 3 2-16-78
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10. "erchants Ho■e DeliTery Ser
Tice, Inc. - order Grant ing
Te■poraq Contract carrier
Authority with Rhodes, Inc.

11. Shoppers Instant DeliTery and 
!essenger SerTice, !ilton and
Kat herine !oore, t/a - order
Granting Te■porary Authority
to Conduct Operations Onder a
Portion of Certificate
!lo. CP-30

12. Stacy, o.v., Inc. - order
Grant ing Te■porary c ontract
Carrier Aothority vith Bartla
and Dreyfus of California,
Inc. 

13. Syste■s Control, Inc. - Order
Granting an Extension of Te■-
porary Co■■on Carrier Oper
ating Authority

14. Youngblood Truck Lines, Inc. -
Order Granting 8otion for
Te■porary Aothority to Trans
port G roop 21  fro■ Charlo tte,
North Carolina, to Points in
!lorth Carolina and Return

15. Youngblood Truck Lines , Inc. -
Order G ranting Sotion for
Te■porary A uthority t o  Trans
port G roup 21 fro■ !itchell
County, !forth Carolina, to
Points in !lorth Carolina

I!!. Cancellations 

1. At kins, Hovard - Order Can
celling Per■it !lo. P-153 

2. Balkcu■, Erastus, Jr. - Reco■-
■en ded Order Cancelling Co■■on
Carrier Certificate !lo. c-851

3. Bovden•s Car Transport, John
B�rnice B owden, d/b/a - Pinal
Order Cancelling Co■■on Car
rier Certificate !lo. c-1024

4. Bra ntle y, John D. - Order
cancel 1 in g Per ■it lf o. P-288

5. Christian Grain and Peed
Co■pany - Beco■■ended Order

T-1655, Sub 2 2-2 1-78

T-1889, Sub 1 2-21-78

T-1898 5-19-78

T-1808 12-21-78

T-324, Sub 17 8-1-78

T-324, Sub 18 10-3-78

T-1189, S ub 1 1-9-78

r-1234 12-5-78

T-1827 1-27-78 

T-1839 10-31-78

T-1802 6-22-78
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CanCelling Common carrier 
certificate No. C-1061 

6 .. Commercial & Package Delivery 
Service. Inc. - Order Cancel
ling Portion of Certificate 
No. CP-31) and vacating Show 
cause Proceeding 

7. D & D Company - Recommended
Order cancelling Authority

8. Elledge, Wade - Recommended
Order cancelling contract
Carrier Permit No. c-255

9 .. Grady Horse Transportation. 
Tnc .. - Recommended order 
cancelling Common Carrier 
certificate No. c-1034 

10. Greenwood Transfer & Storage
Company. Inc. - Recommended
order Cancelling Common car
rier certificate No. C-408

11. Ijames. Theodore Ralph -
Recommended order Cancelling
Contract carrier Permit
No. P-281l

12. tee Oil Company of Greensboro,
Inc .. - order cancelling Permit
No. P-2113

13. PlcCreary lfobile Rome Towing
Service, William tee �ccreary,
d/b/a - Recom■ended Order
Cancelling COIIDIOD C.irrier
certificate

14. O'Neal Trailer sales. Boy
Wayne O'Heal - Recommended
order cancelling common car
rier certificate No. C-1047

15. Parker, Arthur - Order
cancelling Permit No. P-118

16. Parnell Transfer, Incorporated
- order cancelling certificate
No. C-541 

17 .. Phillip D. lfurray Trucking 
co., Phillip David fturray, t/a 
- Order cancelling Permit
No. P-258 

T-1326, Sub 7 3-28-78

T-1851 6-23-78

T-1698, Sub 1 6-23-78

T-1689 3-23�78

T-240, Sub 5 6-26-78

T-1849 9-29-78

T-1484, Sub 1 11-28-78

T-1679, Sub 1 6-22-78

T-25EJ, sub 3 3-6-78

T-738, Sub 2 11-6-78

T-1683 6-12-78
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18. Record Track Line, Inc. -
Reco■ ■ ended Order Cancel ling
Contrac t carrier Per■it
lo. P-257

19. Wilson !lerchant Delivery Ser
vice, Inc. - O rder Cance l ling
Per■it lfo. P-133

F. certificates A■ended

T-1687 8-4-78

T�1096, Sub 8 10-17-78 

1. Ulen Realty Co■pany, In c. - T-1832, Sub 1 9-21-78
Final Order Granting Authority
to l■end Certificate lo. c-1041

2. Ander son T ruck Une, In c. - T-26, Sub 2 8-25-78
Final Order A■ending Certifi-
cate !lo. C-66 Expanding It s
Territoria l Scope

3. B & P T rucki ng, Williaa Carl T-1894 11-6-78
Wiggs and James Phillip Wiggs
t/a - Order Aaending Certifi-
cate lfo. C-1099

4. Frank's !!obile Ho■ e !!overs, T-1918 12-12-78
Franklin Earl Tuck , d/b/ a -
Order !■ending Certificate
lfo. C-1108

5. Gri■es , Alton E dvard - Order T-352, Sub 4 10-31-78
Aaending Certificate 10. c-195

6. Ril l-Top Tran sport, Toa B. T-1057, Sub 6 10-18-78
To rie, d/b/a - Order Granting
Petition to Add H.B. Rove &
Co., Inc. , as contracting
Shipper Under Per■it lo. P- 127

G. C ertificates Rein stated 

1. Brevard !!oving and Storage
Co■pany , Ernes t R. S■ith, t/a
- Order Reins tating Co■ ■on
Ca r ri er Certif icate Ho. C-857

2. G reenvood T ra n sfer & Storage
Co■pany, Inc. - Order Vacating
Or der Revoking co■aon C arri er
Cer tificate Ho. C-40 8

3. ncc reary !!obile Home Towing
service, Willia■ Lee !!cCreary,
d/b/a - Order Vacating Order
Revoking Co■aon Carrier 
Certificate !l o. c-871

T-123 6, Snb 3 4-25-78

T-240, Sub 5 7-25-78

T-1746, Sub 1 7-25-78
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4. O'Keals Trailer Sales, Boy
Wayne o•weal, d/b/a - Order
Vacating Order ReYoking
Co■■on carrier certificate
No. C-1047

5 . Wainwright Transfer Co■pany,
St anley E. Wainwright, d/b/a
- Order Beinstati ng Co■■on
Carrier Certificate Ko. c-636
and Cancelling Bearing

B. Change in Ra■e

T- 1679, Sub 1 8-1-78

T-861, Sub 5 3- 16-78

1. BleYins �otor Express, R yt e T-1242, Sub 5 10-10-78
BleYins, d/b/a - Order ApproY-
ing Change in Trade Ka■e fro■
BleYins Tire and !oYing Co■pany

2. Carolina Fuel Haulers, Inc. - T-1935 11-7-78
order ApproYing change in
Corporate la■e froa Wendell

Transport corporation 

3. Eastern DeliYery SerYice, T-1189, Sub 2 5-25-78
"ilton and Katherine !oore,
d/b/a - order ApproYing Change
in Kaae fro■ Silton and
Katherine ftoore, t/a Shoppers
Instant DeliYery g !essenger
SerYice

4. Kendall Trucking and Grading - T-1829, Sub 1 1-,-78
Order ApproYing Change in laae
fro■ Larry Ray Kendall, d/b/a
Kendall Gradin g SerYice

5. Laab•s ftobile Roae ftoYers , T-1729, Sub 1 ,-25-78 
Sa■ R. Laab , d/b/a - Order
ApproYing Change in Maae froa

La■b 's Wrecker SerYice and
Garage

6. Loftins Trucking Co., Willia• T-1885 1-9-78
I. Loftin, Jr., and J. Bryan
Loftin, d/b/a - order ApproYing
Change in laae fro■ Loftins -
Willia■ I. Loftin, Jr., and
J. Bryan Loftin

7. Old Doainion Freight Line, T-277, Sub 15 11-22-78 
Inc. - Order ApproYing Change
in Corporate la■e fro■ Old
Doainion Freight Line

8. Wendell Transport Corporat ion- T-1039, Sub 7 11-7-78
Order ApnroYing Change in 
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Corporate Name from Cromartie 
Transport C?mpany 

9 .. Whitley, Abe, Ploving & Star- T-1762, Sub 1 1-24-78
age, Inc. - Order Approving 
Change in Corporate Name from 
Whitley �oTing and Storage, Inc. 

