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GENERAL ORDERS - GENERAL

DOCKET NO. M-100, SUB 90
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of
Rulemaking Proceeding Concerning the Appropriate Cost-Study )
Group(s) for the Southern Motor Carriers Rate Conference, ) ORDER
Inc., North Carolina Motor Carriers Association, Ine., and ) ADOPTING
Motor Carriers Traffie Association, Ine., and the Proper ) RULE R1-17(j)
Utilization of the Continuing Traffic Study )

BY THE COMMISSION: The Commission issued "Notice of Proposed Rule
R1-17(j); Order Allowing Comments" on November 23, 1982. The Southern Motor
Carriers Rate Conference filed "Additional Comments on Proposed Rule" on
January 5, 1983. On February 11, 1983, the Public Staff filed a request that
Super Motor Lines be substituted by South Atlantic Bonded Warehouse Company,
as a Motor Carrier Traffic Association (MCTA) cost-study carrier, due to
Super’s withdrawal from the MCTA. Based on the entire record in this
matter, the Commission concludes that the Proposed Rule R1-17(j) should be
approved, with the exception that Super should be replaced by South Atlantic
in the MCTA cost-study group.

IT IS, THEREFORE, ORDER as follows:

1. That Rule R1-17(j), attached hereto as Appendix A, be, and hereby is,
effective upon the date of this Order.

ISSUED BY ORDER OF THE COMMISSION.
This the 14th day of September 1983.
NORTH CAROLINA UTILITIES COMMISSION
(SEAL) Sandra J. Webster, Chief Clerk

Appendix A
RULE R1-17(j):
Additional Procedures for Filings Under G.S. 62-146(g)

(3) Additional Procedures for Collective General Commodities Rate
Filings . -

In any general rate case involving one or more groups of common
carriers of general commodities acting pursuant to agreement(s)
approved under G.S. 62-152.1, the Commission, upon petition of the
parties, will conduct public hearings to the extent possible upon a
consolidated record for the purpose of rendering appropriate findings
of fact and coneclusions of law, subject to the following conditions:

1. Each respective group of cost-study carriers shall submit
individual ecarrier data and a consolidated comparison of
revenues-to-costs based upon the operating and financial results of
designated cost-study carriers for the most current 12-month period
for which data is available as of the time of the filing of the
request for rate relief. The applicants shall not be precluded from
updating the prefiled evidence to reflect current operating
conditions.



GENERAL ORDERS - GENERAL

2. The designated cost-satudy carriers shall be as follows:

A. Southern Motor Carriers Rate Conference cost-study
carriers:

(1) Blue Ridge Trueking Company, Inc.
{2) Bruce Johnson Trucking Co., Inc.
(3) Dixie Trucking Co., Inc.

(4) Estes Express Lines

(5) Fredrickson Motor Express Corp.
(6) Standard Trucking Company

B. WNorth Carolina Motor Carriers Asscciation cost-study
carriers:

(1) Ccarpenter Trucking Co., Inc.
(2) A V Dedmon

(3) Ed Mac Trucking Company, Inc.
(4) Sherman & Boddie, Inc.

(5) Wicker Service, Inc.

C. Motor Carriers Traffic Assceciation cost-study carriers:

(1) DeHart Motor Lines, Inc.
(2) shippers Freight Lines, Inc.
(3) South Atlantic Bonded Warsliouse Company
(4) Western Carolina Express, Inc.
{5) Terminal Trucking Co. .
3. In a consolidated rate case, the Commission shall fix and
approve the operating ratio of the carriers, as required by
G.3. 62-146(g), based upon the composite operating results of all the
designated cost-study carriers which participate in the tariffs under
investigation. For the purpese of presenting consolidated operating
results, study carriers which do not possess a practical means of
separating revenues and expenses among the various weight groups for
which rate adjustments are proposed may allocate sald revenues and
expenses 3¢ as to reflect the identical relationship of revenues znd
expenses in each weight group as demonstrated for the remaining study
carriers participating in the tariffs under investigation.

4, vUpon petition of any person demonstrating a substantial change
in the operations of any designated cost-study carrier, the
Commission, after affording the parties notice and opportunity for
comment, may reopen this proceeding to consider any proposed
modifications in the study-carrier Frame(s).

5. The preparation and introduction of e¢vidence in conformity
with the requirements of this Rule establishes the presumption that
the cperating statisties and financial data of the cost-study carriers
are representative of operating conditions experienced on North
Carolina intrastate general commodities traffic. WNothing contained in
this subsection shall limit the right of an applicant or applicants to
introduce additional testimony and exhibits in support of the
statutory burden of proving the adjustment to be just and reasonable.



GENERAL ORDERS - ELECTRICITY

DOCKET NO. E-100, SUB 41
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of

Determination of Rates for Purchase and Sale of ) RECOMMENDED ORDER

Electricity Between Electric Utilities and Qualifying ) RELATING TO CAROLINA

Cogenerators or Small Power Producers ) POWER & LIGHT COMPANY

HEARD IN: The Commission Hearing Room, Dobbs Building, 430 North Salisbury
Street, Raleigh, North Carolina, on December 14-17, 1982

BEFORE: Robert Gruber, Hearing Examiner

APPEARANCES:

For the Respondents:

John Bode, Bode, Bode & Call, Attorneys at Law, P.0. Box 391,
Raleigh, North Carolina 27602
For: Carolina Power & Light Company

Robert W. Kaylor, Associate General Counsel, Carolina Power &
Light Company, P.0. Box 1551, Raleigh, North Carolina 27602
For: Carolina Power & Light Company

Steve C. Griffith, Jr., Senior Vice President and General
Counsel, and W. Edward Poe, Jr., Assistant General Counsel, Duke
Power Company, P.0. Box 33189, Charlotte, North Carolina 28242
For: Duke Power Company

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

Douglas M. Palais, Hunton & Williams, P.0. Box 1535, Richmond,
Virginia 23212
For: Virginia Electric and Power Company

For the Intervenors:

William R. White and Tony C. Dalton, White and Dalton, Attorneys
at Law, P.0. Box 1589, Brevard, North Carolina 28712
For: Carrasan Power Company and California Hydro-Systems, Inc.

Wells Eddleman, 718-A Iredell Street, Durham, North Carolina
27705
For: Himself

Robert H. Bennink, Jr., Assistant Attorney General, North
Carolina Department of Justice, P.0. Box 629, Raleigh, North
Carolina 27511

For: The Using and Consuming Public



GENERAL ORDERS - ELECTRICITY

G. Clark Crampton, Staff Attorney, Legal Division, Public Staff
- North Carolina Utilities Commission, P.O. Box 991, Raleigh,
North Carolina 27602 ¥
For: The Using and Consuming Public

ROBERT P. GRUBER, EXAMINER: The proceedings to which this Order relates
were had for the purpose of determining the rates, terms, and conditions upon
which Duke and the other regulated electric utility parties will be required
to purchase electricity from certain "qualifying" generating facilities in the
manner required and .contemplated by Section 210 of the Public Utilities
Regulatory Policieés Aect (PURPA). i

The instant proceedings are only the second such proceedings held by this
Commission since Section 210 of PURPA was enacted by the Congress. The first
such proceedings consisted of hearings which were held in the fall and winter
of 1980. Various Orders resulted therefrom (and from collaterally related
hearings held with respect to wheeling). Those earlier Orders were 1ssued
during 1981, and are recapped hereinafter. ’

Section 210(a) of PURPA required the Federal Energy Regulatory Commission
(FERC), after hearing and consultation with representatives of federal and
state agencies, to prescribe and revise pericdieally rules which require
electric utilities to sell (on a nondiscriminatory basis) electric energy to,
and, more significantly, to purchase electric energy from, certain generating
facilitiea which meet certain "qualifying" criteria. Such generating
facilities fall into two broad categories. The first type of utilities
required to purchase electricity under the federal law are those defined as
"qualifying cogeneration" facilities. Cogeneration facilities are generally
those which simultaneously produce two forms of wuseful energy, such as
electric power and steam. An example would be a furniture manufacturing plant
which not only uses process steam In its manufacturing activities, but also
uses the same steam in order to generate electriecity. The dual use of such
energy has the obvious potential of producing substantial and significant
savings in the cost of producing electricity, and also the potential for
reducing the cost of electricity to ratepayers if such savings can be passed
on to the ratepayers. -

The second general type of generating faellity from which Duke and other
regulated electric utilities are required to purchase the electricity
generated by it are "qualifying small power production™ facilities. Such, ¥
definition in the pertinent statutes and FERC regulations, include electric
generating facilities which use waste, biomass, or "renewable resources" for
energy. Such *"renewable resourcea" are specifically defined te include wind,
solar, and water energy. Such energy sources also have the obvious potential
of reaulting in significantly cheaper electricity. For example, the sun’s
rays or flowing water have no coat, as contrasted with the generally
increasing costs of fossil fuels or nuclear fuel typically used by regulated
utilities in their generating plants.

Such generating facilities are qualifying facilities under Section 201 of
PURPA if théy meet the requirements of Subchapter K, Part 292, Subpart B of
Chapter I, Title 18, Code of Federal Regulations. Reference to such
regulations points up that the qualifying criteria and the procedures to
obtain "qualifying" status for a given generating facility are relatively
simple, clear cut, and easy to apply. That aspect of this matter is not here
in issue. It is merely mentioned in passing as helpful background.
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As permitted by the applicable provisions of federal law (PURPA), the
Federal Energy Regulatory Commission in its wisdom, by regulation, has
delegated to state regulatory authorities, such as this Commission, the power
and duty to implement, regulate, and oversee the implementation of Section 210
of PURPA relating to purchases and sales of electricity between and among
"qualifying" electric generating facilities within the jurisdiction of such
state regulatory authorities, on the one hand, and the electric utilities
regulated by each such state regulatory authority, on the other hand. That
delegation took place soon after the enactment of PURPA by the Congress.

Specifically, the Federal Energy Regulatory Commission (FERC), pursuant to
Title II of the Public Utility Regulatory Policies Act of 1978 (PURPA), was
empowered to promulgate rules and regulations to implement the act provisions,
ineluding Section 210. The FERC promulgated such rules and regulations in the
form of the provisions of Subchapter K, Part 292, Subparts A, C, D, and F of
Chapter I, Title 18, Code of Federal Regulations. Those regulations were
amended on February 19, 1980, effective on March 20, 1980. Those regulations,
as thus amended, require each regulated electric utility to collect and make
available to its state regulatory authority on a biannual basis data from
which each regulated utility’s avoided costs may be derived. Such avoided
costs are to be essentially the basis for such state regulatory authority to
establish the rates to be paid to qualifying facilities by such regulated
electric utilities. The FERC regulations also require generally, inter
alia, each regulated electric utility to purchase electric energy from
qualifying facilities; to sell electric energy on a nondiscriminatory basis to
qualifying facilities (i.e., on the same basis such would be sold to any other
customer which was not a generator of electricity); to interconnect with
qualifying facilities; and to supply supplementary, back-up, maintenance, and
interruptible power to qualifying facilities on a nondiscriminatory standard
basis.

It should be further noted that this Commission has a separate duty under
state law which parallels in some respects its duty to set rates for certain
types of purchase transactions which are also covered by PURPA. The North
Carolina General Assembly enacted in 1979 what has now been codified as North
Carolina G.S. 62-156. Also certain definitions used in that section were
enacted and are now codified as North Carolina G.S. 62-3(27a). That
legislation provides a separate state law basis, as is specifically permitted
by the FERC regulations promulgated with respect to PURPA Section 210, for
this Commission to regulate and biannually review and revise the rates, and
terms and conditions upon which the regulated electric utilities purchase
electricity from certain types of nonpublic utility generating facilities.
Essentially, such generating facilities are hydroelectric generating
facilities having a generating capacity of under 80 megawatts. The Commission
is to "encourage" the development of such.

With the foregoing overview, it is now appropriate to briefly examine and
recap the proceedings which have been heretofore had before this Commission
which relate to its powers and duties under the FERC delegation of powers and
duties to it, and under the delegation by the North Carolina General Assembly
pursuant to G.S. 62-156, in regulating the types of transactions here
involved.
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This Commission’s first action with respect to implementing Section 210 of
PURPA was its Order dated June 3, 1980. The Commission there scheduled a two-
phase public hearing. The Phase I hearing was held on July 22, 1980, for the
purpose of defining issues and prodedures involved in this Commission’s first
attempt to deal with its duties in regulating the types of transactions
involved. By Order datéd September 19, 1980, the Commission directed the
electric utilities to file direct testimony on or before December 15, 1980.
The Phase IT Public Hearing was held on Januvary 6, 7, 8, and 26, 1981, for the
purpose of resolving the issues identified in the Phase I hearings. The
nature and extent of those Phase I and II hearings are set out In this
Commission Order issued September 21, 1981, at pp. 5-9, incorporated herein by
reference.

After the conclusion of those Phase II hearings, on March 10, 1981, the
Hearing Examiner issuved a Recommended Order setting standard rates and terms
and conditions for the purchase and sale of electricity between utilities and
qualifying cogenerators and small power producers. Exceptions to that
Recommended Order were filed by Duke and Vepco. At the request of those two
utilities, the Commissicn granted reconsideration, and oral argument was held
in June 1981. This procedural history and the positions of Duke and Vepco at
that time are set out in detall at pages 12-16 of this Commission Order issued
September 21, 1981, in this docket, also incorporated herein by reference.

4 second Recommended Order was 1ssued on September 21, 1981, which
superseded the earlier March 10, 1981, Recommended Order. No exceptions were
filed with respect to that second Recommended Order, and it became final in
October 1981. No appeals were taken or perfected with respect to it. That
Order, inter alia, specified the avoided cost rates to be paid to qualifying
facilities and approved for each regulated utility proposed terms and
conditions of service to, and purchases from, such facilities.

Some mention should be made at this point of ihe collateral matter of
wheeling. On November 17, 1981, a hearing was held to consider the cost and
necessity of requiring utilities to providée wheeling services for qualifylng
facilities. The Hearing Examiner issued a Recommended Qrder relating to the
wheeling matters which were there at issue on January 11, 1982. That Order,
thru oversight, did not become final until December 2, 1982, its finalization
having been postponed at the request of one or more of the involved utilities.

The hearings here involved ultimately arise out of this Commission Order of
August 27, 1982, wherein the Commission ordered a public hearing to establish
avolded cost rates and other related matters as required by the FERC
regulations earlier cited. The Commission’s August 27, 1982, Order generally
required the regulated electric utilities in this proceeding to file with the
Commission: (1) a get of its proposed "atandard" avoided cost rates for
purchases from qualifying facilities and to do so in a format similar to that
which had been utilized by the Commission in the Appendieces to the Commission
Order of September 21, 1981, referred to earlier in this Order; (2} a
deseription and information regarding the methodolegy and data used to
caleulate its proposed "standard" avoided cost ratés; and (3) any proposed
changes to the currently approved standard form contracts between qualifying
faecilities and the utility.

By Order dated October 19, 1982, the Commission rescheduled the public
hearing in this proceeding for December 14, 1982.
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At various times prior to the December 1982 proceedings here involved,
various parties became intervenors. Those intervenors, fully recognized by
the Commission to be such, are; the Publie Staff, the Attorney General of
North Carolina, Carrasan Power Company and California Hydro Systems, Ine., and
Wells Eddleman. By ruling of the Examiner from the Bench, Mr. Eddleman’s
intervention was limited to the Duke Power case.

The hearing in the instant matter was held in the Commission Hearing Room
in the Dobba Building, Raleigh, North Carolina, on December 1%, 15, ‘16, and
17, 1982. The follewing public witnesses appeared and testified: Tom Dorais,
Steven Berkowitz, Representative John Jordan, Charles Mierek, Jane Sharp,
Daniel F. Reed, and Bill Hohlman. Nantahala presented the testimony of its
officer, Ed Tucker. {arolina Power & Light Company presented the testimony of
its employees Dr. James N. Kimball, David R. Hostetler, and Robert W.
Carney.

Duke Power Company presented the direct testimony of its employees John N.
Freund and Joe Price. Duke presented also the rebuttal testimony of its Viece
President Donald H. Denton, Jr.

Carrasan presented initial and additional direct testimony of its expert
witness William Marcus.

The Public Staff - North Carolina Utilities Commission presented the direct
testimony of its expert witness Dr. Robert Weiss.

Wells Eddleman testified on behalf of himself, but consideration of his
testimony was llmited to the Duke Power case.

Separate Orders are today being issued for Duke, CP&L, Vepco, and Nantahala
since the issues and the findings and conclusions vary between the companies.

Based upon the evidence adduced at the subject December 1982 hearings and
the entire record in this matter, the Examiner now makes the following

FINDINGS OF FACT

1. CP&L has encouraged cogeneration and small hydroelectric generation in
its service territory by offering variable and fixed rates determined on an
avoided-cost basis, by sending representatives to various small hydro
conferences, by having the goal of attaining an additional 240 megawatts of
cogeneration and small power producer capacity by the vyear 1995, and by
cooperating and negotiating in good faith with potential customers.

2. CP&L’s prefiled testimony and exhibits (dated MNovember 8, 1982),
including proposed cogeneration and small power production schedule csep-6, are
in compliance with Ordering Paragraph 3 of this Commission’s August 27, 1982
Order. The proposed rate meets the requirements of North Carolina G.S. 62-156
and satiafies the rules promulgated under Federal Energy Regulatory Commission
(FERC) Order Ho. 69 which implements the Public Utility Regulatory Policies
Act (PURPA), Section 210.

3. GP&L°s existing Contract Terms and Conditions are unreascnable in
certain respects and should be modified as herelnafter ordered.



GENERAL ORDERS - ELECTRICITY

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 1

Evidence gupporting this finding is found in the testimony of public
witness Tom Dorias and John Jordan and CP&L witness Wayne King. Witness
Dorias stated that CP&L had supported varicus hydroelectric workshops by
sending Company representatives to make presentations and to answer questions.
Public witness Jordan commended CP&L for its cogeneration rate. Witness King
testified that it was CP&L’s policy to encourage customer-owned generation and
that various types of incentives were offered through the proposed rate
schedule CSP-6. This proposed schedule provides for both variable and fixed
eredits and various combinations thereof and is based on full avoided cost.
Witness King further stated that the Company had made contracts with
approximately 22 cogenerators and small power producers and that it was the
Company’s goal to have an additional 240 megawats of customer-owned generation
on line by 1995. Two hydroelectric customers are served under avoided-cost
rates, one on a special contract, and one on the existing standard rate.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 2

Ordering Paragraph 3 of the Commission’s August 27, 1982 Order ordered CP&L
to file information, as outlined in Appendix A. Appendix A required in part:

These rates shall be designed in complete conformity with the
guidelines, practices, and procedures utilized by the Commission in
conjunction with development of the rates which were heretofore
approved for CP&L, Duke, and Vepco pursuant to the Order entered in
this docket on September 21, 1981,

Said proposed standard rates shall be presented in a format
Ydentical to that utilized by the Commission in the Appendices to
the Order entered herein on September- 21, 1981.

RKing Exhibit No. 8 presents the above required information which was
calculated in accordance with the required procedures. Witness Xing also
presented several wording changes for schedule CSP-6 which were devised to
clarify various aspects of administering the variable and fixed provisions of
the rate.

The Commission takes judieial notice of FERC Order No. 69 and North
Carolina G.S. 62-156. The Commission understands that full avoided cost rates
satisfy the requirements of Order 69 as stated by Section 292.304 and by
G.S. 62-156. It is alao noted that G.S. 62-156 prohibits payments in excess
of avoided cost. CP&L’s supporting testimony and exhibits indieate that the
proposed CSP-6 schedule is based on full avoided cost and therefore, by
definition, satisfies the requirements under the above-cited regulations and
law.

Capacity Credits

In ealculating its proposed avoided capacity costs, CP&L used a combustion
turbine for five-year and 10-year contract periods, and it used a’ base load
unit for 15.year contract periods. This was the same method previously
approved by the Commission in the previous proceeding in this docket.
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CP&L witness King testified that although the 15-year capacity credit
proposed by CP&4&L was based on a base load unit, CP&L preferred that the
capacity credit be based on the cost of a combustion turbine. Duke witness
Freund also preferred using the combustion turbine.

The Examiner recognizes that there are many methods, each having certain
merits, of calculating capacity credits. It would seem that the procedure for
calculating avoided capacity costs should be consistent whether such costs
are being calculating for a five-year period, a 10-year period, or a 15-year
period. The various parties to this proceeding calculated avoided capacity
costs for five- and 10-year periods based on a peaking unit, and there was
little controversy regarding the cost of constructing a peaking plant. Yet
where the various parties calculated avoided capacity costs for a 15-year
period based on a base load unit, there was a great deal of controversy
regarding (1) the cost of constructing a base load plant, (2) regarding
whether or not such plant should be a nuclear plant, and (3) regarding the
amount of fuel savings applicable to the plant.

Caleculation of avoided capacity credits for 15-year periods based on
peaking units would be consistent with similar calculations for 5- and 10-year
periods, and it would provide a more conservative approach until such time as
other eritical questions discussed herein are resolved in future proceedings.

Nevertheless, the procedures and rates proposed for CP&L by witness King
were essentially uncontested in this proceeding, and therefore, the record
does not provide the Commission with an adequate basis in this proceeding of
using a combustion turbine for calculating rates for a 15-year contract period
for CP&L. Accordingly, the Examiner will approve the rates proposed herein by
CP&L, with the admonition that the matter of using combustion turbines for
calculating 15-year capacity credits should be discussed in detail in the next
proceeding in this docket.

Variable 0&M

In calculating energy credits, CP&L includes some variable 0&M expenses in
addition to the variable 0&M expenses already in its PROMOD simulation. Such
additional O&M alone is approximately 0.265¢ per kWwh (in 1983 dollars) while
Duke only includes 0.08l4¢ per kWh total variable O&4 (in 1983 dollars).

Therefore, CP&L includes at least three times as much variable 0&M per
kWh as Duke does in its calculation of energy credits. The Commission is not
persuaded that the variable 0&M expenses of CP&L are three times as great as
Duke’s. There may be a discrepancy between CP&L and Duke as to which expenses
should be classified as variable 0&M expenses for purposes of calculating the
energy credits. The record in this proceeding offers little to no help in
this regard.

In order to resolve this problem in future proceedings, CP&L whould furnish
for the record:

(a) The line items (by account number) which are included in the variable
0&M expenses utilized for calculating energy credits;

(b) The line items (by account number) which are included in the fixed O&M
expenses utilized for calculating capacity credits;
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{c) Descriptions of each line item utilized for calculating energy and
capacity credits;

(d) The dollar amount of each line item;

ke) The kWh utilized for calculating the variable 0&M expenses per kiWh; and

(f) The kW utilized for calculating the Pixed Q&M expenses per kWh.
EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 3

CP&L witness King testified that CP&L°s Terms and Conditions for the
Purchase of Electric Power has proven to be reasonable and appropriate in
light of the Company’s experience in having made approximately 22 contacts
with potential small power producers. Witness King emphasized, and the
Examiner generally concurs, that a considerable amount of flexibility is
necessary to encourage each potential project because of the often
unique: characteristics assoclated with individual generating sites and
facilities.

In comments filed on March 2, 1983, the Public Staff proposed that CPiL‘s
standard form agreements be revised and modified. The Public Staf contends
that the agreements are illegal and illusory, and will tend to discourage
cogenerators from entering into contracts with CP&L and will inhibit their
ability to obtain financing. On March 15, 1983, CP&L filed comments in which
it specifically addressed each of the Public Staff’s comments. Having
reviewed and considered these comments, the Examiner makes the following
conclusions relating to the standard form agreements and terms and
conditiona:

THE APPLICATION

i. The title of the application should be changed from vApplication For
Purchase of Electric Power" to "Application For Standard Contract By a
Qualifying Cogenerator or Small Power Producer.t This title will better
identify the document.

2, The Examiner declines toc adopt the Public Staff s recommended note to
be shown in bold type under the title which states that CP&L is required to
offer the standard form contract to all qualifying cogenerators or such
power production facilities. Such a note leaves a strong negative conotation
that CPEL is not willingly entering into standard contracts or otherwise
encouraging cogeneration. The Examiner has found CP&L 1is actively and
vigorously encouraging cogeneration.

3. The Examiner agrees with the Public Staff that some revision of
paragraph U4 is needed for clarification. It should be revised to read as
follows:

"y, Upon the acceptance hereof by the Company, evidenced by the
signature of its authorized representative in the block provided below,
this document together with attachments shall become an agreement for
Seller to deliver and sell to Company and for Company to service and
purchagse from Seller the electricity generated and declared by Seller
from its above described qualifying generating facility at the rates,
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in the quantitles, for the terh, and upon the terms and conditions set
forth herein.m

4. The Public Staff recommends that paragraph 8 be deleted., Paragraph 8
reads as follows:

"8, This Agreement and the attached applicable Schedule, Riders, and
Terms and Conditions are subject to changes or substitutions, either in
whole or in part, made from time to time by a legally effective filing
of the Company with, or by order of, the regulatory authority having
Jurisdiection, and each party to this Agreement reserves the right to
seek changes or substitutions, in accordance with law, from such
regulatory authority. Unless specifled otherwlsze, any such changes or
substitutions shall become effective immediately and shall nullify all
prior provisions in conflict therewith.n

The Public Staff’s reason for the proposed change reads as follows:

"Reason for Change: This paragraph, as presently written, renders
the entire contractual arrangement illusory. The thrust of it is to
provide that any aspect of the contractual arrangements are subject %o
being changed. That simply means that there is no stability or
certainty at all in the arrangements. Thus, such matters as the rates,
term, and even the obligation by CP&L to purchase the output of the QF
are neither established or certain by virtue of this paragraph 8.
Thoae crucial matters are, of course, the ones which lenders and
investors will reasonably and logically insist be certain and
established. What lender on the strength of such a contract would even
consider lending money? What investor would even consider investing?
Lenders and investors simply will not provide capital for projects
which are subject to such uncertainty and change. Moreover, as
drafted, in order to effectuate even the most major changes (e.g.,
withdrawal of the applicable rate schedule or filing altogether) all
CP&L must do is to make a "legally effective filing." This obviously
renders the entire contract subject to being terminated or
substantially modified without even Commission approval."

In its response CP&L states: "Paragraph 8 is intended strietly for
informational purposes to appraise and identify a regulatory agency’s {the
North Carolina Utilities Commissien) right under one to regulate utility
companies., To our knowledge, this paragraph has never been questioned by any
Qualifying Facilities and has not proved detrimental to a Seller obtaining
finanecing. The Publiec Staff’s complaint seems to center on the phrase
"legally effective filing"; therefore substitute language may be appropriate
to alleviate this concern."

The Examiner concludes that paragraph 8 should be deleted. This paragraph
would allow the Commission to change the agreed upon rate or essential terms
at any time upon petition of either party to the contract. A contract which
would allow the Commission to modify the contract at any time is indefinite.
Such a provision would have little more value than a M"day-to-day" contract and
would seriously inhibit the ability of cogenerators %o obtain long-term
financing, and would thereby, discourage long-term contracts and levelized
rates.
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TERMS AND CONDITIONS FOR THE PURCHASE OF ELECTRIC POWER

The Publiec Staff also contends that the paragraph 1(¢) set forth below
should be modified to delete the laat two lines:

"(c) Application of Terms and Conditions, Schedules, and Riders - All
Purchase Agreenments in effect at the approval hereof or that r may be entered
into in the future, are expressly subject to these terms and conditions,
and subject to all applicable Schedules and Riders, and any changes
therein, substitutions thereby, or additions ‘thereto 1awfu11y made.

The Examiner concludes that this provision adds uncertainty to the
contract. Since a schedule or rider may relate to a rate, it could be argued
that this language would make both annual long-term rates subject to revision
by the Commission. As stated above, such a provision makes it difficult to
obtain financing. The Examiner concludes that this provision should be
amended to include the underlined proviso:

{¢) 4pplication of Term and Conditions, Schedules, and Riders - All
Purchase Agreements in effect at the approval hereof or that may be entered
into in the future, are expressly subject to these terms and conditions, and
subject to all applicable Schedules and Riders, and any changes therein,

substitutions thereby, and additions thereto lawfully made, provided ne

contract except by agreement of the parties to this contraet.

2. The Publiec Staff recommends that subparagraph (6) of (h) on page 2 of
the terms and conditions be deleted in ikts entirety. This paragraph reads as
follows:

"(6) at any time when Company would incur additional cost from making
such purchase above that which Company would ineur from generating its
own electricity or purchasing electricity from other available
sources."

The Publie Staff states that such a termination provision is Inconsistent,
as a matter of law, with the provisions of North Carciina G.S. 62-156 and
the FERC regulations aunthorizing levelized long term contractual ma2nagements.
Levelized rates inherently involve the utility paying more at first than its

"avoided cost" and less than its avoided cost in the later part of the term.
CP&L s response and proposed change is as follows:

“CP&L Response: CP&L has received comments from Qualifying Facilities
that paragraph 1.(h).(6). adversely affects financing. We appreciate this
opportunity to clarify the intentions of this paragraph and to propose a
revision to this paragraph.

CP&L"3 system load is temperature sensitive. There are times, 1ncluding
the mild spring and fall seasons, holidays, weekends, etc., when the system
load requirement is met entirely with low fuel cost base load (nuclear and
large coal plants) generation. Since there are no size limitations on our
proposed .standard contract, during CPEL low load periods a large
cogenerator (and we are negotiating with several in the 30-80 mW range)
could necessitate that CPAL subatantially reduce generation from low fuel
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cost base load units. It is not desirable to cycle or to substantially
reduce base load generation since both of these situations could require
several days to restore normal operation. Clearly, the purchase of higher
priced nonutility generated electricity in lieu of the lower priced CP&L
generated electricity and the possibility of operating problems with CP&L‘s
base load units are not in the best interest of CP&L or its retail
customers.

This operating constraint is recognized in PURPA, Section 210, which
inecludes the following provision:

Section 292.304 (f) Periods during which purchases not required.

(1) Any electriec utility which gives notice
pursuant to subparagraph (2) will not be
required to purchase electric energy or
capacity during any period during which, due
to operational circumstances, purchases from
qualifying facilities will result in costs
greater than those which the utility would
inecur if it did not make such purchases, but
instead generated an equivalent amount of
energy itself.

While paragraph 1.(h).(6). has not unduly discouraged the development of
cogeneration and small power production, CP&L recognized the initial
reaction to this paragraph could be negative.

CP&L’s Proposed Change: Delete item 1.(h).(6). and all references to
item 1.(h).(6). contained in paragraph 1.(h). and other 1locations
throughout the Terms and Conditions for the Purchase of Electric Power, and

substitute a new paragraph 1.(i). as follows:

1. (i) Suspension of Purchases at Company’s Request

If Seller has a Contract Capacity of 5,000 kW or greater, company
will contract for a maximum number of hours annually during which
Company may suspend purchases. Company will exercise reasonable
and diligent effort to notify Seller, and provide maximum prior
notice, prior to a request for suspension to allow for Seller’s
proper planning and coordination of such suspension.m

The Examiner concludes that CP&L°s proposed change 1is necessary and
reasonable and consistent with relevant statutes and regulations, and should
be approved.

3. The Public Staff recommends that the first two full paragraphs in
"Section 12, Governmental Restrictions," be deleted. These read as follows:

"This Agreement is subject to the jurisdiction of those
governmental agencies having control over either party or over this
Agreement . This Agreement shall not become effective until all
required governmental authorizations, such as approval of qualifying
status, and permits are first obtained and copies thereof are
submitted to Company; provided, that this Agreement shall not become
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effective unless it and all provisions thereof are authorized and
permltted by such governmental agencies without c¢hange or
conditions.