I. Complaints

1. Eastern Oil Transport, Inc.,
v. United Tank Lines and s.H.
!Htchell a ml Sons - Order
Closing Dockets Pursuant to 
Denial of Petition for Discre
tionary Beviev of the supreme 
Court of ff ortb Carolina 

2. Hudson, Donald Strand, Y. 
Waccamaw Housing Transport,
Inc. - Recommended Order Rein
stating Authority

J. Lease Agreements 

1. A & J Rotor Lines, Inc. -
Order Cancelling Lease Agree
ment with Eastern notor
lines, Inc.

2. Puller Oil co■pany, roe.
Order Approving Lease of
Authority fro• James Hubbard
Adams. Jr •• d/b/a ca■el
Service Company

!C. ffergers 

1. Johnson. Bruce, Trucking
Company. Inc. - Order ApproY
ing n:erger with Air Freight,
'Incorporated

2 .. Pony Express Courier Corpora
tion - order Approving Serger 
vith Financial courier 
Corpora ti on 

L. Rates

1. Rates-Truck - Order of Vaca
tion and cancellation of Hear
ing - Allowing Proposed Rates
to Become Effective

2. Rates-Truck - Order Allowing
Application to Withdraw and

T-1287, Sub 28 ij-5-78
T-1673, Sub 1
T-1673, Sub 2

T-1822 1-27-78
T-1146, Sllb 2

T-1386, Sub 2 9-5-78

T-1883 2-27-78

T-1652, Sub 3 12-15-78

T-193 8 12-21-78

T-825, Sub 223 2-14-78

T-825, Sub 226 5-1-78
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cancel Portions of Tariff 
Publication Under Suspension 
and InTestigation 

3 .  Rates-Truck - Order Vacating 
Order of Suspension and InTes
tigation and Allowing Tariff 
filing to Beco•e BffectiTe 
EffectiTe 

q_ Rates-Truck - Order Vacatin g 
Tariff Suspension Allowing 
Increased Rates 

5. Rates -Truck - Order Grantin g
ApproTal of Joint Rate Agree
•ent of carriers Participating
in North Carolina Intrastate
Tariffs of Southern Plotor
carriers Pate Conference, Inc.

6 .  Rates-Truck - order Granting 
Appro•al of Joint Rate A qree
•ent of carriers Participating 
in North Carolina Intrastate 
Tariffs of the North Carolina 
Plotor Carriers Association, 
Incorporated 

7. Rates-Truck - Order Allowing
Application to Withdraw cer
tain Tariff Publications and
Cancellation of Hearing

8. Rates-Truck - Order Vacating
Tariff suspension Allowing
Increased Rates

q_ Citi�en E•press, Inc. - Order 
Allowinq Increased Rates and 
Charges on a Permanent Basis 

10. Plid State DeliTery SerTice,
Inc. - Order Vacating Tariff
Suspension Allowing Increased
Rates

11 . Nationa l Trailer ConToy, In c. 
Order Vacating Tariff Suspen
sion, Cancelling Hearing, and 
Allowing Increased Rates 

12. Transit Ho9es, Inc. - Recoa
•ended Order Allowing Rate
Increase (Final Order issued

T-825, Sub 227 5-23-78

T-825, Sub 228 8-11-78 

T-825, Sub 229 7-24-78

T-825 , Sub 230 7-2q-79

T-825, Sub 232 8-30-78

T-825, Sub 234 8 -7-78

T-68, Sub 11 9-27-78

T-368, Sub 8 8 -21 -78 

T-109 7, Sub 4 12-1 9-78

T-1138, Sub 3 5-25-78 
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October "i, 1978, and is 
printed in this Annual Report) 

13. United Parcel Service, Inc. -
Order Vacating Suspension and
Allowing Increase in Rates

T-1317, S ub 12 9-29-78 

"· Relief fro■ Outstanding Orders 

1. T-825, Sub 210, 224 and 225 
2. T-825, Su b 210, 224 and 225 
3. T-82"i, Sub 210, 224 and 225 
4. T-825, Sub 210, 224 and 225
5. T-82"i, Sub 210, 224 and 225
6. T-R25, Sub 210, 224 and 225 
7. T-825, Sub 210, 224 and 225 
A. T-825, Sub 210, 224 and 225 
9. T-825, Sub 210, 224 and 225 

10. T-825, Sub 210, 224 and 225
11. T-825, Sub 210, 224 and 225
12. T-825, Sub 210, 224 and 225
13. T-825, Sub 210, 224 and 225
14. T-825, Sub 210, 224 and 225 
15. T-825, Sub 220
16. T-825, Sub 224 and 225
17. T-825, Sub 225
18. T-825, Sub 225
1'1. T-825, Sub 225
20. T-825, Sub 225
21. T-825, Sub 225
22. T-825, Sub 225
21. T-825, Sub 225
24. T-825, Sub 225 
25. T-825, Sub 225
26. T-825, Sub 225
27. T-825, Sub 225
28. T-825, Sub 225

N. Sales an1 Transfers

A pp lica ti on 
___ J!U!!M_ 

1559 
52 

559 
53 

1565 
1 5611 

54 
561 

55 
56 
58 

1568 
564 

60 
558 
566 

1582 
65 

569 
66 

1586 
570 

67 
1588 

69 
572 

71 and 72 
70 

Q.�

1-23-711
1-30-78
2-7-78 
2-14-78
3-6-78
3-14-78
3-28-78 
3-28-78
4-3-78
4-12-78
4-24-78
5-2-78
5-16-78 
6-23-78
2-7-78
7-19-78
R-21-78
8-3 0-78
8-30-78
9-6 -78
9-27-78
10-11-78
10-13-78
11-21-78
11-21-78
11-21-78
12-13-78
12-18-78

1. A & J "otor Lines, Inc. -
Order Approving Sale and
Transfer of a Portion of Co■-
■on Carrier Certificate

T-138 6, Sob 4 8-8-78 

No. C-918 fro■ R. B. Strader
Contractors, Inc.

2. ABC Transfer Co■pany, Rerse l
D. Lancaster, d/b/a - Order
Approving Sale and Transfer of
Certific�te Mo. c-585 fro■ 
Jack O. S ■i th, d/b/a S■ i th
"oving & Storage Co■pany

T-1928 12-15-78 
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3. Aaction ,.oYing & Storage co., T-182 5, Sob 2 2-16-78
Regional Storage & Transport,
Inc., d/b /a - Order ApproYing
Transfer of Co■■on carrier 
Certificate lo. c-1073 fro■
Spanvind, Inc., d/b/a Aaction 
ftoving & Storage Co.