This Agreement shall at all times be subject to changes by such
governmental agencies, and the parties shall be subject to
conditions and obligations, as such governmental agencies may, from
time to time, direct in the exercise of thelr jurisdliction. Both
parties 'agree to exert their best efforts to comply with all of the
applicable rules and regulations of all governmental agencies having
control over either party or this Agreement. The parties shall take
all reasonable action necessary to secure all required governmental
approval of this Agreement in its entirety and without change.n

As stated earlier, it is not necessary or appropriate that long-term rates
and the essential terms of agreements once entered into be made subject to
changes by governmental agencies. It is reasonable that the contract be
subjeet to minor technical amendments and clarifying amendments. It is also
is appropriate that the parties agree that the agreement shall not become
effective until all governmental authorizations are obtained, and that the
parties agree to make good faith efforts to comply with all reasonable
governmental rates and regulations. Therefore the first sentence in paragraph
2 should be amended to add the underlined proviso: "This agreement shall at
all times be subject to changes by such governmental agencies, and the parties
shall be subject to conditions and obligations, as such governmental agencies
nay, from time to time, direct in the exercise of their Jjurisdictien,

of this contract except by agreement of the parties to this contract .

REVISIONS IN CPEL‘s RATE SCHEDULE CSP-6

The Public Staff points out that the Contract Period provision of the
rate dees not clearly indiecate that an annual contract 1s available when only
energy purchases are desired by a qualifying facility. The Examiner accepts
and approvés CP&L’s recommendation that present Contract Period Provisions be
deleted and replaced by the following:

"The Contract Period for Qualifying Facilities who desire a capacity
credit shall be at least five years with minimum one-year renewal
periodas. One-year contracts are available to Qualifying Facilities
vwho desire an energy credit only. Qualifying Facilities classified
as New Capaclty with flve-year or longer contract terms may choose
different lengths for Energy Credits and Capacity Credits, except
that the Rate Term of the Energy Credit.m

Except for the modification herein required, CP4L‘s standard terms and
conditions are approved.

IT IS, THEREFORE, ORDERED as follows:

1. That CPEL's propesed cogeneration and small power producer .schedule,
CSP-6, is hereby approved as filed.

2, That the existing Contract Terms and Conditlons shall be modified in
accordance with Finding of Fact No. 3 and supporting conclusions, and a copy
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of such revised contract be filed with the Commission within 10 days of the
effective date of this Recommended Order.

3. That CP&L shall furnish for the record in future proceedings in this
docket :

(a) The line items (by account number) which are included in the variable
0&M4 expenses utilized for calculating energy credits;

(b) The line jtems (by account number) which are included in the fixed 0&M
expenses utilized fer calculating capacity credits;

(c) Descriptions of each line item utilized for calculating energy and
capacity credits;

(d) The dollar amount of each line item;

(e) The kWh utilized for caleculating the variable O&M expenses per kWhj
and

(f) The kW utilized for calculating the fixed Q&M éxpenses per kWh.

ISSUED BY QORDER COF THE COMMISSION.
This the 1st day of April 1983.
NORTH CAROLINA UTILITIES COMMISSION
(SEAL) Sharon Credle Miller, Deputy Clerk
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Determination of Rates for Purchase and Sale of ) RECOMMENDED ORDER
Electricity Between Blectrie Utilities and Qualifying } RELATING TO DUKE POWER
Cogenerators or Small Power Producers ) COMPANY

HEARD IN: The Commission Hearing Room, Dobbs Building, 430 North Salisbury
Street, Raleigh, North Carolina, on December 14-17, 1982

BEFORE: Robert Gruber, Hearing Examiner
APPEARANCES:
For the Respondents:
John Bode, Bode, Bode & Call, Attorneys at Law, P.0O. Box 391,
Raleigh, North Carolina 27602
For: Carolina Power & Light Company
Robert W. Kaylor, Asaociate General Counsel, Carolina Power &

. Light Company, P.O. Box 1551, Raleigh, North Carolina 27602
For: Carolina Power & Light Company
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Steve C. Griffith, Jr., Senior YVice President and General
Counsel, and W. Edward Poe, Jr., Assistant General Counsel, Duke
Power Company, P.0. Box 33189, Charlotte, North Carolina 28242
For: Duke Power Company

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

Douglas M. Palais, Humnton & Williams, P.0. Box 1535, Richmond,
Virginia 23212
For: Virginla Electric and Power Company

For the Intervenors:

William R. White and Tony C. Dalton, White and Dalton, Attorneys
at Law, P.0. Box 1589, Brevard, North Carolina 28712 _
For: Carrasan Power Company and California Hydro-Systems, Inc.

Wells Eddleman, 718-A Iredell Street, Durham, North Carolina
27705
For: Himself

Robert H. Bennink, Jr., Assistant Attorney General, Nerth
Carclina Department of Justice, P.0. Box 629, Raleigh, North
Carolina 27511

For: The Using and Consuming Public

G. Clark Crampton; Staff Attorney, Legal Division, Publie Staff
- North Carolina Utilities Commission, P.0. Box 991, Raleigh,
North Careolina 27602

For: The Using and Consuming Public

ROBERT P. GRUBER, EXAMINER: The proceedings to which this Order relates
were had for the purpose of determining the rates, terms, and conditions upon
which Duke and the other regulated electric utility parties will be required
to purchase electricity from certain "qualifying" generating facilities in the
manner required and contemplated by Section 210 of the Public Utilitles
Regulatory Policiea Act (PURPA}. .

The instant proceedings are only the second such proceedings held by this
Commission since Section 210 of PURPA was enacted by the Congress. The first
such proceedings consisted of hearings which were held in the fall and winter
of 1980. Various Orders resulted therefrom (and from collaterally related
hearings held with respect to wheeling). Those earlier Orders were lssued
during 1981, and are recapped hereinafter.

Seection 210(a) of PURPA required the Federal Energy Regulatory Commission
{FERC), after hearing and consultation with representatives of federal and
state agencies, to prescribe and revise periodically rules which require
electric utilities to sell (on a nondiscriminatory basis) electric energy to,
and, more signifieantly, to purchase electric energy from, certain generating
facilities which meet certain "qualifying" criteria. Such generating
facilities fall into two broad -categories. The firat type of utilities
required to purchase electricity under the federal law are those defined as
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"qualifying cogeneration" facilities. Cogeneration facilities are generally
those which simultaneously produce two forms of useful energy, such as
electric power and steam. An example would be a furniture manufacturing plant
which not only uses process steam in its manufacturing activities, but also
uses the same steam in order to generate electricity. The dual use of such
energy has the obvious potential of producing substantial and significant
savings in the cost of producing electricity, and also the potential for
reducing the cost of electricity to ratepayers if such savings can be passed
on to the ratepayers.

The second general type of generating facility from which Duke and other
regulated electric utilities are required to purchase the electricity
generated by it are "qualifying small power production" facilities. Such, by
definition in the pertinent statutes and FERC regulations, include electric
generating facilities which use waste, biomass, or "renewable resources" for
energy. Such "renewable resources" are specifically defined to include wind,
solar, and water energy. Such energy sources also have the obvious potential
of resulting in significantly cheaper electricity. For example, the sun's
rays or flowing water have no cost, as contrasted with the generally
increasing costs of fossil fuels or nuclear fuel typically used by regulated
utilities in their generating plants.

Such generating facilities are qualifying facilities under Section 201 of
PURPA if they meet the requirements of Subchapter K, Part 292, Subpart B of
Chapter I, Title 18, Code of Federal Regulations. Reference to such
regulations points up that the qualifying criteria and the procedures to
obtain "qualifying" status for a given generating facility are relatively
simple, clear cut, and easy to apply. That aspect of this matter is not here
in issue. It is merely mentioned in passing as helpful background.

As permitted by the applicable provisions of federal law (PURPA), the
Federal Energy Regulatory Commission in its wisdom, by regulation, has
delegated to state regulatory authorities, such as this Commission, the power
and duty to implement, regulate, and oversee the implementation of Section 210
of PURPA relating to purchases and sales of electricity between and among
"qualifying" electric generating facilities within the jurisdietion of such
state regulatory authorities, on the one hand, and the electric utilities
regulated by each such state regulatory authority, on the other hand. That
delegation took place soon after the enactment of PURPA by the Congress.

Specifically, the Federal Energy Regulatory Commission (FERC), pursuant to
Title II of the Public Utility Regulatory Policies Act of 1978 (PURPA), was
empowered to promulgate rules and regulations to implement the act provisions,
including Section 210. The FERC promulgated such rules and regulations in the
form of the provisions of Subchapter K, Part 292, Subparts A, Cy Dy, and F of
Chapter I, Title 18, Code of Federal Regulations. Those regulations were
amended on February 19, 1980, effective on March 20, 1980. Those regulations,
as thus amended, require each regulated electric utility to collect and make
available to its state regulatory authority on a biannual basis data from
which each regulated utility’s avoided costs may be derived. Such avoided
costs are to be essentially the basis for such state regulatory authority to
establish the rates to be paid to qualifying facilities by such regulated
electric utilities. The FERC regulations alsc require generally, inter
alia, each regulated electric utility to purchase electric energy from
qualifying facilities; to sell electric energy on a nondiscriminatory basis to
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qualifying facilities (i.e., on the same basis such would be sold to any other
customer vwhich was not a generator of electricity); to intercommect with
qualifying facilities; and to supply supplementary, back-up, maintenance, and
interruptible power to qualifying facilitles on a nondiscriminatory standard
basis.

It should be further noted that this Commission has a separate duty under
state law which parallels in some respects its duty to set rates for certain
types of purchase transactions which are also covered by PURPA. The North
Carolina General Assembly enacted in 1979 what has now been codified as North
Carolina G.3. 62=156. Also certain definitions used in that section were
enacted and are now codified as North Carolina G.S. 62-3(27a). That
tegislation provides a separate state law basis, as is specifically permitted
by the FERC regulations promulgated with respect to PURPA Section 210, for
this Commission to regulate and biannually review and revise the rates, and
terms and conditions upon which the regulated electric utilities purchase
electricity from certain types of nonpublic utility generating facilities.
Essentially, such generating facilities are hydroelectric generating
facilities having a generating capacity of under B0 megawatts. The Commission
is to ven¢ourage" the development of such.

With the foregoing overview, it is now appropriate te briefly examine and
recap the proceedings which have been heretofore had before this Commission
which relate to its powers and duties under the FERC delegation of powers and
duties to it, and under the delegation by the North Carolina General Assembly
pursuant to G.S. 62-156, in regulating the types of transactions here
involved.

This Commission’s first action with respect to implementing Section 210 of
PURPA was its Order dated June 3, 1980. The Commission there scheduled a two-
phase publie¢ hearing. The Phase I hearing was held on July 22, 1980, for the
purpose of defining issues and procedures involved in this Commission’s first
attempt to deal with its duties in regulating the types of ftransactions
involved. By Order dated September 19, 1980, the Commission directed the
electric utilities to file direct testimony on or before December 15, 1980.
The Phase II Public Hearing was held on January 6, 7, 8, and 26, 1981, for the
purpose of resolving the issues identified in the Phase I hearings. The
nature and extent of those Phase I and II hearings are set out im this
Commission Order issued. September 21, 1981, at pp. 5-9, incorporated herein by
reference. -

After the conclusion of those Phase II hearings, on March 10, 1981, the
Hearing Examiner issued a Recommended Order setting standard rates and terms
and conditions for the purchase and sale of electricity between utilities and
qualifying cogenerators and small power producers. Exceptions to that
Recommended Order were filed by Duke and Vepeco. At the request of those two
utilities, the Commission granted reconsideration, and oral argument was held
in June 1981. This procedural histery and the positions of Duke and Vepco at
that time are set out in detail at pages 12-16 of this Commission Order issued
September 21, 1981, in this docke:, also incorporated herein by reference.

A second Recommended Order was issued on September 21, 1981, which
superseded the earlier March 10, 1981, Recommended Qrder. No exceptions were
filed with respect to that =econd Recommended Qrder, and it became final in
October 1981. No appeals were taken or perfected with respect to it. That
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Order, inter alia, specified the avoided cost rates to be paid to qualifying
facilities and approved for each regulated utility proposed ‘terms and
conditions of service to, and purchases from, such facilities.

Some mention should be made at this point of the collateral matter of
wheeling. ©On November 17, 1981, a hearing was held to consider the cost and
necessity of requiring utilities to provide wheeling services for qualifying
facilities. The Hearing Examiner issued a Recommended Order relating to the
wheeling matters which were there at issue on January 11, 1982. That Order,
thru oversight, did not become final until December 2, 1982, its finalization
having been postponed at the request of one or more of the involved utilities.

The hearings here involved ultimately arise out of this Commission Order of
August 27, 1982, wherein the Commission ordered a publie hearing to establish
avoided cost ratez and other related matters as required by the FERC
regulations earlier cited. The Commission’s August 27, 1982, Order generally
required the regulated electric utilities in this proceeding to file with the
Commission: (1) a set of its proposed Nstandard" avoided cost rates for
purchases from qualifying facilities and to do so in a format similar to that
which had been utilized by the Commission in the Appendices to the Commission
Order of September 21, 1981, referred to earlier in this Order; (2) a
description and information regarding the methodology and data used to
calculate its proposed "standard" aveided cost rates; and (3) any proposed
changes to the currently approved standard form contracts between qualifying
facilities and the utility.

By Order dated October 19, 1982, the Commission rescheduled the public
hearing in this proceeding for December 14, 1982.

At various times prior to the December 1982 proceedings here involved,
various parties became intervenors. Those intervenors, fully recognized by
the Commission to be such, are: the Public Staff, the Attorney General of
North Carolina, Carrasan Power Company and California Hydro Systems, Inc., and
Wells Eddleman. By ruling of the Examiner from the Bench, Mr. Eddleman’s
intervention was limited to the Duke Power case.

The hearing in the instant matter was held in the Commission Hearing Room
in the Dobbs Building, Raleigh, North Carolina, on December 14, 15, 16, and
17, 1982, The following public witnesses appeared and testified: Tom Dorais,
Steven Berkowitz, Representative .John Jordan, Charles Mierek, Jane Sharp,
Daniel F. Reed, and Bill Hohlman. Nantahala presented the testimony of its
officer, Ed Tucker. Carclina Power & Light Company presented the testimony of
its employees Dr. James N. Kimball, David R. Hostetler, and Robert W.
Carney.

Duke Power Company presented the direct testimony of its employees John N.
Freund and Joe Price. Duke presented also the rebuttal testimony of its Vice
President Donald H. Denton, Jr.

Carrasan presented initial and additional direct testimony of its expert
witness William Marcus.

The Publie Staff - North Carolina Utilities Commission presented the direct
testimony of its expert witness Dr. Robert Weiss.
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Wells Eddleman testified on behalf of himself, but consideration of his
testimony was limited to the Duke Power case.

Separate Orders are today being lssued for Duke, CP2L, Vepco, and Nantahala
since the issues and the findings and conclusions vary between the companies.

Based upon the evidence adduced at the subject December 1982 hearings and
the entire record in this matter, the Examiner now makes the following:

FINDINGS OF FACT

1. Duke is a publie utility corporation organized and existing under the
laws of the State of North Carolina, is fully authorized to transact business
in the State of North Carolina and is subject to the Jurisdietion of this
Commission including its jurisdiction with respect to all matters and issues
here involved.

2. Duke's present and proposed energy rates are as follows:
Contract Terms Present Rate Proposed Rate
S—year fixed rate

on peak hours 2.87 cents 2.96 cents
off peak hours ‘2. 15 cents 2.01 cents

10-year fixed rate

on peaX hours 3.93 cents 3.67 cents
off peak hours 2.96 cents 2.31 cents
15«year fixed rate

on peak hours 5.02 cents 4,28 cents
off peak hours 3.78 cents 2.56 cents
5-year variable rate

on peak hours 2.2239 cents 2,74 cents
off peak hours 1. 6784 cents 1.89 cents

3. The proposed energy and capacity credits filed by Duke Power Company in
Schedule PP(NC) Purchased Power do not fully reflect the Company’s avoided
costs and should be supplemented, adjusted, and revised in the manner and to
the extent hereinafter set out in this Order. (See Appendix A for summary.)

4, Duke’s proposed energy credits should be increased because Duke’s
PROMOD analysis contains overly optimistic nuclear powerplant performance
assumptions. The adjustments should be as follows (in ¢/kWh):

Variable Rate 0.10
5-Year Rate 0.10
10-Year Rate 0,15
15=-Year Rate 0.20

5. Duke’s proposed energy ecredits should be increased to include 1line
losses. The adjustments should be as follows {in ¢/kWh}:
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On Peak Hours Off Peak Hours
Variable Rate 0.10 0.08
5-Year Rate 0.11 0.08
10-Year Rate 0.14 0.09
15-Year Rate 0.17 0.10

6. Duke’s proposed energy credits should be increased to reflect a greater
working capital allowance than was proposed by Duke. The ad justments should
be as follows (in ¢/kWh):

On Peak Hours Off Peak Hours
Variable Rate 0.09 0.06
5-Year Rate 0.10 0.06
10-Year Rate 0.12 0.08
15-Year Rate 0.14 0.09

7. Duke’s present and proposed capacity credits are as follows (¢/kWh):

Contract Terms Present Credit Proposed Credit
5-Year Fixed Rate

Peak Month L 1.34
Base Month 0.66 0.81
10-Year Fixed Rate

Peak Month 7 1.55
Base Month .66 0.94
15-Year Fixed Rate

Peak Month 117 1.67
Base Month 0.69 1.01
5 Year Variable Rate

Peak Month . 11 1.25
Base Month 0. 66 0.76

8. Duke’s proposed capacity credits for all periods should be increased to
include line losses. The adjustments should be as follows (¢/kWh):

Peak Month Base Month
0.05 0.02
0.05 0.03
0.06 0.04
0.07 0.04

9. Duke’s proposed capacity credit for the 15-year period should be based
on use of a peaking unit which adds to Duke’s proposed capacity credit the
amount of .09¢/kWh during the peak season and .05¢/kWh during the off-peak
season or base month.

10. The record in this proceeding is incomplete with regard to variable
operating and maintenance expenses and general plant expenses, and these costs
should be more fully examined in future proceedings.
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11. Duke’s proposed amendments to Paragraphs 5 and 8 are umreasonable. It
would have the effect of discouraging small power production and cogeneration
projects.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 1

These findings are essentially jurisdietional and do not involve matters
here at issue or in dispute. The evidence or basis for these findings are
contained in the provisions of Chapter 62 of the North Carolina Utilities
Commission ({including N.C.G.S. 62-156), the provisions of the Publie
Utilities Regulatory Policy Act, the Rules and Regulations of the Federal
Energy Regulatory Commission which have been promulgated and published in the
Federal Reglster in order to implement Section 210 of PURPA, and other Orders
by this Commission in this docket and Duke’s filings, appearances, and
evidence in the December 1982 hearings, indicating its recognition of this
Commisaion’s jurisdiction in the premises.

EVIDENCE AND CONCLUSIONS FOR FINDINGS QF FACT NOS. 2 AND 3

Five witnesses presented expert testimony on the proper avolded cost energy
eredits for Duke Power Company. The Company presented John Freund, Carrasan
Power Company presented William Marcus, and the Public Staff presented Dr.
Robert Wéiss. The Company also presented Donald Denton, Jr. WMr. Eddleman
testified on his own behalf.

The rate schedule proposed by Duke is given in Freund Exhibit 1. It is in
the format which was proposed by the Commission in the one earlier "avoided
costh rate proceedings earlier deseribed in this Order. bDuke’s proposed rates
include a five-year variable rate, a five-year fixed rate, a 10-year fixed
rate, and a 15-year fixed rate. At the conclusion of the hearings, however,
Duke’s Vice President Donald Denton requested that the Commission not approve
any 15-year fixed rate for Duke to the end that Duke simply would not offer
or be required to offer any such long-term rate.

Duke’s proposed energy credits for contracts up to 10 years were based on
PROMOD calculations, a method which this Commission on one prior occasion
found acceptable. Duke’s proposed 15-year energy credits, however, were not
based on PROMOD, but rather on a regreasion analysis performed by Duke based
on PROMOD results for the i0-year forecast and upon Duke’s assumption of a
20% reserve margin for the 1993-1997 period.

The results of Duke’s methodology were criticized on several grounds by
several parties. Witness Marcus, the expert witness for Intervenor Carrasan,
made adjustments to both Duke’s proposed energy and capacity credits. Wiltness
Marcus® energy adjustments were designed and intended to refleet the proper
treatment of the 1993-1997 period, reasonable assumptionz relating to the
future performance of Duke’s nuclear plants, reasonable working capital
requirements and assumptions, and consideration of line losses.

Witness Marcus’ major adjustment related to treatment of the 1993-1997
period. As stated previously, Duke used a regession analysis technique in
order to estimate short-run avoided costs in the period 1993-1997 and further
assumed that sufficient capacity would be built up to keep the reserve margin
at 20%. Witness Marcus contended that the fact that Duke had none of such
capacity as was assumed by Duke in its current construction or resource plan
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and therefore Duke should not assume that any such new capacity will be
available. He contended Duke should derive its avoided energy costs without
assuming any ecapacity that is not in Duke’s own resource plan. Thiz method
was uséd in Duke’s PROMOD runs dated October 11 and Oectober 12, 1982, to
reflect the 1993-97 period. This method raises on-peak prices by 0.88¢/kWh
and off-peak prices by 0.35¢/kWh.

Witness Freund testified that to assume no capacity additions to the Duke.
system beyond Catawba Unit 2 would necessarily result in a situvation of fixed
capacity during a period of increasing load which would require Duke to
operate its cost efficient generating units more and more frequently as its
reserve margin is exhausted. Under this scenario, Duke’s aveoided energy costs
would sprial upward dramatically.

The main question raised by witness Marcus is whether capacity additions
not now in the resource plan should be congidered in deriving avoided energy
costa, (The phrase "energy costs" should be taken to mean all variable
operating costs such as operation and maintenance, working capital
ad justments, etc.) The Examiner agrees that Duke’s general approach, which is
to assume that the Company would meet its load and preserve an appropriate
reserve margin by constructing base loaded plants, is correct. In order to
calculate avoided costs it is proper to look at what the Company ¢an
reagonably be expected to do to provide service at the lowest possible cost;
i.e., construct fuel efficient base loaded plants. The marginal costs
asgociated with that expamnsion path are the utility’s avoided costs. It is
not correct Lo assume, as does witness Marcus, that the utility will not
minimize its costs, but will meet its load by operating plants with high
marginal energy costs.

Duke has asked the Commission not to approve a 15~year rate based on any
method. Duke contends all methods are inherently speculative. The Examiner
believes that it 1s Commission policy to establish a 15-year rate, and Duke’s
methodology using a regression model is the only reasonable basis in the
record for establishing avoided costs and rates 15 years hence.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FAGCT NO. §

Carrasan”s witness Marcus testified that in developing avoided energy costs
using the PROMOD computer model, a utility must input the following data into
the model:

1. Forced outage ratios (both full and partial) for all units,

2. Maintenance schedules on an annual basis for all units,

3. S3cheduled in-service dates for new power plants,

4. Demand forecasts and load duration curves,

5. Fuel price forecasts, and

6. Incremental heat rates for all units at full and partial load.

He stated that of particular importance is the reasonableness of nuclear
availability assumptions and the in-service dates of nuclear units. If
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nuclear units are unavailable, there will be increased use of less ef‘ricie_mt
coal, oil, and gas plants, and overly optimistic assumptions as to nuclear
availability cause an understatement of avoided energy costs.

Witness Marcus concluded that Duke has overstated nuclear availability. He
based his conclusions on his study comparing Duke’s power plant performance
assumptions included in its PROMOD model with the historical experience of
puke and other North Carolina utilities. Witness "Marous testified Duke’s
overly optimistic estimate of mueclear performance underestimated avoided costs
by 0.1¢/kiWh for a 5-year contract, 0.15¢/kWh for a 10-year contract, and
0.2¢/kWh for a 15-year contract.

Duke did not dispute witness Marcus’ estimates of nuclear performance. The
only evidence contesting witness Marcus’ estimates was provided in the
testimony of witness Eddleman and his cross-examination of witness Marcus.
Witness Eddleman asserted that problems with Westinghouse steam generators at
the McGuire nuclear plants have depressed its performance below Duke 'z
projections, and witness Marcus agreed that the inclusion of such steam
generator problems, if warranted, would inerease the avoided cost above his
estimates.

In sum, witness Marcus’ estimates are conservative; the only evidence in
the record which does not support them would suggest that they should be
higher, not lower. His adjustment for nuclear powerplant performance is the
minimum adjustment which should be adopted by the Commission.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 5

Witness Marcus pointed out that Duke has failed to include line losses in
its prieing formula. bDuke did not contest this point.

Failure to include line losses contravenes the Commission’s September 24,
1981, Order which indicates that they should be included. It also violates
the Commission’s August 27, 1982, Order that rates "shall be designed in
complete conformity" with past Commission Orders. CP&L includes these loss
factors.

In the absence of specific evidence relating to Duke’s losses, the
Commission should apply CP&L’s loss factors to Duke’s rates before losses.
These factors are 3.53% on-peak and 2.62% off-peak. As described in the
cross-examination testimony of witness King, the correct way to apply these
factors is to divide the on-peak rate before losses by 0.9647 (1 minus 3.53%)
and to divide the off-peak rate by 0.9738 (1 minus 2.62%).

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 6

Duke includes an allowance of 5.4% of fuel costs for fuel inventory. No
additional working capital alleowance is included. Duke’s narrow definition,
which excludes working capital other than fuel inventories, was ubilized
despite the Commission’s September 1981 Order requiring utilities to include
additional components of working capital in addition to fuel inventories.

CP&L, by comparlson, included. a 9% allowance for working ecapital containing
not only fuel inventory but cash working capital from a lead-lag study.
Witness Marcus testified that Duke’s allowance 1s overly limited.
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If cash working capital should include one-eighth (1/8) of avoided fuel
costs as well as fuel inventory, then Duke’s annual carrying charges would be
approximately 8.4%. The 8.4% is comparable to the 9.0% utilized by CP&L.
Therefore, Duke’s calculation of energy credits should utilize an 8.4%
allowance for working capital instead of 5.42%.

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 7 AND 8

The adjustments for line losses to capacity credits are the same as to
ad justments for line losses to the energy credits, and are set forth in
Evidence and Conclusions for Finding of Fact No. 5.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 9

In calculating its proposed avoided capacity costs Duke used and assumed a
combustion turbine (as the basis for the "avoided cost") for the shorter
contract periods and used and assumed a baseload plant for the calculation of
Duke’s proposed avoided capacity costs for the 15-year period. This was a
methodology previously suggested or approved by this Commission in its last
Order. In applying the methodology, Duke used the cost of its McGuire Nuclear
Unit 2 as the base load plant. This cost as asserted by Duke was $828 per
kilowatt.

Both witness Marcus and Dr. Weiss criticized Duke’s use of the cost of its
McGuire nuclear unit as the basis for Duke’s calculated avoided capacity
cost. Dr. Weiss used a figure of $995 per kilowatt, as the realistic present
cost of a nueclear plant. This was approximately 20% higher than the cost used
by Duke. Witness Marcus recommended that a figure of $1279 per kilowatt,
Duke s estimate for Catawba, be used.

Witness Freund testified that although the 15-year capacity credit proposed
in Freund Exhibit 2 was based upon a nuclear unit, Duke preferred and
recommended that the credit be based on the cost of a combustion turbine.
CP&L witness King also preferred this method.

The Examiner recognizes that there are many methods, each having certain
merits, of calculating capacity credits. However, it would seem that the
procedure for calculating avoided capacity costs should be consistent whether
such costs are beng calculated for a five-year period, a 10-year period, or a
15-year period. There is no apparent reason for using a peaking unit to
develop avoided costs for the 5- and 10-year periods, and a base loaded plant
for the 15-year period.

The various parties to this proceeding calculated avoided capacity costs
for five- and 10-year periods based on a peaking unit, and there was little
controversy regarding the cost of construeting a peaking plant. Yet where the
various parties calculated avoided capacity costs for a 15-year period based
on a base load unit, there was a great deal of controversy regarding (1) the
cost of constructing a base load plant, (2) regarding whether or not such
plant should be a nuclear plant, and (3) regarding the amount of fuel savings
applicable to the plant.

Caleculation of avoided capacity credits for 15-year periods based on
peaking units would be consistent with similar calculations for 5- and 10-year
periods, and it would place less arguments as to the accuracy of projections
of future construction costs.
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Carrasan witness Marcus presented calculations showing capacity credits for
Duke for a 15-year period based on peaking units, which resulted in 1.76¢/kih
during the peak season and 1.06¢/kWh during the base season.These calculations
utilize the same method adopted by Duke for the 5-year and 10-year capacity
eredits, and yield higher capacity credits for the 15-year period than those
proposed by Duke., The Examiner is of the opinion that the 15-year capacity
credits presented by witness Marcus based on a peaking plant should be adopted
herein.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 10
Variable Q&M

buke ineludes 0.08L¢/kWh total variable 084 (in 1983 dollars). By
comparison, CP&L includes some variable O&M expenses in addition to the
variable 0&M expenses already In its PROMOD simulation. Such additional O&M
alone is approximately 0.265¢/kWh (in 1983 dollars).

Therefore, CP&L includes at least three times as much variable 0&M per
kWh as Duke deoes in its calculation of energy credits., The Examiner is not
persuaded that the variable 0&M expenses of CP&L are three times as great as
Duke”s. There may be a diserepancy between CP&L and Duke as to which expenses
should be eclassified as varliable 0&M expenses for purposes of calculating the
energy credits. The record in this proceeding offers little to no help in
this regard.

In order to resolve this: problem in future proceedings, Duke should furnish
for Epe record:

(a) The line items (by account number) which are included in the variable’
0&M expenses utilized for caleulating energy credits;

{b) The line items (by account number) which are included in the fixed 0&M
expenses utilized for calculating capacity credits;

(¢) Deseriptions of each 1ine item utilized for caclulating energy and
capacity credits;

{d) The dollar amount for each line item;

(e) The kWh utilized for calculating the variable Q&M expense per kWh; 'and
(f) The kW utilized for calculating the fixed O&M expense per KW.
General Plant

Duke did not add an allowance for general plant associated with avoided
generating units in its ecalculation of capacity credits. CP&L adds a 2%
allowance,

The Examiner is not persvaded that general plant neceasarily varies in
proportion to generating plant, or that aveiding or delaying construction of a
generating unit will also avoid or delay construction of general plant. The
record in this proceeding is of little or no help in this regard, and the
subject should be explored further.-in future proceedings.
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EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 11

Through its witness Freund, Duke proposed that Paragraphs No. 5 and 8 of
its standard agreements be amended to ineclude the language underlined below:

"5. Term. The term of this Agreement shall be year(s), and
thereafter until terminated. The Parties shall have the right of termination
provided in the attached Rate Schedule, as from time to time amended; and in
the absence of any such provision, eilther party may terminate this Agreement
upon written notice to the other delivered at least thirty (30) months in
advance of the termination of the original term or any then existing
additional term. In addition, should the existing law or regulations be
altered by court or Commission decision or should the Commission change or
withdraw the avallability of Schedule PP “offered under this contract, this

contract shall be null and void."