4. All A■erican PloYers of Gold s- T-1934 12-21-78
boro, In=. - Order ApproYing
Sale and Transfer of co■■on
Ca rrier certificate No. C- 873 
fro■ raircloth Ploving and
Storage Co■pan:r

5. A■erican Charter PloYers, Inc. T-1892 1- 31-78
- Order Approving Sale and
Transfer of co■■on carrier 
Certificate No. C-857 fro■
Ernest R. Saith, t/a Brevar d
PloYing and Storage co■pan:r

6. Barker, Cecil P!dvard - Order T-1920 7- 31-78
Approving Sale and Transfer
of Co■■on Carrier Certificate
'!lo. C -10131 fro■ Jean Pl. White, 
Ad■inistratrix for Estate of
Joseph Ruffin White

7. Builders Transport, Inc. - T-1638, Sub 3 11-1-78
Order Approving Sale and Trans-
fer of a Portion of Co■■on
Carrier Certificate Ko. c-575
fro■ Rabon Transfer , Inc .

8. Carolina Taxi & Industrial T-1743, Sub 1 8-15 -78 
Transportation, Inc. - Order
ApproYing Incorporation and
Transfer of Per■it Ko. P- 2 68
fro• Industrial Transportation
and Carolina Taxi

9. Cockerha■, Wallace, Toving,
Inc. - order Approving Incor
poration and Transfer of
Co■■on carrier Certificate
Ko. c-933 fro■ Wallace Cocker
ha■, d/b/a Wallace Cockerha■•s
Garage

10. Oenha■ �oving and Storage,
Inc. - Order Approving Sale
and Transfer of co■■on carrier
Certificate Ko. C-83 fro■
Baxle:r• s Transfer, Inc. 

T-1385, Sub 1 3-22-78

T-193 1 12-15 -78 
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11. Doug's !'lobile Home Towing,
Walter nouglas Aldri dge, d/b/a
- Order Approving Sale and
Transfer of Common carrier
certificate N o. C-1052 from
service Recovery Corporation

12. Edwards ftobile Home �oving,
R.L. Edwards, d/b/a - Order
Approving sale and Transfer
of Common carrier Certificate
No. c-1008 from Jack Harrold
West

13. Edwards �obile Home Hoving,
R.L. Edwards, d/b/a - Order
Approving Sale and Trans fer of 
common carrier cer tificate
No. c-1080 from William Ray
"ilovitz, d/b/a ftilovitz
Hohile Home Hoving

14. Etheridge Transport, Inc. -
Recommende d  Order Approving
Sale and Transfer of Common
carrier certi ficate No. C-130
from City Fuel and Tire
company 

1 s. Faircloth, Henry, Transfer, 
Inc. - order Approving Sale 
and Transfer of Common carrier 
certificate N o. C-982 from 
Earl O'Quinn 

16. Federal �otor Expre ss, Inc. -
Order Approving Incorporation
and Transfer of Common carrier
certificate No. C-16 from Joe
P. Johnson and Albert Johnson,
d/b/a Fe�eral ftotor Express

17. Four Seasons ftoving Comp any,
Eugene v. Nix and Dixie c.
Nix, d/h/a - Order �pproving
�ale and Transfer of common
c arrier Certificate No. c-6q1
from Ruth Naomi Dimsdale,
d/b/a Shelby Moving & Storage
company

18. Harvel •s, Cliff, r!oving Com
pany - order Approving Sale
and Transfer of Common carrier
certificate No. C-634 from
O.A. Trexler, d/b/a Trexler
Transfer

T-1721, Sub 1 1-3-78

T-1916, Sub 1 6-2-78

T-1916, Sub 1 7-3-78

T-1787, Sub 1 5-18-78

T-902, Sub 11 5-9-78

T-678, Sub 4 9-26-78

T-1919 7-31-78

T-1912 5-9-89 
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19. I! & s Transport, Inc. - or der
Approving Sale and Transfer
of com■on carrier certificate
No. c-466 fro■ II & S Trans
port, Ltd.

20. !H lovi t z '!obi 1 e Rome llov ing,
Willia■ Ray l!ilovitz, d/b/a -
Oeder Approving Sale and
Transfer of Common Carrier
Certificate No. C-827 from
Wyatt Allred

21. Riverside !1obi le Rome l!overs,
Thomas Rodney l!attison, d/b/a
- Order Approving Sale and
Transfer of Common Carrier 
Certificate No. C -936 from
Thomas Earl Lew is, d/b/a
Riverside !lobile Rome �overs

22. Riverside Transoortation co.,
Inc. - order Approvin� Sale
and Transfer of a Portion of
certificate No. c-918 from
R. B. Strader Contractors, Inc. 

23. Service �ecoverv Corporation -
Order Approving Authority to
Purchase and Tr ansfer Common
Carrier Certificate No. C- 867
fro■ BiM Transit, Inc. 

24. Shoppers Instant Delivery &
11essenger Service, 11ilton and
Katherine !loore, t/a - Order 
Approving Sale and Transfer
of a Portion of Certificate
No. CP-30 fro■ co■■ercial &
Package

25. Smith, 11.11., Storage Ware
house, Inc. - Order Approving
Sale and Transfer of a Portion
of Certificate No. CP-30 fro■
Co11mercia 1 & P ackage Del iverv
Service , Inc. 

26. Stanley's Transfer Co., Inc. -
Recommende d Order Approving
Transfer of Co■mon Carrier 
Certificate N o. C-636 fro■
!!rs. Anne P. Wainwright,
Executrix of the Estate of
Stanley P.. Wainwright, d/b/a
Wainwright Transfer Company

T-578 , Sub 5 2-13- 78 

T-1853, Sub 2 7-3-78 

T-1391, Sub 2 12-15-78 

T-1866, Sub 2 7-31-78

T-1752, Sub 2 1-3-78 

T-1889, Sub 1 4-13-78 

T-916, Sub 3 4-13-78

T-1913 7-25-78
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27. Ste gall, T.G., Trucking Co. -
Order Approving Incorpor ation 
and Transfer of co■■on Carrier 
Certificate No. c-489 fro•
Triston G. Stegall, d/b/ a T.G.
Stegall Trucking Co■panr

o .  Securities

T-813 , Sub 6 4-25-78

1. Caldwell Freight Lines, Inc. - T-41, Sub 4 5-23-78
Reco■mended Order Approving
Purchase of the Outstanding
Stock of Lenoir Transfer
Co■pany, Inc., and to Acquire
Control of Certificate
No. C-250

2. Central Carolina Bonded W are- T-948, Sub 6 7-27-78
house, Inc. - order Approving
Sale and Transfer of the out-
standing Stock of Central
Carolina Bonded Warehouse,
Inc., fro11 Ollie N. Yergan and 
F.R. Yeqan to Ja■es T. Dor11an

3. Edwards Trucking, Inc. - Order T-1553, Sub 1 10-4-78
Approving Sale of All the
Stock of Edwards Trucking,
Inc. (Certificate No. c-482),
to S partan Express, Inc.

4. Edwards Trucking, Inc. - Sup- T-1553, Sub 1 10-16-78
ple■ental Order to Order Dated
October 4, 1978

5. Petroleu11 Trans portation, I nc. T-132, Sub 8 6-2-78
- (Certificate No. C-302) -
Order Approving S ale of all the
Issued and outstanding Corpo-
rate Stock to J.C. Brookshire

6. Petroleum Transport Co■p any, T-36, Sub 5 10-2-78
Inc. (Certific ate No. C-95)
- Order Approving Sale of all
the Co■■on Capital Stock to
C.B. Roberson, Inc. 