"8, In the event that this contract is terminated by either party prior to
Ehe expiration of the initial term as set forth in paragraph 5 hereof, except
in the case where existing laws or regulations are altered by court or
Commission decision or if the Commission changes or withdraws the availability
of Schedule PP offered under this contract, the S Supplier will reimburse the
Company for the total energy credits received in excess of that which would
have been received under variable rates and capacity credits received in

excess of that which would have been received..."

In its proposed order Duke shows that it has appropriately sought to
condition its obligations in the event American Electric Power Service Corp.
v. Federal Energy Regulatory Commission, 668 F. 2d 880, 45 PUR Uth 364 is
upheld by the U.S. Supreme Court. That decision rejected the full avoided
cost standard and interconnection provisions of the FERC rules set forth in
Order No. 69. This case 1s presently on appeal to the United States Supreme
Court.

During the hearing and in its proposed order, the Public Staff, the
Attorney General, and Carrasan challenged the propriety and validity of these
provisions and, basgiecally, contended that these provisions rendered the
contract indefinite, uncertain, and illusory. The Public Staff contends that
potential investors or lendors will not risk lending or investing upon the
basis of such unstable contractual arrangements.

Witness Marcuas, testifying for Carrasan, stated that this language adds so
much uneertainty to the contract that it is doubtful projects can be financed.
He states:

"This means that the 15-year contract has no more value to the financial
community than a day-to-day contract. Small power producers cannot finance
their projects if there is no certainty that Duke will even buy tcmorrow at
all or that it will honor its current contract commitments if a court or the
Commission changes its mind. Duke is thus attempting to negate the
Commission’s decision that “... fixed, long-term levelized rates are
appropriate complementary alternatives to short-term purchase rates which
change over time. "
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In its proposed corder, in an effort ™to strike a balance between these
competing interests," Duke proposed that the following language be substituted
in Paragraphs 5 and 8 in lieu of the language originally propeosed by Duke®

WIf after this Agreement becomes effective any leglslative or Judielal body
or governmental agency having Jurisdiction requires any changes in this
Agreement, or modifies any law or regulation that would affect any provision
of this Agreement affecting the payment by the utility of avoided costs to
the qualifying facility, the utility may require that the Agreement be amended
to comply with the changes or modifications and that the changes or
modifications be effective as of the date the changes are required or the date
of the modifications in the law or regulations.®

- Duke explains that "Et]his language simply provides that upon a change in
the law or regulations under which it contracts to purchase power from the
qualifying faecility, the wutility has the right to amend the existing
contract.”

The Examiner concludes that the proposed amendments offered by Duke,
including the compromise proposal, all cast such uncertainty on the stability
of the standard contract that it will be difficult, if not impossible, fer
small power producers to obtain long-term financing. If contracts signed
today can be amended to comply with future changes in law or regulation, these
contracts are indeed little more than day-to-day agreements. Investors or
lenders wishing to commit to a long-term project will have no assurance that
there will be adequate "cash flow" to cover the Iinvestment or loan under
Duke s proposed terms.

Current federal regulations, legislative policy, and the clearly stated
policy of this Commission support the encouragement of small power
preduction. These amendments are inconsistent with these policies and should
not be approved.

IT IS, THERETORE, ORDERED as follows:

1. That Duke Power Company shall offer through published tariffs and shall
pay the avoided cost rates shown in Appendix A, page 5 of 5, hereto attached.

2. That Duke Power Company shall within 10 days of the effective date of
this Order file for approval tariffs and standard contract terms and
conditions as directed to be modified by the findings, conclusions, and rates
allowed in this Order.

3. That Duke’s proposed amendment to its standard contract is denied.

4. That Duke shall furnish for the record in future proceedings in this
docket s

(a) The line items (by account number) which are included in the variable
0% expenses utilized for calculating energy credits;

(b) The 1line items (by account number) which are included in the fixed O&M
expenses utilized for calculating capacity credits;

(¢) Deseriptions of each line item utilized for calculating energy and
capacity credits;

(d) The dollar amount of each line item;
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(e) The kWh utilized for calculating the variable 0&M expenses per kWh;
and
(f) The kW utilized for calculating the fixed 0&M expenses per kWh.

ISSUED BY ORDER OF THE COMMISSION.
This the 1st day of April 1983.
NORTH CAROLINA UTILITIES COMMISSION
(SEAL) Sharon Credle Miller, Deputy Clerk

APPENDIX A
SUMMARY OF AVOIDED COST ADJUSTMENTS
(Variable Rate - ¢/kWh)

On-Peak Hours

Peak Base

Energy Credits Month Month Off-Peak Hours
Duke 's Existing Rate 2,2239 2.2239 o
Duke ‘s Proposed Rate 2. 74 2.74 1.89
Ad justments:

1. Nuclear performance 0.10 0.10 0.10

2. Working capital 0.09 0.09 0.06

3. Line losses 0.10 0.10 0.08
Total Energy Credits 3.03 3.03 2.13
Capacity Credits
Duke 's Existing Rate 1.1 0. 66 0.00
Duke “s Proposed Rate 1.22 0.74 0.00
Ad justments:

1. Line losses 0.05 0.03 0.00
Total Capacity Credits 1. 27 0. 7T 0.00

SUMMARY OF AVOIDED COST ADJUSTMENTS
(5-Year Rate - ¢/kWh)
Peak Base

Energy Credits Month Month Off-Peak Hours
Duke"s Existing Rate 2.87 2.87 2:15
Duke ‘s Proposed Rate 2.96 2.96 2.01
Ad justments:

1. Nuclear performance 0.10 0.10 0.10

2. Working capital 0.10 0.10 0.06

3. Line losses 0. 11 0.11 0.08
Total Energy Credits 3.27 3.27 2.25
Capacity Credits
Duke’s Existing Rate 1.:11 0.66 0.00
Duke’s Proposed Rate 1.34 0.81 0.00
Ad justments:

1. Line losses 0,05 0.03 0.00
Total Capacity Credits 1. 39 0. 8% 0.00
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SUMMARY OF AVOIDED ‘COST ADJUSTMENTS
(10-Year Rate -~ ¢/kWh)

On-Peak Hours

Peak Base

Energy Credits Month Month Qff-Peak Hours
Duke”s Existing Rate 3.93 3.98 . 2.9
Duke ‘s Proposed Rate 3. 67 3. 67 2. 31
Ad justments:

1. Nueclear performance 0.15 0. t5 0.15

2. Working capital 0.12 0.12 0.08

3. Line losses 0.1%4 0.14 0.09
Total Energy Credits .08 4,08 2.63
Capacity Credits
Duke”s Existing Rate 1. 11 0.66 0.00
Duke s Proposed Rate 1,65 0.94 0.00
Ad justments:

1. Line losses 0,06 0. 04 0.00
Total Capacity Credits .61+ 0.00% 0.00

%Corrected by Errata Order dated April 14, 1983.

SUMMARY OF AVOIDED COST ADJUSTMENTS:
(15-Year Rate - ¢/kWh)

On-Peak Hours

Peak Base

Energy Credits Month Month 0ff-Peak Hours
Duke’s Existing Rate 5.02 5.02 3.7
Duke ‘s Proposed Rate 4,28 y,28 2.56
Adjustments:

1. Nuelear performance 0.20 0.20 0.20

2. Working capital. 0.14 0. 14 0.09

3. Line losses 0.17 0.17 0.10
Tokal Energy Credits .79 L.79 2. 95
Capacity Credits
Duke s Existing Rate 1.17 0.69 0.00
Duke’s Propeosed Rate 1. 67 1.01 0.00
Adjustments:

1. Peaking Unit 0.09 0.05 0.00

2. Line Losses 0.07 0.04 0. 00
Total Capacity Credits 1.83 1.10 0.00
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DUKE POWER COMPANY

Standard Cogeneration and Small
Power Producer Rates (Centa/kwh)

Variable Fixed
Annual Long-Term Rates
Rate 5 yr. 10 yr. 15 yr.
Energy Credits
Peak kiWh 3. 03% 3.27 4,08 b.79
off-peak kWh 2. 13% 2.25 2.63 2.95

*Annual rate energy credits will be updated every twe years. In the
interim, Fuel Cost Adjustment Factors will-apply to the annual rate
energy credits.

Capacity Credits
Peak XWn - peak months 1.27 1.39 1.39 1.83%%
Peak ¥Wh - off-peak months Q.77 0. 84 0.84 1. 10##

#%Applies to contracts of 11 years or longer.
’
On-Peakt Hours
The hours beginning 7:00 a.m. and ending 11:00 p.m. Monday-Friday.

Dff-Peak Hours
All other hours.

Peak Months

The peak months are the billing months of June-September and
December-March.

Off-peak months are the billing months of April, May, October, and November.

Note: Capacity credits shall be constant at the initial level for the life of
a long-term contract. Capacity credits for annual contracts shall be
at the initial level but shall be updated once every five years.

DOCKET NO. E-103, SUB M1
BEFORE THE NORTH CAROLINA UTILITIES COMMISSTON

In the Matter of
Determination of Rates for Purchase and Sale of ) RECOMMENDED ORDER
Electricity Between Electric Utilitles and Qualifying ) RELATING TO NANTAHALA
Cogenerators or Small Power Producers )} POWER AND LIGHT
) COMPANY

HEARD IN: The Commission Hearing Room, Dobbs Building, Y430 North Salisbury
Street, Raleigh, North Carolina, on December 14-17, 1982

BEFORE: Robert Gruber, Hearing Examiner
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APPEARANCES:
For the Respondents:

John Bode, Bode, Bode & Call, Attorneys at Law, P.0. Box 391,
Raleigh, North Carclina 27602
For: Carolina Power & Light Company

Robert W. Kaylor, Associate General Counsel, Carclina Power &
Light Company, P.0. Box 1551, Raleigh, North Carolina 27602
Fer: Carolina Power & Light Company

Steve C. Griffith, Jr., Senior Vice President and General
Counsel, and W. Edward Poe, Jr., Assistant General Counsel, Duke
Power Company, P.O. Box 33189, Charlotte, North Carolina 28242
For: Duke Power Company

Edgar M. Reoach, Jr., Hunton & Williams, P.Q. Box 109, Raleigh,
North Carolina 27602
For: Virginia Electric and Power Company

Douglas M. Palais, Hunton & Williams, P.0O. Box 1535, Richmond,
Virginia 23212
For: Virginia Electric and Power Company

For the Intervenors:

William R. White and Tony C. Dalton, White and Dalton, Attorneys
at Law, P.0. Box 1589, Brevard, North Carolina 28712
For: Carrasan Power Company and California Hydro-Systems, Ine.

Wells Eddleman, 718-A Iredell Street, Durham, North Carolina
27705 :
For: Himself

Robert H. Bennink, Jr., Assistant Attorney General, North
Carolina Department of Justice, P.0. Box 629, Raleigh, North
Carollna 27511

For: The U=ing and Conduming Public

G. Clark Crampton, Staff Attorney, Legal Division, Publiec Staff
- North Carclina Utilities Commission, P.0. Box 991, Raleigh,
North Carolina 27602

For: The Using and Consuming Publie

ROBERT P. GRUBER, EXAMINER: The proceedings to which this Order relates
were had for the purpose of determining the rates, terms, and conditions upon
which Duke and the other regulated electric utility parties will be required
to purchase electriclty from certain "qualifying" generating facilities in the
manner required and contemplated by Section 210 of the Public Utilities
Regulatory Policies Act (PURPA).

The instant proceedings are only the second such proceedings held by this
Commission since Section 210 of PURPA was enacted by the Congress. The [irst
such proceedings consisted of hearings which were held in the fall and winter
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of 1980. Various Orders resulted therefrom (and from collaterally related
hearings held with respect to wheeling). Thoae earlier Orders were issued
during 1981, and are recapped hereinafter.

Section 210(a) of PURPA required the Federal Energy Regulatory Commission
{FERC), after hearing and consultation with representatives of federal and
state agencies, to prescribe and revise periodically rules which require
electric utilities to sell (on a nondiseriminatory basis) electric energy to,
and, more significantly, to purchase electric energy from, certain generating
facilities which meet certain "qualifying® criteria. Such generating
facilities fall into two broad categories. The first type of utilities
required to purchase electricity under the federal law are those defined as
fqualifylng cogeneration” facilities. Cogeneration facilities are generally
thoge which simultaneously produce two forms of useful energy, such as
electric power and steam. An example would be a furniture manufacturing plant
which not only uses process steam in its manufacturing activities, but also
uses the same steam in order to generate electricity. The dual use of such
energy has the obvious potential of producing substantial and signifileant
savings in the cost of producing electricity, and also the potential for
raducing the cost of electriecity to ratepayers if such savings can be passed
on to the ratepayers.

The second general type of generating facility from which Duke and other
regulated electric wutilities are required to purchase the electricity
generated by it are "qualifying small power production" facilities. Such, by
definition in the pertinent statutes and FERC regulations, include electric
generating facilities which use waste, biomass, or "renewable resources™ for
energy. Such "renewable resources" are specifically defined to include wind,
golar, and water energy. Such energy sources also have the obvious potential
of resulting in significantly cheaper electricity. For example, the sun’s
rays or flowing water have no cost, as contrasted with the generally
increasing costs of fossil fuels or nuelear fuel typically used by regulated
utilities in their generating plants.

Such generating facilities are qualifying facilities under Section 201 of
PURPA if they meet the requirements of Subchapter K, Part 292, Subpart B of
Chapter I, Title 18, Code of Federal Regulations. Reference to such
regulations points up that the qualifylng criteria and the procedures to
obtain "qualifying" status for a glven generating facility are relatively
simple, clear cut, and easy to apply. That aspect of this matter is not here
in issue. It is merely menticned in passing as helpful background.

As permitted by the applicable provisions of federal law (PURPA), the
Federal Energy Regulatory Commission in its wisdom, by regulation, has
delegated to state regulatory authorities, such as this Commission, the power
and duty to implement, regulate, and oversee the implementation of Section 210
of PURPA relating to purchases and sales of electrieity between and among
fqualifying” electric generating facilities within the jurisdietion of such
state regulatory authorities, on the one hand, and the electric utilities
regulated by each such state regulatory authority, on the other hand. That
delegation took place soon after the enactment of PURPA by the Congress.

Specifically, the Federal Energy Regulatory Commission (FERC), pursuant to
Title IT of the Public Utility Regulatory Policies Act of 1978 (PURPA), was
empowered to promulgate rules and regulations to implement the act provisions,
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including Section 210. The FERC promulgated such rules and regulations in the
form of the provisions of Subchapter K, Part 292, Subparts A, C, D, and F of
Chapter I, Title 18, Code of Federal Regulations. Those regulations were
amended on February 19, 1980, effective on March 20, 1980. Those regulations,
as thus amended, require each regulated electric utility to collect and make
available to its state regulatory authority on a biannual basis data from
which each regulated utility’s avoided costs may be derived. Such avoided
costs are to be essentially the basis for such state regulatory authority to
establish the rates to be paid to qualifying faeilities by such regulated
electric utilities. The FERC regulations also require generally, inter
alia, each regulated electric utility to purchase electric energy “from
qualifying facilities; to sell electric energy on a nondiscriminatory basis to
qualifying facilities (i.e., on the same basis such would be sold to any other
customer which was not a generator of electricity); teo 1interconnect with
qualifying facilities- and to supply supplementary, back-up, malntenance, and
interruptible power to qualifying facilities on a nondiscriminatory standard
basis.