7. S & H l'lobile Ho■e l'lovers, T-1914, Sub 1 11-22-78
Jasper Su■11erlin, d/b/a -
Order Approving Application 
to Acquire the Interest of
Raymond Hardy in Certificate
No. c-1105

8. Wilson Transfer Company, Inc. T-54, Sub II 2-6-78
(Cert ificate No. C-405) -

Order Approving Change of
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control by Stock Transfer to 
Coastal Carolina Cartage, Inc. 

P. Su spe nsion of Operation s

809 

1. Eastern Transit & S torage, T-1 782 4-4-78 

Inc. - o rder Granting Author-
ized suspension of Operations 
Under Certific ate 110. c-441
Until Jul T 1, 1978 (Bankruptcy)

2. Eastern Tr an sl t & Storage, T-1782 6-28-78
Inc. - order Granting Exten-

sion of Authorized Suspension
of operations Under certifi-
cat e 110. c-441 Until October 1,
1978 (Bankruptcy)

3. Eastern Transit 6 Stor age, T-1782 10-10-78
Inc. - order Granting Exten-
sion of Authorized Suspension
of Operations Under certifi-
cate 110. C-441 Until January 1,
1979 (Bankruptcy)

4. Ri•erside Transportation Co., T-1866, Sub 1 10-2-78
Inc. - order Granting Author -
ized Suspension of Operations
to Tr ansfer Portion of
Certificate 110. c-918

Q. 8isce llaneous

1. Carolina Carriers, Inc. -
Order Gnnting Petition to 
Beco■e Self-Insurer as to
cargo Insurance

n. RAILROA DS

A. Change in Hours

1. Seaboard coast Line Railroad

Co■pany - Order Grant ing
Authority to Sodify Hours of
Operation of Certain 8obile
Agencies on a Six-Sooth Basis 

2. Winst on-Sale■ Southbound Rail

way Co■pany - Order Granting
Authoritf to Change the Hours
of Its Agency station at
Ube■a rle, 11orth Carolin a

T-727, Sub 7 10-5 -78

R-71, Sub 77 4-1 3-78 

R-35, Sub 9 1-23-78
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B. Discontinuance of Agenc7/Nonagenc7 Stations

1. Seaboard Coast Line Railroa d
Co■pany - Order Grant ing 
Authority to Discontinue
l!obile Agency Station at
lfu far■s, lforth Carolina

2. Seaboard Coast Line Pailroad
Co■pany - Order Granting
Authority to Retire Its Tea■
Track and Disc ontinu e the
Nonagency Station at Powers,
!forth Carolina

3. Seaboard Coast Line Railroad
Co■pan y - order Granting
Authority to Retire Its Tea■
Track and Discontinue the
Nonagency Station at Roziers,
lforth Carolina

4. Southern Railway co■pany -
order !■ending Order ApproYing
Abandon■ent of Agency Station

5. Southern Railwa y Co■panr -
Order Granting Petition on
Six l!onths' Trial Basis for
A uthority to Cl ose Its Agency
Station at Henderson, lforth
Carolina, and Re■o•e the Depot
Station

c. Dualization of Agency Stati ons

1. Clinchfield Ra ilroad Co■pan y
- Reco■■ended Order Granting
Authority to D ualize Operation
of Its Station Agenci es at 
Green l!ountain and �ona ,  North
Carolina

D. l!obile Agency Concept

1. Seaboard Coast Line Railroad
Co■pany - Order Granting
A uthority to l!ake Per■anent
the l!odification of Its l!obile
Agency at Charlotte by A dding
Theret o t he Agency Station of
Gastonia and the Por■er lfon
agency Stations of t,ovell and
Ranlo, North Carolina, and to
Transfer the Ag ency Station of
Lincolnton and the Por■er
lfonagency Stati ons of Iron,

R-71, Su b 74 2-16-78

R-71, Sub 78 6-12-78

R-71, Sub 79 6-12-78

R-29, Sub 207 7-11-78

R-29, Sub 294 10-12-78

R-18, Sub 19

R-71, Sub 112
B-71, Sob 118

2-22-78

10- 11-78
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Boger C ity , and S axony f ro■ 
the Charlotte "obile Agency 
to the Shelby "obile Agency 
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2. sea boa rd Coast Line Railroad R-71, Sub ti9 2-15-78
Co■pany - Order Denying
Petition for Authority to
Include the A gency Stations of 
Leviston and Severn, !forth
Carolina, into the "obile
Agency Concept Operated out of
Conway, North C arolina , on a
Per■anent Basis,  but Gr anting
an Additional Trial Period 

3. Seaboard Coast Line Railroad R-71, Sub 49 2-17-78
co■pany - order cor recting
Error in order Dated
Feb r uary 15, 1978 

4. Seaboard coast Line Railroad R-71, Sub 57 10-24-78
Co■pany - Order Granting
Authority to " alte Per■anent
Its Wilson Mo. 2 "obile Agency
in the Wilson, Horth Carolina,
Area and to Dispose of the
Station Buildings at Sel■a
and S■ithfield, Korth Carolina

4. Seaboard Coast Line Railroad R-71, Sub 71 10-4-78
co■pany - Order Granting
Authority to "alte P er■anent
the Ha■let Jo. 2 "obile
Agency Concept in the Ra■let,
North Carolina, A rea 

5. Seaboard Coastline Railroad R-71, Sub 74 2-16-78
Co■pany - Order Gr anting
Authority to Discontinue the
Por■er tlonagency, nov "obil e
Agency, Station at Nufar■s,
Horth Carolina

6. Southern Railway Co■pany - R-29, Sub 293 7-27-78
Order Granting Petition on a
Six-"onth Trial Basis to Expand
Its "obile Agency concept in
the High Point, Horth Carolina,
Area

E. Open and Prepay Tarif fs 

1. Norfolk Southern Railway
Co■pany - Order Granting
Petition for Authority to 
Re■ove Notation in the Open
and Prepay Tariff Affecting

R-4, Sub 102 9-27-78
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Its llonaqenc y Stations at 
Acre, Terra Ceia, Wilkinson, 
Bishops Cross, and Pante go, 
llorth Carolina 

2. llorfolk Southern Railway
Co■pany - Order Granting
Petition f or Authority to
Re■ove Side Track Located at
Eaqle Rock, llorth Carolina,
and to Re■ove Eagle Rock fro■
the Open and Prepay Tariff

3. Southern Railway Co■pany -
order Granting Petition for
Authority to Re■ove Side
Track and to Re■ove Belews
Creek, North Carolina, fro■
the Open and Prepay Tariff

4. Southern Railway Co■pany -
Order Granting Petition for
Authority to R e■ove Horseshoe,
North Carolina, fro■ tbe Open
and Prepay Tariff

5. Southern Railway Co■pany -
Order Granting Petition for
Authority to R e■ove Lake
Toxawa y, llortb Carolina, fro■
the Open and Prepay Tariff

6. Southern Railway Co■pany -
Order Granting Petition for
Authoritv to Add Note 22
Beside su■■er Siding, !forth
Carolina, in the Open and
Prepay Tariff

7. Southern Railway co■pany -
Order Granting Petition to 
Re■ove Saunook, North 
Carolina, fro■ the Open and
Prepay Tariff

8. Southern Railway co■pany -
Order Granting Petition for
Auth ority to Re■ove Willets,
!forth Carolina, fro■ tbe Open 
and Prepay Tariffs

9. Southern Railway Co■pany -
Order Granting Petition for
Authority to Re■ove Rall,
llorth Carolina, fro■ the Open 
and Prepay Tariff

R-,, Sub 103 7-6-78

R-29, Sub 280 6-1,-78

R-29, Sub 282 7-5-78

R-29, Sub 283 7-5-78

R-29, Sub 285 7-5-78

R-29, Sub 289 7-6-78 

R-29, Sub 290 7-6-78 

R-29, Sub 291 7-5-78 
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10. Southern Railwa y Co■ pany -
Order Gran ting  Petition for
Authority to Re■o•e Side Track
wo. 58 at Su■■er field, worth
Carolina, and to Re■o•e This
Station fro■ the O pen and
Prepay Tariff

11. Souther n Rai l way Co■ pany -
order Granting Petition for 
luth ority to Re■o•e Tea■ 
Track at Battle Ground, worth 
Carolina, fro■ th e Open and 
Prepay Tariff 

F. Relocation of Agency Statio ns 

R-29, Sub 297 9-29-78

R-29, Sub 298 10-2-78

1. Seaboard Coast Line Railroad R-71, Sub 80 7-6-78
Co■pany - Order Grantinq
Authority to Relocate It s
Fayette•ille, lortb Carolin a,
Freight Agency St ation

2. Seaboard Coast Line Rail road R-71, sub 83 11-28-78
Co■pany - Order Granting
Authority to Reloc ate Its
Ply■outh, lorth Carolina,
Freight Agency Station

3. southern Railvay co■pany - R-29, Sub 296 10-24-78 
Order Granting Petition for
Authority to Reloca te Its
Greensboro, Borth Carolina,
Freight Agency Force fro■ the 
Downtown Station to a lew Pro-
posed Station Bui lding at
Pomona and to Re■o•e the Old
Freight Agency Building at
Greensboro and the Old Tard
Office at Po■ona, lorth Car olina

G. Re■o•al of Station Buildings

1. Seaboard Coast Line Railroad
co■panr - order Granting
Authority to Disp ose of the
For■er Freight station of the
For■er Virginia & Carolina
southern Rai lroad co■pan y at 
L u■berton, Jor th Carolina

2. Southern Rail way Co■ pany -
Order !■ending O rder App roving
Abandon■en t of Agency Station

J. Southern Rail way Co■pany -
Authority to Re■o•e lon agen cy

R-71, Sub 73 1-17-78

R-29, Sub 207 7-11-78 

R-29, Sub 278 6-13-78
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Station Building at S taley, 
Borth Carolina 

R. Reparations

1. Seaboard Coast Line Railroad
Co■pany - Order authorizing
Reparation Avard to Firestone
Tire and Rubber Co■pany to
A djust Freight Charges

I. Tariffs

R-71, Sab 76 

1. Rates-Railroad - Order Reject- R-66, Sub 88 
ing Without Prejudice Tariff
Piling o f  Proposed 101 Increase
on Line-Raul Rates and Char ges
on On■anufactured Tobacco
Applic able on Borth Carolina
Intrastate Ship■ents

2. Rates-Railroad - Further Order R-66, Sub 88
on Exceptions Piled Pursuant
to G.S. 62-90 on Filing
Proposing Increased Rates

3. Rates-Railroad - Order R-66, S ub 89
Authorizing Withdrawal of
Proposed Tariff S chedule fro■
Tunis, Borth Carolina, to 
Goldsboro and Wilson, Borth
Carolina, and Cancellation of
Rearing

4. Rates-Railroad - order Reject- R-66, Sub 91
ing Without Prejudice Tariff
Piling of Proposed Incre ased
Rates on Grain and Grain
Products Applicable on lorth
Carolina Intrastate S hip■ents

5. Rates-R ailroad - Order Beiect- B-66, Sub 93
ing Without Prejudice Tariff
Filing Proposing Various
Changes in Rates on Petroleu■
Produc ts (SFTB Freight Tariff
16-R, Suople■ent 10)

6. Rates-Railroad - Order Reject- R-66, Sub 93 
ing Without Preiudice Tariff
Filing Proposing Changes in
Transportation Rates on 
Cottonseed Rulls, Peanut 
Hulls, Peanut Chaff and Soybean 
Hulls (SFTB Freight Tariff
764-J, Supple■ent 4)

2-21-78

3-14-78

8-10-78

8-1-78

9-8-78

11-28-78

12-6-78 
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7. Rates-Railroad - order Reject- R-66, Sub 93
ing Without Prejudice Tariff
Filing Proposing Changes in
Certain 5witching Provisions
(l're ight Tariff 583-31-c,
Suppleaent 12)

8. Rates-Railroad - Order Rej ect- R-66, Sub 93
ing Without P reju dice Tariff
Filing Proposing to Increas e
Transporation Rates on crude
Earth, Brick , or Tile llaterials 
(SFTB Fre ight Tariff 763-G •

Suppleaent 32)

9. Rates-Railroad - Order Rej ect- R-66, Sub 93
ing Without Prejudice Tariff
Filing Proposing Various
Changes on Grain and Grain
Products (SFTB Freight Tariff
972-F, Supplement 6�

10. Rates-Railroad - Order Rej ect- R-66, Sub 93
ing Without Prejudice Tariff
Filing Proposing to I ncrease
Transporta tion Rates on Clay,
l(aolin, and Shale fro• B oren
Siding to Gree nsboro and
P leasant Garden, North Car-
olina (SfTB Freight Tariff
1115-B, Supplement 31) 

11. Rates-Railroad - order Reject- R-66, Sub 94
ing Without Prejudice Tariff
F iling Proposing Increased
Transportation Rates on Certain
Brick and Related Articles
(SFTB Fre ight Tariff 763-G,
suppleaent 27, Ite11 6 007)

12. Rates-Railroad - Order Allow- R-66, Sub 95
ing Tariff Effective August 20,
1978, as Filed; Allowing
Clarifying Supplements on One
Day• s lfotice; and Requiring
Production of Data

J. Tea■ Tracks, Spur Tracts, and Side Tracks

1. Durham and S outhern Railway
Coapany - Order Granting
Authority to Change the Status
of Its Station at Genlee,
North Carolina, from a Kon
age ncy Stati on to a Private

S iding Sta tinn

R-20, Sub 9

815 

12-6-78

12-6-78

12-20-78

12-20-78

9-8-78

8-16 -78 

10-31-78
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2. Norfolk 'louthern Railway
co■pany - order Granting
Petition to Re■ove 140 F eet 
of Side Track Located at
Carbonton, Jorth Carolina

3. Southern Railway Co■pany -
Order Granting Authority to
Retire and Re■ove the Side
Track No. 56-4 Located at
Hickory, North Carolina

4. Southern Railway Co■pany -
order Granting luthority to
Re■ove Side Track No. 70-4
Located at Greensboro, North
Carolina

5. Southern Railway co■pany -
Order Granting Petition to
Re■ove Side Tracks S-139-3
and s-13q-1 at Biltaore,
North Carolina

6. Southern Railway Co■pany -
Order Cancelling Rearing and
Granting A■ended Petition for 
Re■oval of Side Track and Coal
Trestle at Ashev ille, North
Carolina

7. Southern Railway Co■pany -
Order Granting Petition to
Reaove a 200-Poot Portion of
Side Track lfo. 100-8 Located
at North Wilkesboro, Worth
Carolina

8. Southern Railway Co■pany -
Order Granting Per■issi on to
Re■ove Side Track at Friend
ship, North Carolina

q_ Southern Railway Co■pany -
Order Granting Petiti on to 
Pe■ove the Side Track 
No. 154-1 1 Located at Sh elby, 
North Carolina 