It should be further noted that this Commission has a separate duty under
state law which parallels in some respects its duty to set rates for certain
types of purchase transactions which are also covered by PURPA. The North
Carolina General Assembly enacted in 1979 what has now been codified as North
Carolina G.S. 62-156. Also certain definitions used in that section were
enacted and are now ocodified as North Carolina G.S. 62-3(27a). That
legislation provides a separate state law basis, as is specifically permitted
by the FERC regulations promulgated with respect to PURPA Section 210, for
this Commission to regulate and biannually review and revise the rates, and
terms and conditions upon which the regulated electric utilities purchase
electricity from certain types of nonpublic utility generating facilities.
Essentially, .such generating facllities are hydroelectric generating
facilities having a generating capacity of under 80 megawatts. The Commission
is to "encourage" the development of such.

With the foregoing overview, it 1s now appropriate to briefly examine and
recap the proceedings which have been heretofore had before this Commission
which relate to its powers and duties imder the FERC delegation of powera and
duties to it, and under the delegation by the North Carclina General Assembly
pursuant te G.S. 62-156, in regulating the types of transactions here
involved.

This Commission’s first action with respect to implementing Section 210 of
PURPA was 1its Order dated June 3, 1980, The Commission there scheduled a two-
phase public hearing. The Phase I hearing was held on July 22, 1980, for the
purpose of defining issues and procedures involved in this Commission’s first
attempt to deal with its duties in regulating the types of transactions
involved. By Order dated September 19, 1980, the Commission directed the
electriec utilities to file direct testimony on or before December 15, 1980,
The Phase IT Public Hearing was held on January 6, 7, 8, and 26, 1981, for the
purpose of resolving the issues identified in the Phase I hearings. The
nature and extent of those Phase I and II hearings are set out in this
Commission Order issued September 21, 1981, at pp. 5-9, incorporated herein by
reference.

After the conclusion of those Phase II hearings, on March 10, 1981, the
Hearing Examiner isgsued a Recommended Order setting standard rates and terms
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and conditions for the purchase and sale of electricity between utilities and
qualifying cogenerators and small power producers. Exceptiona to that
Recommended Order were filed by Duke and Vepco. At the request of those two
utilities, the Commission granted reconsideration, and oral argument was held
in June 1981. This procedural history and the positions of Duke and Vepco at
that time are set out in detail at pages 12-16 of this Commission Order issued
September 21, 1981, in this docket, also incorporated herein by reference.

A second Recommended Order was issued on September 21, 1981, which
superseded the earlier March 10, 1981, Recommended Order. No exceptions were
filed with respect to that second Recommended Order, and it became final in
October 1981. No appeals were taken or perfected with respect to it. That
Order, inter alia, specified the avoided cost rates to be paid to qualifying
facilities and approved for each regulated utility proposed terms and
conditions of service to, and purchases from, such facilities.

Some mention should be made at this point of the eollateral matter of
vwheeling. On November 17, 1981, a hearing was held to consider the cost and
necessity of requiring utilities to provide wheeling services for qualifying
facilities. The Hearing Examiner issued a Recommended Order relating to the
wheeling matters which were there at issue on January 11, 1982. That Order,
thru oversight, did not become final until December 2, 1982, its finalization
having been postponed at the request of one or more of the involved utilities.

The hearings here involved ultimately arise out of this Commission Order of
August 27, 1982, wherein the Commission ordered a publie hearing to establish
avoided cost rates and other related matters as required by the FERC
regulations earlier cited. The Commission’s August 27, 1982, Order generally
required the regulated electric utilities in this proceeding to file with the
Commissiont (1) a set of its proposed "standard" avoided cost rates for
purchases from quallfying facilities and to do so in a format similar to that
which had been utilized by the Commission in the Appendices to the Commission
Order of September 21, 1981, referred to earlier in this Qrder; (2) a
description and information regarding the methodology and data used to
calculate its proposed "standard" avoided cost rates; and (3) any proposed
changes to the currently approved standard form contracts between qualifying
facilities and the utility.

By Order dated October 19, 1982, the Commission rescheduled the public
hearing in this proceeding for December 14, 1982,

At wvarious times prior to the December 1982 proceedings here invelved,
various parties became intervencrs. Those intervenors, fully recognized by
the Commission to be such, are; the Public Staff, the Attorney General of
North Carolina, Carrasan Power Company and California Hydro Systems, Inc., and
Wells Eddleman. By ruling of the Examiner from the Bench, Mr. Eddleman’s
intervention was limited to the Duke Power case.

The hearing in the instant matter was held in the Commission Hearing Room
in the Dobbs Building, Raleigh, MNorth Carolina, on December 14, 15, 16, and
17, 1982. The following public witnesses appeared and testified: Tom Dorais,
Steven Berkowitz, Representative John Jordan, Charles Mierek, Jane Sharp,
Daniel F. Reed, and Bill Hohlman. NWantahala presented the testimony of its
officer, Ed Tucker. Carolina Power & Light Company presented the testimony of
its employees Dr. James N. Kimball, David R. Hostetler, and Robert W.
Carney.
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Duke Power Company presented the direct testimony of its employees John N.
Freund and Joe Price. Duke presented also the rebuttal téstimony of its Viee
President Denald H. Denton, Jr.

Carrasan presented initial and additiohal direct testimony of its expert
witness Willlam Marcus.

The Publie Staff - North Carolina Utilitles Commission presented the direct
testimony of its expert withess Dr. Robert Weiss.

Wells Eddleman testified on behalf of himself, but consideration of his
testimony was limited to the Duke Power case.

Separate Orders are today being issued for Duke, CP&L, Vepco, and Nantahala
since the issues and the findings and conclusions vary between the companies.

Based upon the evidence adduced at the subject December 1982 hearings and
the entire record in this matter, the ‘Examiner now makes the following:

FINDINGS OF FACT

1. Nantahala is a public utility corporation organized and existing under
the terms of the State of North Carolina and is subject to the jurisdiction of
this Commission ineluding its Jjurisdiction with respect to all matters and
issues hére involved.

2. On November 17, 1982, HNantahala filed for approval "Schedule (G,
Cogeneration" which 1s the schedule previously approved by the Commission
updated for the latest TVR rate increase.

CONCLUSTIONS

No other party offered any testimony or argument relating to Nantahala’'s

proposed rate. The Examiner therefore concludes that the proposed

cogeneration rate "Schedule CG" should be approved as filed subject to being
updated for purchased power adjustments.

IT IS THEREFORE ORDERED that Nantahala Schedule CG is approved as filed.
ISSUED BY ORDER QF THE COMMISSION.
This the 1st day of April 1983.
NORTH CAROLINA UTILITIES COMMISSION
(SEAL) Sharon Credle Miller, Deputy Clerk
DOCKET NO. E-100, SUB 41
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of

Determination of Rates for Purchase and Sale of ) RECOMMENDED ORDER
Electricity Between Electric Utilities and Qualifying ) RELATING TO VIRGINIA
Cogenerators or Small Power Producers ) ELECTRIC AND POWER

) COMPANY
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The Commission Hearing Room, Dobbs Building, 430 North Salisbury
Street, Raleigh, North Carolina, on December 14-17, 1982

Robert Gruber, Hearing Examiner

For the Respondents:

John Bode, Bode, Bode & Call, Attorneys at Law, P.0. Box 391,
Raleigh, North Carolina 27602
For:; Carolina Power & Light Company

Robert W. Kaylor, Associate General Counsel, Carolina Power &
Light Company, P.0. Box 1551, Raleigh, North Carolina 27602
For: Carolina Power & Light Company

Steve C. Griffith, Jr., Senior Vice President and General
Counsel, and W. Edward Poe, Jr., Assistant General Counsel, Duke
Power Company, P.0. Box 33189, Charlotte, North Carolina 28242
For: Duke Power Company

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

Douglas M. Palais, Hunton & Williams, P.0. Box 1535, Richmond,
Virginia 23212
For: Virginia Electric and Power Company

For the Intervenors:

ROBERT P.

William R. White and Tony C. Dalton, White and Dalton, Attorneys
at Law, P.0. Box 1589, Brevard, North Carolina 28712
For: Carrasan Power Company and California Hydro-Systems, Inc.

Wells Eddleman, T718-A Iredell Street, Durham, North Carolina
27705
For: Himself

Robert H. Bennink, Jr., Assistant Attorney General, North
Carolina Department of Justice, P.0. Box 629, Raleigh, North
Carolina 27511

For: The Using and Consuming Public

G. Clark Crampton, Staff Attorney, Legal Division, Public Staff
- North Carolina Utilities Commission, P.0. Box 991, Raleigh,
North Carolina 27602

For: The Using and Consuming Publie

GRUBER, EXAMINER: The proceedings to which this Order relates

were had for the purpose of determining the rates, terms, and conditions upon
which Duke and the other regulated electric utility parties will be required
to purchase electricity from certain "qualifying" generating facilities in the
manner required and contemplated by Section 210 of the Public Utilities
Regulatory Policies Act (PURPA).
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The instant proceedings are only the second such proceedings held by this
Commission since Section 210 of PURPA was enacted by the Congress. The first
such proceedings consisted of hearings which were held in the fall and winter
of 1980. Various Orders resulted therefrom (and from collaterally related
hearings held with respect to wheeling). Those earlier Orders were issued
during 1981, and are recapped hereinafter., ¢

Section 210(a) of PURPA required the Fedéral Energy Regulatory Commission
(FERC), after hearing and consultation with representatives of federal and
state agencies, to prescribe and revise perlodically rules which require
electric utilities to sell (on a nondiseriminatory basis) electric energy to,
and, more gignificantly, to purchase electric energy from, certain generating
facilities which meet certain r"qualifying" criteria. Such generating
facilities fall into two broad categories. The first type of utilities
required to purchase electricity under the federal law are those defined as
"qualifying cogeneration® facilities. Cogeneration facilities are generally
those which simultaneously produce two forms of useful energy, such as
electric power and steam. An example would be a furniture manufacturing plant
which not only uses process steam in its manufacturing activities, but also
uses the same steam in order to generate electricity. The dual use of such
energy has the obvious potential of producing substantial and significant
savings in the cost of producing electricity, and also the potential for
reducing the cost of electricity to ratepayers if such savings can be passed
on to the ratepayers.

The second general type of generating facility from which Duke and other
regulated electrie utilities are required to purchase the electricity
generated by it are "qualifying small power production® faecilities. Such, by
def‘i:}ition in the pertinent statutes and FERC regulations, include electric
generating faeilities which use waste, biomass, or "renewable resources" for
energy. Such "renewable resources" are specifically defined to include wind,
solar, and water energy. Such energy sources also have the obvious potential
of resulting in significantly cheaper electricity. For example, the sun’s
rays or flowing water havé no cost, as contrasted with the generally
inereasing costs of fessil fuels or nuclear fuel typically used by regulated
utilities in their generating plants.

Such generating facilities are qualifying facilities under Section 201 of
PURPA if they meet the requirements of Subchapter K, Part 292, Subpart B of
Chapter I, Title 18, Code of Federal Regulations. Reference to such
regulations points up that the qualifying criteria and the procedures to
obtain "qualifying" status for a given generating facility are relatively
simple, clear cut, and easy to apply. That aspect of this matter is not here
in issue. It 1s merely mentioned in passing as helpful background.

As permitted by the applicable provisiona of federal law (PURPA), the
Federal Energy Regulatory Commission in 1its wisdom, by regulation, has
delegated to state regulatory authorities, such as this Commission, the powep
and duty to implement, regulate, and oversee the implementation of Section 210
of PURPA relating to purchases and sales of electricity between and among
"qualifying" electric generating facilities within the Jjurisdiction of suth
state regulatory authorities, on the one hand, and the electric utilities
regulated by each such state regulatory authority, on the other hand. That
delegation took place soon after the enactment of PURPA by the Congress.
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Specifically, the Federal Energy Regulatory Commission (FERC), pursuant to
Title II of the Public Utility Regulatory Policies Act of 1978 (PURPA), was
empowered to promulgate rules and regulations to implement the aet provisions,
ineluding Section 210. The FERC promulgated such rules and regulations in the
form of the provisions of Subchapter K, Part 292, Subparts A, G, Dy and F of
Chapter I, Title 18, Code of Federal Regulations. Those regulations were
amended on February 19, 1980, effective on March 20, 1980. Those regulations,
as thus amended, require each regulated electric utility to collect and make
available to its state regulatory authority on a biannual basis data from
which each regulated utility’s avoided costs may be derived. Such avoided
costs are to be essentially the basis for such state regulatory authority to
establish the rates to be paid to qualifying facilities by such regulated
electric utilities. The FERC regulations also require generally, inter
alia, each regulated electric utility to purchase electric energy from
qualifying facilities; to sell electric energy on a nondiscriminatory basis to
qualifying facilities (i.e., on the =ame basis such would be scld to any other
customer which was not a generator of electricity); %o interconnect with
qualifying facilities; and to supply supplementary, back-up, maintenance, and
interruptible power to qualifying facilities on a nondiscriminatory standard
basis.

It snould be further noted that this Commission has a separate duty under
state law which parallels in scme respects its duty to set rates for certain
types of purchase transactions which are also covered by PURPA. The North
Carolina General Assembly enacted in 1979 what has now been codified as North
Carolina G.3. 62-156. Also certain definitions used in that section were
enacted and are now codified as MNorth Carolina G.S. 62-3(27a). That
legislation provides a separate state law basis, as is specifically permitted
by the FERC regulations promulgated with respect to PURPA Section 210, for
this Commission to regulate and biannually review and revise the rates, and
terms and conditions upon which the regulated electric utilities purchase
electricity from certain types of nonpublic utility generating facilities.
Essentially, such generating facillities are hydroelectric generating
facilities having a generating capacity of under 80 megawatts. The Commission
is to "encourage® the develcopment of such.

With the foregoing overview, it 1s now appropriate to briefly examine and
recap the proceedings which have been heretofore had before this Commission
which relate to its powers and duties under the FERC delegation of powers and
duties to it, and under the delegation by the North Carolina General Assembly
pursuant to G.3. 62-156, in regulating the types of transactions here
involved.

This Commissjion’s first action with respect to implementing Section 210 of
PURPA was its Order dated June 3, 1980. The Commission. there scheduled a two-
phase public hearing. The Phase I hearing was held on July 22, 1980, for the
purpose of defining issues and procedures involved in this Commission’s first
attempt to deal with its duties in regulating the types of transactions
involved. By Order dated September 19, 1980, the Commission directed the
electrie utilities to file direct testimony on or before December 15, 1980.
The Phase II Public Hearing was held on January 6, 7, 8, and 26, 1981, for the
purpose of resolving the iasues identified in the Phase I hearings. The
nature and extent of those Phase I and YI hearings are set out in this
Commission Order issued September 21, 1981, at pp. 5-9, incorporated herein by
reference.
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After the conclusion of those Phase II hearings, on March 10, 1981, the
Hearing Examiner issued a Recommended Order setting standard rates and terms
and conditions for the purchase and sale of electricity between utilities and
qualifying cogenerators and small power producers. Exceptions to that
Recommended Order were filed by Duke and Vepco. At the request of those two
utilities, the Commissicn granted reconsideration, and oral argument was held
in June 1981. This procedural history and the positions of Duke and Vepco at
that time are set out in detall at pages 12-16 of this Commission Order issued
September 21, 1981, in this docket, also incorporated herein by reference.

A second Recommended Order was issued on September 21, 1981, which
superseded the earlier Mareh 10, 1981, Recommended Order. No exceptions were
filed with respect to that =second Recommended Order, and it became final in
Qctober 1981, No appeals were taken or perfected with respect to it. That
Order, inter alia, specified the avoided cost rates to be paid to qualifying
facilities and approved for each regulated utility proposed terms and
conditions of service to, and purchases from, such facilities.

Some mention should be made at this point of the collateral matter of
wheeling. On November 17, 1981, a hearing was held to consider the cost and
necessity of requiring utilities to provide wheeling services for qualifying
facilities. The Hearing Examiner issued a Recommended Order relating to the
vwheeling matters which were there at issue on January 11, 1982. That Order,
thru oversight, did not become final until PDecember 2, 1982, its finalization
having been postponed at the request of one or more of the involved utilities.