10. Southern Railway Co■pany -
order Granting Petition for
Authority to Re■o ve Side Tr ack 
No. 1-34 L ocated at "ount
Airy, North Carolina

11. Southern Railway Coapany -
Order Granting luthority to 

R-4, Sub 105 7-6-78

R-29, Sub 255 2-7-78

R-29, Sub 276 1-17-78

R-29, Sub 279 6-13-78

R-2q, Sub 281 9-18-78

R-29, Sab 20, 7-5-78

R-29, Sab 286 7-6-78

R-29, Sub 288 7-6-78 

R-29, Sab 292 7-27-78 

R-29, Sub 300 12-7-78
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R etire and Re■ov� Public Tea■ 
Track at Woodleaf, North 
Carolina, and to Change the 
Status frow a Mobile Agency 
Station �o � nrtvate Siding 
station ���v�rl ryy a !lobile 
Agent 

K. Pliscellane ous

1. Seaboard Coast Li ne Railroad
co■pany - Order Granting
Authori tr to Par Plarton Oil &
Fertilizer Co■pany Sl,778.oq
f or Use of Tank cars 

VII. TELEPBOlfE

A. Rates

R-71, Sub 82 10-25-78

1. central Telephone Co■pan r - P-1 O, Sub 3 51 5-24-78
Order Relieving Central of
Filing Requirement

2. Central Telephone Co■pany - P-1 O, Sub 3 69 5-11-78
Order Approvi ng Tariffs Filed
Pursuant to Rate Order of
April 11, 1978

3. Southern Bell Telephone and P-55, sub 768 4-17-78
Telegraph Co■pany - Order
Approving Tariffs Filed
Pursuant to Ra te order of
!larch 24, 1978, vith A ■end■ents

B. Securities

1. Carolina Telephone and Tele
graph Co■panr - Order Gr anting
Authority to I ssue and Sell
30-Year Debentures

2. concord Teleph one Co■pany -
order Granting A uthority to
Declare and Issue a co■■on
stock D ividend and to Sell
Nonv oti ng co■■on Stock

3. Norf ol k Carolina Telephone
co■pany - Order Approving con
tribution of S3,000,000
Capital Surpl us fro■ Parent
Corporation

4. Sandhill Telepho ne Co■pany -
order Approvi ng Rede■pti on 
of Stoc k

P-7, Sub 627 4-13-78

P-16, Sub 134 3-22-78

P-40, Sub 148 6-1q-78

P-53, Sub 40 5-15-78
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5. Western Carolina Telephone
Co■pany - order Granting
Authority to Sell Treasury
Sha res and to Convert
Sl,500,000 into Co■■on l!quity 
capital

c .  Service Areas 

1. l!dgeco■be county Par■ Bureau -
order to Proceed with Standard
l!xtended Area service

D .  l!iscellaneous 

1. Carolina Telephone and Tele
graph Co■pany - o rder Rescind
ing Re qui re11en t that Intercon
nect ion Be on an Interi■ Ba sis

2. Carolina Telephone and Tele
graph Company - Order
Approving Reorganization

3. Lexington Telephone co■pany -
Order Resci ndi ng Reqnire■ent 
That Interconnection Be on aa 
Interi■ Basis

VI II. lflT!R AID S!Vl!R 

A. Abandon■ent of Service

1. Allen Hills Water Co■pany -
Order Authorizing A bandon■ent
of Water Utility Service in
Allen Hills Subdivision,
l!ecklenburg County, North
Carolina

2. Ty-Par Plu■bing, Inc. - Order
Authorirlng Abandon■ent of
Water OtilitJ Service in Piney
Grove Subdivision, Onion
County, Worth Carolina

B. Cancellations

1. Danbury Water Works - Order
Cancelling Pranchise to Pur
nish Water Service in the Town
of Danbury, Stokes County,
Korth Carolina

2. Hodges, Ja■es II. - Order Can
celling rranchise to Purnish
Water Otility Service in Brown

P-58, Sub 112 12-11-78

P-7, Sub 6 05 8-15-78

P-7, Sub 5 87 1-9-78

P-7, Sub 628 6-1-78

P-31, Sub 92 1-9-78

•-so, sub s 1-10-78

11-563 1-10-78

11-133, Sub 2 5-1-78

ll-la89, Sub 1 8-9-78
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OaYi s  Fara SubdiYision, Cabar
rus Countv, Nor th Carolina 
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3. !!id-Atlantic Utility Service - 11-172, Sub 13 4-20-78
Order Cancelling Franchise to
Furnish Sever Service in Park-
vood Subd i Yis ion, D urhaa
Coun ty, North Carolin a

4 .  Rosewood Water Coapany - Order W-305, Sub 3 2-21-78
Cancelling Pra nchise to l'urnish 
Water Service in Rosewood 
SubdiYision in cuaberland 
County, North Carolin a 

5. Rushinq Construction Coapany, W-396, Sub 3 1-2 4-78
Inc. - Order cancelling Fran-
chise t o  l'urni sh Water U til it y
Serv ice in Worvood Acres and
Cherokee Woods subdivision,
Union coun ty, North Carolina

6. Taylor, J. Euel - Order Can- W-351 , Sub 1 4-20-78 
celling Franchise to Furnish
Water SerYice in Little 
!!ountain Subdivision in Hay-
wood county, Korth Carolina

7. Williaas, ienn eth w. - Order W-610, Sub 1 8-9-78
Cancelling Franchise to Furnish
Water Utility Service in
llingfieli Subdivision in
Cabarrus County, North
Carolina

c. Cert ificates

1. Bellviev Water Syste■, Inc. -
Recoa■en�ed order Granting a
Certificate of Public Con
venience and Nece ssity to P ro
vide Water Utilitr Service in 
Bellviev Subdivision, Cleve
land Coun ty, North Carolina,
and for Approval of R ates

2 .  Birchwood Farms, Inc. - Reco■-
111ended Order Granting a Cer
tificate of Public Convenience 
and Necessity to Provide Wa ter 
Utility «;erYice in CTpress 
Lakes SubdiYision, cuaberlan� 
County, North Carolina, and 
for Approval of R ates 

3. car�inal W ater Coapany -
Recoaaenied Order Gran ting a

W-684 11-20-78

11-656 2-7-78

V-668 10-27-78
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Certificate of Public Con
venience and lecessity to Pro
vide Water Otility Service in 
Cardinal S ubdivision, Guilford 
County, "orth Carolina, and 
Approval of Rates 

4. Carolina Trace Corporation - W-436, Sub 1 7-25-78
Beco■■ended Order Granting a
Certificate of Public Con-
venience and. Recessity to Pro-
vide Sever Otility Service in 
Carolina Trace Subdivision,
Lee c ounty, Worth Carolina,
and for Approval of Bates 

5. cu■berland Water Co■pany - 8-169, Sab 16 10-31-78
order Granting a Certificate
of Public Convenience and
Necessity to  F urnish Water
Utility Service in lrran Lakes 
West Subdivision, c u■berland
county, worth Carolina, and
for Approval of Bates

6. Fearrington Otilities - Rec o■- W-661 5-5-78
aended Order Granti ng a W-661, Sub 1
Certificate of Public Conve-
nience and Mecessity to Provide
Water Otility Service in Chat-
ha■, Polks Landing, and Fear-
rington Subdi visions, Chatha■ 
County, worth Carolina, and
Approvinq Tran sfer and Bates