The hearings here involved ultimately arise out .of this Commission Order of
August 27, 1982, wherein the Commission ordered a public hearing to establish
avoided cost rates and other related matters ag required by the FERC
regulatjons earlier cited. The Commission’s August 27, 1982, Order generally
required the regulated electric utilities in this proceeding to file with the
Commission: {1) a set of its proposed "standard" avoided cost rates for
purchases from qualifying facilities and to do so in a format similar to that
which had been utilized by the Commission in the Appendices to the Commission
Order of September 21, 1981, referred to earlier in this Order; (2) a
desecription and information regarding the methodology and data used to
calculate its proposed Pgtandard" avoided cost rates: and (3) any proposed
changes to the currently approved standard form contracts between qualifying
facilities and the utility.

By Order dated October 19, 1982, the Commission rescheduled the public
hearing in this proceeding for December 14, 1982,

At wvarious times prior to the December 1982 proceedings here involved,
various parties became intervencra. Thgse intervenors, fully recognized by
the Commission to be such, are: the Public Staff, the Attorney General of
North Carolina, Carrasan Power Company and California Hydro Systems, Inc., and
Wells Eddleman. By ruling of the Examiner from the Bench, Mr. Eddleman’s
intervention was limited to the Duke Power cage. -

The hearing in the instant matter was held in the Commission Hearing Room
in the Dobbs Building, Raleigh, North Carolina, on December 14, 15, 16, and
17, 1982. The following public witnesses appeared and testified: Tom Dorais,
Steven Berkewitz, Representative John Jordan, Charles Mierek, Jane Sharp,
Daniel F. Reed, and Bill Hohlman. Yantahala presented the testimony of its
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officer, Ed Tucker. Carolina Power & Light Company presented the testimony of
its employees Dr. James N. Kimball, David R. Hostetler, and Robert W.
Carney.

Duke Power Company presented the direct testimony of its employees John N.
Freund and Joe Price. Duke presented also the rebuttal testimony of its Vice
President Donald H. Denton, Jr.

Carrasan presented initial and additional direct testimony of its expert
witness William Marcus.

The Public Staff - North Carolina Utilities Commission presented the direct
testimony of its expert witness Dr. Robert Weiss.

Wells Eddleman testified on behalf of himself, but consideration of his
testimony was limited to the Duke Power case.

Separate Orders are today being issued for Duke, CP&L, Vepco, and Nantahala
since the issues and the findings and conclusions vary between the companies.

Based upon the evidence adduced at the subject December 1982 hearings and
the entire record in this matter, the Examiner now makes the following

FINDINGS OF FACT

1. Virginia Electric and Power Company is a public utility corporation
organized and existing under the laws of the State of Virginia and authorized
to transact business in the State of North Carolina and is subject
to the jurisdiction of this Commission including its jurisdietion with respect
to all matters and issues here involved.

2. Vepco’s projections of avoided energy costs and avoided capacity costs
are reasonable and accurate.

3. The energy and capacity rates contained in Vepco“s proposed Schedule 19
reflect Vepco’s avoided costs and are appropriate to encourage the development
of cogeneration and small power production in Vepco’s North Carolina service
territory. Schedule 19 is approved as filed.

4, Vepco’s long-term levelized five-, 10-, and 15-year rates, which are
limited in applicability to small scale hydroelectric facilities as defined in
G.S. 62-156, are just and reasonable.

5. Vepco should continue to study the possible implementation in the
future of a method of payment for energy supplied by qualifying facilities
based on actual avoided costs.

6. Vepco’s standard form contracts for qualifying facilities are
reasonable and are approved.

7. The waiver of payment of capacity credits for facilities on which
construction began before November 9, 1978, is apropriate unless the operator
of such facility demonstrates the financial need for the payment of capacity
credits to continue the operation of such facility and to continue the
benefits from such facility over the foreseeable future.
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EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 1

The evidence supporting this finding of fact is contained in prior
Commission Orders in this docket of which the Commission takes notice. This
finding is essentially informational, procedural, and jurisdietional in nature
and the matters which it involves are essentially uncontested.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 2

The evidence for this finding of fact can be found in the testimony of Dr.
Jamez N. Kimball and Vepco Revised Exhibit DRH-1, Schedule 3. Dr. Kimball
testified as to both the total marginal costs of energy and capacity and the
components of such costs. Dr. Kimball’s marginal energy costs were derived by
use of a production cost computer model known as PROMOD. Using the results of
PROMOD, Dr. Kimball calculated an avoided energy cost of 3.88¢/%Wh off-peak.
These marginal energy costs are lower than those previously submitted by Vepco
in this proceeding on December 15, 1980, due to changes in forecasted load
levels, planned unit conversions from oil to coal, expected unit capacity
factors, expected levels of cogeneration, and forecasted fuel prices.

In addition, Pr. Kimball ecalculated levelized marginal energy costs to be
used for small-scale hydroelectrie facilities pursuant to G.S3. 62-156. Dr.
Kimball’s five-year costs are 5.23¢/kWh on-peak and 3.53¢/kWh off-peak. For
10 years, the costs are 6.16¢/kWh on-peak and #.38¢/kWh off-peak. On
January 14, 1983, pursuant to a request by the Public Staff, Vepco filed a
late~filed exhibit (Vepco Revised Exhibit DRH-1, Schedule 3) that included
15-year levelized energy and capacity rates for hydroelectrie facilities. The
15-year energy rates for small-scale hydroelectic facilitiea are T.10¢/kWh
on-peak and 5.15¢/kWh off-peak. The 15-year capacity rate is 2.511¢/kWh
on-peak.

Dr. Kimball’s calculation of avoided capacity costs included the marginal
cost of generation and excluded costs associated with transmission and
distribution. In accordance with the methodology previously approved by the
Commission in this proceeding, Dr. Kimball caleculated an annual avoided
capacity cost of $40.21 per kilowatt for contracts for less than five years.
For contracts five years or longer, Dr. Kimball calculated avoided capacity
costs at the annual rate of $62.74 per kilowatt. Dr. Kimball’s avoided
capacity caleulations do not take into account Vepco’s recent cancellation of
the construction of North Annma Unit 3. Dr. Kimball testified that the Company
intends to rerun its analyses as soon as practicable in order to determine any
potential changes in capacity and or energy costs as a result of the
cancellation, There has been no showing that the capacity or energy costs
calculated by Dr. Kimball will change significantly because of the
cancellation of North Anna Unit 3. The Examiner accepts the costs and
methodology used by Dr. Kimball, but asks that Vepco in the next phase of this
proceeding take into account the effects, if any, on avoided costs resulting
from the cancellation of North Anna Unit 3.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 3

The evidence for this finding of fact can be found in the testimony of
David R. Hestetler, Manager - Rates of Vepco, and the Final Order of
January 11, 1983, of the State Corporation Commission of Virginia in Case No.
PUESQ0102, of which this Commission takes judicial notice. Witness Hostetler
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testified as to the applicability of Schedule 19 - Power Purchases from
Cogeneration and Small Power Production Qualifying Facilities. %Yhis schedule,
which is attached as Appendix A, is hereby approved by the Commission.
Schedule 19 is applicable to all "new" qualifying facillities and to "old"
qualifying facllities with a design capacity of 100 kilowatts or less. Under
this tariff Vepco proposes to pay variable annual energy rates and, where
appropriate, capacity payments to qualifying facilities.

The rates contained in Schedule 19 are based on the marginal costs
caleulated by Dr. Kimball. Witness Hostetler testified that Vepco proposes to
evaluate the energy payments in Schedule 19 each year in conjunction with
Vepco’s annual fusl factor proceeding before the State Corporation Commission
of Virginia and update those payments accordingly. In addition, witness
Hostetler testified that Vepco proposes to update capacity payments every two
years in conjunction with the revision of those payments in Vepco’s Virginia
service territory.

The Commission conciudes in its Order of September 21, 1981, that:

"The standard rates paid by Vepco to qualifying facilities [in North
Carolina] should be annual rates only and should be reasonably
identical to those filed by the Company in Virginia.t®

Vepeo’s Schedule 19 filed in Virginia was approved by the State Corporation
Commission of Virginia on Januwary 11, 1983. The substantive provisionsz of
Schedule 19 filed herein are identical to those contained in Schedule 19 as
approved in Virginia. The rates for Schedule 19 submitted in this proceeding
are based on more recent avoided cost projections utilizing the same
methodology as approved by the Virginia Commission. The Examiner finds it
reasonable that Schedule 19 as filed herein be approved.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 4

The eovidence for this finding of fact 1s found in the testimony of Dr.
Kimball and witness Hostetler and in the Commission Order of September 21,
1981. Dr. Kimball and witness Hostetler testified concerning Vepco’s lack of
15-year avolded cost data and the potential problems associated with any
long-term projections. Witness Hostetler presented in his direct testimony
and exhibits levelized five- and 10-year rates applicable to small-scale
hydroelectric facilities pursuant to G.S. 62-156, Witness Hostetler
subsequently revised his exhibit to include 15-year levelized rates that were
extrapelated from his five- and 10-~year levelized rates.

Witness Hostetler testified that due to the large quantities of
cogeneration and small power production in Vepco’s North Carclina service
territory, long-term levelized rates for other than hydroelectric facilities
would have a severely detrimental impact on the Company’s North Carolina
ratepayers. Due to these circumstances, the Commisaion declined to set such
rates for Vepco 1n its Order of September 21, 1981, In its Order of
September 21, 1981, the Commission stated:

"The Commission concludes that long-term standard rate options are
not appropriate for Nantahala or Vepco at this time...Vepco has a
small service area iIn North Carolina and the additional costs of
long-term credits above short-term contract could as much as double
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the current rates. The Commission does not preclude, however, the
negotlation of limited long-term rates by these utilities if such
contracts are not detrimental to the welfare of their North Carolina
conaumers."

The record in the current phase of this proceeding reveals that the
relevant circumstances for Vepco have not changed since September 21, 1981.
Consequently, the Commission continues to decline to set long-term levelized
rates for Vepco, except with respect to small-scale hydroelectric qualifying
facilities. G.S.62-156 provides that the Commission should encourage
long=-term contracts for small-scale hydroelectric facilities. The Examiner
approves the five-, 10-, and 15-year long-term rabtes offered by witness
Hostetler to be applicable for small-scale hydroelectriec facilities only.
These rates are set forth iIn Schedule 19H, attached hereto as Appendix B.
Schedule 19H is hereby approved.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 5

The evidence for this finding is found in the testimony of Dr. Kimball and
witness Hostetler, in FERC Order No. 69 and in the Commission’s prior Qrders
in this docket. The Commission, in its September 21, 1981, Order stated:

".,.. It was suggested by Dr. Weiss, the witness for the Public
Staff, that qualifying facilitiesz have the option of being paid
according to actual avoided energy costs...[This approach] would
provide a means of giving qualifying facilities the hilghest payments
during the times when the coats of the utilities would be highest...
The Commission concludes, however, that the demand for such a rate
has not been shown to be great enough to require the setting up of
its costly administrative procedure at this time... However, the
Commission also concludes that the utilities and qualifying
facllitlies should be allowed to contract for an after-the-fact rate
based cu the actual costs avolded as a result of the qualifying
faecllity operatien. In that case, however, such contracting
qualifying facility should pay the costs of administering the data
gathering process which would determine such rates.t

Dr. Kimball testifled that Vepco i3 currently studying the possibility of
develeping a computer program that will record on an hourly basis the
actual cost of marginal energy for the Vepco system. Witness Hostetler
testified that after the program has been reviewed and if 1t is found to be
acourate, Vepco plans to ask the Commission to allow it to pay qualifying
facilities for current energy costs on the basis of that approach. Payment
based on actua) avolded costs is a method approved by the FERC in Order
No. 69. The Examiner encourages Vepco to continue to investigate suitable
methodologies to allow payments for energy based on actual avoided costs.
However, the Commission cannot rule on the validity of such a methodology
until a detailed proposal is made by Vepeco.

EVIDENCE AND ‘CONCLUSIONS FOR FINDING OF FACT NO. 6

The evidence supporting this finding is found in the testimeny of Robert
W. Carney, 3Supervigor - Cogeneration and Support Services for Vepco. Witness
Carney testified regarding Vepco’s activities in negotiating with potential
qualifying cogeneration and small power production facilities. Witness Carney
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testified that Vepco has entered into agreements with cogeneration facilities
in Vepco’s Virginia service territory with a combined generation of
approximately 65 megawatts, with two hydroelectric facilities with a combined
capacity of 700 killowatts and with a two-kilowatt wind generator in North
Carolina. Witnes Carney testified that this new capacity is in addition to
some U450 megawatts (approximately 150 megawatts of which is in North Carolina)
of customer-owned generation that has operated in parallel with the Vepeo
system for several years. Vepco expects two additional qualifying facilities
with a capacity of 2l megawatts to come into service during the first quarter
of 1983. Finally, witness Carney testified that Vepco is in the process of
ongoing negotiations with several other potential qualifying facilities with a
total capacity of approximately B0 megawatts.

Mr. Carney testified that Vepco has changed its standard form power
purchase agreements to be used for qualifying facilities in order to reflect
its experience in negotiating with such facilities in the last two years.
Witness Carney presented two different contractual documents to be used for
qualifying facilities. One contract (Vepco Exhibit RWC-1, Schedule 1) applies
to qualifying facilities that do not exceed 1,000 kilowatts (1 megawatt) in
design capacity. The other contract (Vepco Exhibit RWC-1, Schedule 2) is more
detailed and is applicable to facilities with a design capacity in excess of
1,000 kilowatts. Witness Carney testified that the larger qualifying
facilities desired the lengthier, more detailed contract form in order to
accommodate the more complicated interconnection and other problems associated
with purchases and sales to and from these facilities and Vepco. The
Commission finds the standard form contracts proposed by Vepco to be
acceptable. The Commission recognizes that actual contractual agreements may
vary in some respects, due to individual needs and characteristics of
qualifying facilities.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 7

The evidence for this finding can be found in the testimony of witness
Hostetler, FERC Order No. 69, and the Commission’s September 21, 1981, Order
in this docket. In his testimony, witness Hostetler noted that the
Commission, in its Order of September 21, 1981, concluded that standard rates
should apply only to existing qualifying facilities with a design capacity of
100 kilowatts or less and to all new qualifying facilities. The Commission,
consistent with FERC Order No. 69, concluded that old qualifying facilities
are not entitled to capacity payments unless they demonstrate a need for such
payments in order to remain viable.

The Examiner concludes that "old" qualifying facilities are not entitled to
capacity payments in the absence of an affirmative showing of need. There is
no evidence in the record to support a departure by the Commission from this
finding. The Commission will accordingly continue to differentiate between
"new" and "old" capacity as described in its Order of September 21, 1981.

IT IS, THEREFORE, ORDERED as follows:

1. Vepco shall offer through proposed Schedule 19 the avoided cost rates
proposed by it in this proceeding. Schedule 19 is hereby approved.

2. Vepco’s Schedule 19H, which contains five-, 10-, and 15-year levelized
rates, and which is applieable only to small scale hydroelectric facilities
pursuant to G.S. 62-156, is hereby approved.
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3. Vepco’'s standard form power purchase agreements were uncontested and
are hereby approved.

ISSUED BY ORDER OF THE COMMISSION.
This the 1st day of April 1983.
NORTH CAROLINA UTILITIES COMMISSION
(SEAL) ' Sharon Credle Miller, Deputy Clerk
DOCKET NO. E-100, SUB i1
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of

Determination of Rates for Purchase and Sale of ) ORDER OVERRULING

Electricity Between Electric Utilities and Qualifying ) EXCEPTIONS, AFFIRMING

Cogenerators or Small Power Producers and Rulemaking ) RECOMMENDED ORDERS,

Concerning Conditions and Requirements for Such ) AND AMENDING OQRDER

Services . ) RELATING TO DUKE POWER
) COMPANY

BY THE COMMISSION: On April 1, 1983, Hearing Examiner Robert P. Gruber
issued separate Recommended Orders in this docket relating tc Carolina Power &
Light Company, Duke Power Company, Virginia Electric and Power Company, and
Nantahala Power and Light Company.