7. Heater Utilities, Inc. - Order 1-21,, Sub 21 2-8-78
Granting a Certificate of P ub-
lic Convenience and Mecessity
to F urnish Water Utility Ser-
vice in Stonehenge Subdivision
in Wake County and Canterbury
Estates Subdivision in Ourha■ 
County, "orth Carolina, and
for Approval of Rates 

8. Heritage Water Co■pany, Inc. - W-679 12-6-78 
Beco■■ended order Granting 
a Certificate of Public Con
venience and Wecessity to Pro
vide Water Uti lity Service in
Heritage Point Subdivision,
Wake County, Worth Carolina,
and for Approval of Bates

9. Honeycutt, Wayne e. - Order W- 472, Sub 1 10-11-78
Granting a Certificate of
Public Convenience an d Reces-
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sity to Furnish Water Utility 
Serv ice in Wi■bledon Acres 
Suhdivision, Gaston County, 
North Carolina, and Approval 
of Rates 

821 

10. Hydraulics, Li■ited - Order V-218, Sub 20 3-23-78
Granting Franchise and Approv-
ing Rates (Water Service,
country Vest Subdivision, 
Forsyth County, North Carolina) 

11. Lake Terrace Water syste■, V-683 11 -20-78 
Inc. - Reco■■ended Order
Granting Franchise and
Approving Rates (Water Ser-
vice, Lake Terrace Subdivi-
sion, Cleveland County, North
Carolina)

12. llaiden, Town of - Recom■ended VT-1 3-31-78
Order Granting certificate
to Constr uct a nev Wastewat er 
Treat■ent Facility and Install
Sever Lines

13. llasonboro Utilities, Inc. - W-623 7-13-78 
order Granting Franchise to
Provide Water and Sever Util-
ity service in Waterford Sub-
division, Nev Hanover county,
llorth Carolina

1q. Northeast Utility Co■pany - V -655 6-12-78
Reco ■■ended order Granting 
Franchise and Approving Rates 
(Water Service, Oakwood Sub-

division, Onslow Co1mty, !forth 
Carolina) 

1 5. lortheast Utility Co■pan y  - W-655 8-2-78
Supple■ental order Granting 
Franchise and Approving Rates 
(Water Ser vice, Oakwood Sub-

division, Onslow County, !forth 
Carolina) 

1 6. Pless, Ben R. - Reco■■ended W-553, Sub 1 10-20-78
Order Granting Franchise and 
Approving Rates (Water Service, 
Hoopers Valley !states, Render-
son County, !forth Carolina) 

17. Ratchford, Lucuis L. - Order w-•21 3-29-78 
Granting certificate of Public 
convenience and lecessity
(Water Ser vice, Pineview Sub-
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division, Gaston County, North 
Carolina) 

18. Quail B un Water System -
Beco■aenied Order Granting
Franchise and Approving Bates
(Water service, Quail Run sub
divis ion, Cle•eland County,
North Carolina)

19. Bose Ri ll Assoc iates Water 
Company - Beco1111ended Or der 
Granting Franchise and Approv
ing Bates (Water and Sever
Ser• ice, Colonial Park, Pitt
county, North Carolina)

20. Surry Water coapany, Inc. -
Order Granting Franchise and
Approving Rates (Water Ser
vice, Walnut Tree, The Rol
lovs, ana Hillcrest subd ivi
sions, Surry county, North 
Carolina,

21. Tarlton Beal Estate Corpo
ration - Recoaaended order
Granting Franchise and Appro•
ing Rates (Water Service,
Greenwood Subdi'fision, Catavba
County, North Carolina)

22. Tee Utilities, Inc. - Or der 
Granting Franchise and Approv
ing Rates (Water Ser•ice,
Crossw inds Subdivision, Wake
County, !forth Carolina)

23. IIPP:S Otili ties, Inc. - B ecoa
aended Order Granting Fran
chise an� Approving Rates
(Sever Service, West Pine
"noll Shores S ubdivision,
Carteret County, North
Carolinal

24. Waterco, Inc. - order Grant
ing Franchise and Approving
Bates (Water Service, Prov
idence Ridge and Country
Hills Subdivisions, "eck
lenburg County, and Water and
Sever Service in Wood Hollow
Subdivision in Necklenburg
County, North Carolina)

V-662 11-9-78

W-677 11-3-78

v-314, sub 18 9-27-78

V -657 2-10-78

V-673 8-29-78

V-659 4-10-78

11-80, Sub 24 12-5-78
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o. Co■plaints

1. H & -' Water Service, Inc. -
C o■plaint of David R .  O'Brien,
et al. - Reco■■ended Order
-'ppr oving Rates

E. l'lergers

1. Ca pe Fear Util ities, Inc ••
Sani tary Utilities , Inc., and
Es sential Utilities, Inc. -
Order Granting Co ns olidation
or l!erger

I". Rates 

1. -'llen Hil ls Water Co■pany -
Reco■mended Order Granting
Rate Increase

2. C & l'l Collection Agency, Inc.
- Recom■ended O rder Setting
Rates and Requiring Improve
■ents

3. Cape l'ear Utilities, Inc.,
Sanitary Utilities, Inc., and
S & B Utilities, Inc. - Reco■-
■ended Or der A uthorizing Rate
Increase, Scheduling Hearing,
and Regniring Public Notice

4. Carolina Water Service, Inc . -
Reco■mended order Granting
Incr eas e in Rates 

5. Cliffdale Water Co■pany,
Gaddis Autry, Trustee, d/b/a -
Recom■ended order Granting
Ra t.e Increase

6. Coastal P lains Utilities
Company - Recommended Order
Granting I ncrease in Rates

7. Cu■berland Water company -
Reco■mended Order Denying Rate
Increase and Setting Further
Hear ing

8. Duke J>ove r Co■ pan y - Or der
Grant ing Petition for Author
ity to Increase Rates and
Closing Docket

11-510, Sub 3 4-10-78

11-279 , Sob 6 6-28-78

11 -50 , Sub 4 3-14-78

W-38 8, Sub 1 1 0-20-78

W-279, Sub 5 3-1-78
W-284, Sub 3

W -354 , S ub 3 11-2-78

W-203, Sub 6 12-6-78

W-215, Sub 5 10-5-78

11-169, Sub 14 3-3-78

11-94, Sub 6 5-9-78
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9. Ga■ble, John R., Jr. - Reco■-
■ended Order Granting Rate
Increase

8-286, Sub 1 6-27-78

10. Goose Creek Otility co■pany -
Order &■ending Rate Schedule 

8-369, Sub 2 6-7-78

11. Heater Utilities, Inc. - Order 
Approving Rate Schedule

W-274, Sub 22 12-29-78

12. Bensley Enterprises, Inc. -
Reco■■ended Order Granting 
Partial Increase in Rates and 
Ordering I■prove■ents 

W-89, Sub 15

13. Rer■an, Grover R., and Wife, W-236, Sub 2
Rachels. Rer■an - Reco■■ended 
Order Increasing Rates

14. Jackson-Ra■let Water Co■pany - W-575, Sub 1 
Recommended Order Setting Rates

15. Jones, Vernon - Order 8-620
Establishing Rates 

16. �illian Water Syste■, W-298, Sub 2
"rs. Grace B. �illian, d/b/a
- Reco■■ended Order Increasing
Rates

17. Lea Water Company, Inc. - W-377 , Sub 1
Reco■■en1ed Order Granting
Rate Increase

18. Lincoln Water Wor ks, Inc. - W-335, Sub 1
Reco■■enied Order Granting
Increase in Rates

19. Looper, C.R. - Recn■■ended 8-501 , S ub 1
Order Granting Increase in 
Rates

20. " & S Corporat ion - Reco■-
■ended order Granting Rate
Increase

21. Norwood Beach Water Syste■,
Bobby E. "oss, d/b/a - Errata
Order to Order Dated Dece■ber 
29, 1977, Granting Authorit y
to Increase Rates for Water
Serv ice in Norwood Beach,
Stanly county, Korth Carolina 

22. P & B Water Co■pany, Inc. -
Reco■■ended Order Granting
Part ial Increase in Rates

W-625,  Sub 1

W-498, Sub 1

8-257 , Sub 1

9-25-78

7-12-78

9-12-78

4-13-78

9-6-78

8-2-78

2-2-78

3-14-78

1-24-78

1-26-78
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23. Pate, z.v., Inc . - Pecoamended 
order ApproYing Rate Increase 

24. West on, II. A. - Reco11aended 
Order Increasing Rates

25. Westwood Utility Co■pany -
Reco1111ended Order Granting
Increase in Rates

G. Sales and Transfers

1. Buffalo Meadows Utilit y
Co■pany - Order Approving
Transfer f ro■ or. Ja■es F.
Lyons to Ja■es I'. Lyons , Jr.

2. Carolina Water Service, Inc. -
Final Order Granting ,uthority 
for Sale a nd Transfer of the
Water Utility S yste■ Serving
the Tow n of Whispering Pines,
Moore County, f ro■ Whispering
Pines, Inc.

3. Colony Water Company - Order
Ca ncelling Franchise and
ApproYing Transfer of Water
system in Colington Harbour 
SubdiYision to  the Town of 
1'-ill Devil Hills

4 .  Count ry Estates Utility 
Co■pany - Reco■■ended Order 
Granting Franchise and ApproY
ing Transfer of t he Sever 
Syste■ Serving Steeplechase 
Subdivision in ,.ecklenburg and 
Cabarrus Counties, North Caro
lina, f ro■ Ca■eron Brown 
Co■pany 

5. Count ry Estates Utility
co■pany - Supplemental order
to order of May 10, 1978 

6. Floral DriYe Water A ssociation
- order ApproYing Transfer
fro■ Boyce Jones of Water Sys
te■ SerYing Edge brook s ubdi Yi
sion in Cald well County, North
Carolina

7. Borvood Beach Water Syste■,
Bobby E.  "oss, d/b/a - Order
Approving Tran sfer to Norwood

11-67, Sub 3

11-285, Sub 2

W-222 • S ub 2

11-312, Sub 3

W-354 , Sub 4

11-230, Sub 2

W-660 

11-660, 

11-672

11-498, Sub 2

825 

6-29-7 8

11-9-78

2-6-78

6-27-78

12-22-78

9-12-78

5-10-78

B-29-78

8-30-78

12-12- 78
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Beach Water Company No. 2, 
Inc., and Cancelling t>ranchise 

8. Proctor Water Works, James
c. Proctor, d/b/a - Reco11-
mended order Granting Transfer 
of Franchise for Water Service
Serving Re ster Drive Park Sub
division, Gaston County, North
Carolina, fro■ Hester Water
Works, George w. Hester,
d/b/a, and Approving Rat es 

9. Riverbend Estates Water Sys
te■• Sportsland, Inc •• d/b/a -
Recoamenied Order Approving
Transfer of Water Systea Serv
ing Riverbend Estates Subdi
vision in �aeon C ounty, North
Carolina, Granting Temporary
Authority, and Approving Rates 

10. River Bend Plantation, Inc. -
Reco■■enied Order Granting
Authority to Sell and Transfer 
fro■ East Federal Savings &
Loan Asrociation the Water
syste■ and to Obtain a Sever
Franchise for River Bend Sub
di vision, Craven county, North
Carolina, and f or Approval of
Nev Rates

11. Riviera U tilit ies of Korth
Carolina, Inc. - Recoaaended
Order Granting Transfer of
Franchise of Water Utility
Serv ice in Lake Royale Subdi
vision, Franklin County, North
Carolina, fro■ Co■aercial and
Industrial Bank of �e■phis,
Tennessee, and Approval of
Rates

12. Ruff Water Coapany - Recoa
■ended Order Granting Transfer
of Franchise f or Wa ter Systea
in Southgate No. 1 Subdivi
sion, Gaston county, North
Carolina, fro■ Burkett Water
Service, Harold L. Burkett,
t/a, and Appro val of Rates

13. Westvood Utility Co■p an y -
Order Approving Sale and
Transfer of Water and Sever 
Systea in Forest Pavtuckett

11-663

11-390, Sub 2

W-1139 , Sub 1

W-665

11-435, Sub 2

w-222, Sub 3

6-1-78

9-15-78

8-14-78

6-23-78

11-10-78

7-10-78
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Subdivision, ftecklenburg 
County, 1'orth Carolina, and 
cancelling Franchise 

H. Stock Transfer

1. Wells Invest■ent Corporation -
Order Approvi ng Transfer of
Stock to Henson P. Barnes

I. Tariffs

1. Cape Pear Utilities, Inc.,
et a 1. - Order Approving
Tariff and Closing Docket

J. Te■porary Authority

1. Cherokee Bills Holding Corpo
ration - Reco■■ended Order
Granting Te■porary Operating
Authority and Approving Rates 
(ftulkey Housing Project,

Cherokee county, Korth Caro
lina)

2. Hendrix-Barnhill Co.• Inc. -
Reco■■ended Order Granting
Te■poraq Operating Authority
and Approving R ates (Pleasant
Ridge Subdivision, Pitt
County, Borth Carolina)

3. Isenhour, W.C. - Reco■■ended
order Granting Te■porary Oper
ating Authority and Approving
Rates (Golden Hills Subdivi
sion, Cabarrus county, l'lorth 

Carolina)

4. Lake Sheila Ho■eovners
Association - Order Granting
Te■porary Operating Authority
and Requiring Notice (Lake

Sheila Develop■ent, Henderson
county, Korth carol in a)

5. ftar ftann Li■ite� - Reco■■enaed
order Granting Te■pory operat
ing Authority and Approving
Rates (ftar ftann Terrace Sub
division, craven County, Korth
Carolina)

6. Wachovia Bank and Trust
co■pany, N.A., Trustee -
Reco■■enied Order Granting

w-321, Sub 3

11-279, Sob 7

W-643

W-658

11-664

W-546, Sub 1

W-669

11-648

827 

9-7-78

9-7-78

5-24-78 

3-21-78

10-9-78

5-3-78

12-21-78

3-3-78



82A SUBJECT INDEX FOR ORDERS NOT PRINTFD 

Te■poracy Operating Authority 
and setting Rat es (Shuford 
Develop■ent, Catawba County, 
Nort'!l Carolina) 

It. l!isc ellane ous 

1. Alamance Village Qtil ities W-671
Corporatio n - Rec o■■ended
Order Declaring Puhlic Utility
Status and setting Interi■
Rat es !'enii ing Application for
and Issuance of Certificate
of Public conve nienc e and
Necessitv

2. Ayco ck. �ena, Water Company - W-A, Sub 11
Order Authorizing Pestrictions
on Water Usilge

3. Bailey Utilities, Inc. - Reco■- W-365, Suh 4
■ended Order Closing Docket

4. l!onsanto �orth Caro lina, Incor- W-666
porated, and The Carodel Corpo-
ration - Declaratory Order 

9-12-78

6-28-78

12-11-78

6-1-78
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