On April 15, 1983, Charles B. Mierek filed eXceptions to the Recommended
Orders relating to Duke Power Company and Carolina Power & Light Company.

On April 18, 1983, Wells Eddleman filed exceptions teo the four Recommended
Orders issued April 1, 1983, in this docket.

Oon April 19, 1983, Carolina Power & Light Company filed responses to the
exceptions to the Recommended Order relating to Carolina Power & Light Company
which were filed on behalf of Mr. Mierek and Mr. Eddleman. With respect to
Mr. Mierek, Carolina Power & Light alleged that Mr. Mierek was not a party to
this proceeding and has no standing to file exceptions to the Recommended
Order. With respect to Mr. Eddleman, Carolina Power & Light Company stated
that Mr. Eddleman was not an intervenor or party with respect to Carollna
Power & Light Company and has no standing te file exceptions to the
Recommended Order relating to Carolina Power & Light Company. Carolina
Power & Light Company asked that the Commission dismiss the exceptions
relating to Carolina Power ‘& Light Company which were filed by Mr. Mierek and
Mr. Eddleman.

On May 2, 1983, the Commigsion isaued an Order scheduling the exceptions of
Mr. Eddleman and Mr. Mierek, and the response of Carolina Power & Light
Company thereto for oral argument before the full Commission on May 13, 1983.

On May 9, 1983, Charles B. Mierek filed a response to the response of
Carcolina Power & Light Company stating that he was granted intervenor status
in a North Carolina Utilities Commission Order Allowing Intervention dated
July 22, 1982.
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The exceptions and pesponses came on for oral argument as scheduled on
May 13, 1983. The parties were present and made oral argument With respect to
the exceptions.

Upon consideration of the exceptions, the oral argument of the parties, the
Recormended Orders of April 1, 1983, and the entire record in this docket, the
Commission is of the opinion and so concludes that except as hereinafter set
forth the exceptions to the Recommended Orders should be overruled and that
the Recommended Orders of Hearing Examiner Gruber issued April 1, 1983, should
be affirmed and adopted as the final orders of the Commission. In =o
deciding, the Commission finds and concludes that all the findings and
conclusions and ordering paragraphs contained in the Recommended Orders are
fully supported by the records. )

With respect to the Recommended Order relating to Duke Power Company, the

Commission makes the following amendment to page 5 of Appendix A relating to
the 15-year, fixed, long-term rates by substituting the folling rates:

Energy Credits

Peak lWh 4.82¢ per kWh

Off-peak kWh 2.97¢ per kWh
Capacity Credits

Peak kWh - peak months 1.83%3%¢ per kwh

Peak kWh - off-peak months " 1.10%%¢ per kWh

##3pplies to contracts of 11 yeara or longer.

In 30 deciding the Commission estimates that the 15-year rates granted in the
Recommended Order for purchases by Duke from qualifying facilities are
approximately 5.28¢ per kWh on a composite basis, whereas the rates in effect
prior to the Recommended Order were approximately 5.31¢ per kWn. Although
various adjustments to the rates were made by the Hearing Examiner based on
testimony and evidence from many sources, the Commission recognizes that such
rates are still an imperfect reflection at best of the aveided costs, and that
quantifying the actual avoided costs is an imprecise exercise involving a
great deal of judgment. The Commission is of the opinion that a decrease in
overall rates from™ the 5.31¢ per kWh previously approved to 5.284 per kWh
would not be desirable from the standpoint of encouraging more cogeneration
activity, particularly when such decrease 1s based on premises over which
there is so0 1little agreement. The ‘Commissiocn therefore concludes that the
15-year rates should remain at 5.31¢ per kiWh on a composite basis; and that
the largest component in said composite rates, the energy credits, should be
ad justed in order to achieve the 5.31¢ per kwh.

The Commission also calls attention to the exceptions of Mr. Eddleman
relating to the ruling of Examiner Gruber which 1limits Mr. Eddleman’s
intervention in this docket to Duke Power Company and denying Mr. Eddleman’s
intervention and participation in the CP&L portion of the docket. The
Commission has carefully considered these exceptions and the ruling of
Mr. Gruber. The Commission is of the opinion that Examiner Gruber properly
acted within his discretion as Hearing Examiner by limiting the participation
of Mr. Eddleman in this decket to the portion relating to Duke Power Company.
The record discloses that Mr. Eddleman was a customer of Dulkte Power Company
and was allowed participation with respect to Duke Power Company, including
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the opportunity to cross-examine Duke’s witnesses. Mr. Eddleman was not a
customer of CP&L, and the Examiner properly ruled that Mr. Eddleman’s status
as a shareholder in CP&L would not authorize his intervention and
participation in the CP&L portion of the case.

IT IS, THEREFORE, ORDERED as follows:

1. That each of the exceptions filed by Wells Eddleman on April 18, 1983,
and Charles B. Mierek on April 15, 1983, to the Recommended Orders issued in
this docket on April 1, 1983, be and the same are hereby denied.

2. That the Recommended Orders issued in this docket on April 1, 1983, by
Hearing Examiner Gruber be, and the same hereby are, affirmed and adopted as
the final orders of the commission except as in the paragraph 3 below.

3. That with respect to the Recommended Order relating to Duke Power
Company, the Cormission makes the following amendment to page 5 of Appendix A
relating to the 15-year, fixed, long-term rates by substituting the following
rates:

Energy Credits

Peak kifh 4,82¢ per kwh

0ff-peak kWh 2.97¢ per kiWh
Capacity Credits

Peak kWh - peak months 1.83%%4 per kiWn

Peak kWwh - off-peak months 1. 10%%¢ per kih

ISSUED BY ORDER OF THE COMMISSION.
This the 3rd day of June 1983,
NORTH CAROLINA UTILITIES COMMISSION
{SEAL) Sandra J. Webster, Chief Clerk

DOCKET NQO. E-100, SUB 41
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of

ORDER REGARDING
APPLICATION REQUIREMENTS
AND PROCEDURES FOR
QUALIFYING COGENERATORS
AND SMALL POWER PRODUCERS

Determination of Rates for Purchase and Sale
of Electrieity Between Electric Utilities and
Qualifying Cogenerators or Small Power Producers

L R P ]

BY THE COMMISSION: G. 8. 62-110.1(a) provides, in pertinent part, as
follows:

"[#Jo publie utility or other person shall begin the construction of
any steam, water, or other facility for the generation of electricity
to be directly or indirectly used for the furnishing of public utility
service, even though the facllity be for furnishing the service
already being rendered, without first obtalning from the Commission a
certificate that public convenience and necessity requires, or will
require, such construction.
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In order to insure that potential cogenerators and small power producers in
North Carolina are made aware of the certification requirements of this
statute, the Commission issued an Order on August 17, 1983, requiring that
each regulated electric utility in the State give notice of the statutory
requirements to each potential cogenerator and small power producer that
contacts the utility regarding the possible sale of electricity to the
utility.

The Commission encourages the development of cogeneration and small power
producer projects in the interest of facilitating the regulated electric
utilities” load management programs and the conservation of the nation’s
natural resources. Therefore, the Commission has determined that it would be
appropriate to enter a further Order establishing and clarifying the
application requirements of G. S. 62-110.1(a) as it relates to cogenerators
and small power producers and the procedures that the Commission will follow
in order to process such applications in an expeditious manner.

The Commission has concluded that an application for a certificate of
public convenience and necessity for the construction of a facility for the
generation of electricity under G. S. 62-110.1(a) by a qualifying cogenerator
or small power producer should include, but not be limited to, allegations of
the following nature:

1. The correct name and business address of the applicant.

2. Whether the applicant is an individual, a partnership, or a
corporation and, if a partnership, the name and business address of
each general partner and, if a corporation, the state and date of
incorporation and the name and business address of an individual
authorized to act as corporate agent for the purpose of the
application.

3. The site and nature of the generating facility, including the
geographic location, the ownership of the site (if other than by the
applicant), the source of power, a brief description of the buildings
and equipment comprising the generating facility, and the expected
generation capacity of the faecility.

4, The projected cost of the project.
5. The projected date of project completion and operation.

6. The applicant’s plans for sale and distribution of the electricity
generated.

T. The federal and state permits and exemptions that are required for
the project and whether they have been obtained or applied for.

The application should be verified by the applicant or by an individual
authorized to act on behalf of the applicant for purposes of the application
and may be accompanied by such supporting exhibits as the applicant choses to
provide.

The Commission has determined that, in the interest of expediting the
processing of such an application while still observing the requirements
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imposed upon the Commission by the General Assembly, the procedures set forth
in G.S. 62-82{a) should be observed. More specifically, such an application
will be processed in the following mannsr:

1.

Upon the filing of .an application appearing to meet the

requirements set forth above, the Commission shall promptly issue an
Order requiring the applicant to publish a notice (which will be
provided along with the Order) once a week for four successive weeks
in a daily newspaper of general circulation in the county where the
generating facility is proposed to be constructed and, if the
generating facllity is a hydroelectric facility, mail a copy of the
notice to the Dam Safety Administrator, Land Quality Section, Division
of Land Rescurces, Department of Natural Resources and Community
Development, P. 0. Box 27687, Raleigh, North Carolina 27611.

2. The applicant shall be responsible for filing with the Commission
(a) an affidavit of publication (which can be obtained from the
newspaper in which the notice is printed) and (b), if the generating
facility is a hydroelectric facility, a certificate of service which
shall slmply state that the notice has been malled to the Dam Safety
Administrator and shall be signed and verified by the applicant or its
agent.

3. If no complaint is received within ten days after the last date of
publication of the notice and the affidavit of publication and
certificate of service (if required) have by that time been filed with
the Commission, the Commission shall promptly enter an Order awarding
the certificate.

4, If a complaint is received within ten days after the last date of
publication of the notice, the Commission shall promptly schedule a
public hearing on the application and shall give reasonable notice of
the time and place thereof to the appllicant apd to each complaining
party. Such a hearing shall be held as soon as reasonably possible,
and the procedure for rendering a decision pursuant to the hearing
shall be given priority over all other cases on the Commission’s
calendar of hearings and decisions, except rate cases.

5. If time is of the essence, the Commission may, upon the applicant’s
request, schedule a hearing by the Order requiring public notice of
the application. A hearing so scheduled may be cancelled if no
complaints are received within ten days after the last date of
publication of the notice, and the notice shall so specify.

6.

If time is of the esssence, the applicant may request temporary

operating authority either before or at the time the application is
filed.

IT IS, THEREFORE, ORDERED as follows:

1. That the requirements and procedures ocutlined herein be observed by the
Commission.

2.

That each regulated electric utility subject to this Order be, and

hereby 1is, required to advise each potential cogenerator and small power
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producer which contacts the utility regarding the possible sale of electricity
to the utility of the substance of the application requirements and procedures
provided herein at the same time as the notice required by Commission Order of
August 17, 1983, in this docket: Notice of the present requirements and
procedures shall be in clear and simple terms and shall state that the
Commission encourages the development of cogeneration and small power
producer projects and has established these guidelines in order to eclarify and
expedite the application process required by statute.

3. That each regulated electric utility subject to the requirements of
this Order shall file with the Commission within one month after the date of
this Order a copy of the written notice to be utilized by the company in
conformity with decretal paragraph number 2 above.

ISSUED BY ORDER OF THE COMMISSION.
This the 7th day of Qctober 1983.
NORTH CAROLINA UTILITIES COMMISSION
(SEAL) Sharon Credle Miller, Deputy Clerk

DOCKET NO. E-100, SUB 46
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of
) ORDER ADOPTING UPDATED
Investigation, Analysis and Estimation of Future ) FORECAST AND PLAN FOR
Growth in the Use of Electricity and the Need for ) MEETING LONG-~RANGE NEEDS
Future Generating Capacity for North Carolina ) FOR ELECTRLIC GENERATION
) FACILITIES IN NORTH
) ) CAROLINA - 1982/1983

HEARD IN: Commission Hearing Room, Dobbs Building, 430 North Salisbury Street,
Raleigh, North Carolina, on March 15-17 and on March 23, 1983

BEFORE: Commissioner BSarah Lindsay Tate, Preslding, Chairman Koger,
Commissioners Edward B. Hipp, John W. Winters, Leigh H. Hammond,
A. Hartwell Campbell, and Douglas P. Leary (Commissioner Winters did
not partiecipate in this decision)

APPEARANCES:

For Duke Power Company:
George W. Ferguson, Jr., and William Larry Porter, Duke Power
Compahy, Post Office Box 33189, Charlotte, North Carolina 28242

For Carolina Power & Light Company:
Robert W. Kaylor and H. Hill Carrcow, Carclina Power & Light Company,
Post Office Box 1551, Raleigh, North Carolina 27602

For Virginia Electric and Power Company:
Edgar M. Roach, Jr., Hunton & Williams, Post O0ffice Box 109,
Raleigh, North Carolina 27602
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For North Carolina Public’ Interest Research Group:
Wilbur P, Gulley, Gulley & Eakes, Post Qffice Box 3573, Durham,
North Caroclina 27702 .

For Kudzu Alliance:
M. Travis Payne, Edelstein & Payne, Post Office Box 12607, Raleigh,
North Carolina 27602

For the Using and Consuming Public: - . -
Theodore C. Brown, Jr., Karen E. Long, and Antoinette R. Wike, Staff
Attorneys, Public Staff - North Carolina Utilities Commission, Post
Office Box 991, Raleign, North Carolina 27602

BY THE COMMISSION: In 1975 the North Carolina General Assembly enacted
G. S. 62-110.1{¢), which directs the Utilities Commission to develop,
publicize, and keep current an amalysis of the long-range needs for expansion
of facillties for the generation of electricity in North Carolina, including
its estimate of the probable future growth of the use of electricity, the
probably needed generating reserves, the extent, size, mix, and general
location of generating plants and arrangements for pooling power . . ." The
statute requires the Commission to conduct public hearings in the course of
making the analysis and developing the plan and each year to submit a report
of its analysis and plan to the Governor and to the appropriate committees of
the General Assembly.

On December 1, 1982, the Commission issued an Order scheduling a hearing in
this docket. The Order required the Public Staff, Carolina Power & Light
Company, Duke Power Company, Virginia Electric and Power Company, and
Nantahala Power and Light Company to file their forecast reports and
supporting testimony and exhibits on or before February 4, 1983. The Order
also established a schedule for other interested parties to file petitions of
intervention, testimony, and exhlbits. It further directed CP&L, Duke, Vepco,
and Nantahala to publish notice of the hearing in newspapers in their
respective service areas once a week for two consecutive weeks. Proof of
publication has been flled with the Commission as required by the Order.

Notice of intervention from the Public Staff was filed and recognized by
the Commission. The Commission also received and granted petitions to
intervene from the following parties: CPAL, Duke, Vepco, Kudzu Alllance, and
the North Carolina Public Interest Research Group (N. C. PIRG).

The 1983 Public Staff Report entitled Analysis of Long Range Needs for
Electric Generating Facilities in North Carolina was filed with the
Commission on February 4, 1983, as were testimony and exhibits of CP&L, Duke,
VYepco, and Nantahala. The Publie Staff also moved to fille testimony on
February 18, 1983, which Motion was allowed by the Commission. Testimony and
exhibits of the Kudzu Alliance and N.C. PIRG were filed on February 28, 1983,

On March 10, 1983, Duke filed additional testimony and exhibits, and on
March 15, 1983, Kudzu Alliance filed supplemental testimony.

The matter came on for hearing as scheduled on March 15, 1983. Vepco
presented the testimony and exhibits of the following witnesses: Jack H.
Fergusen, Executive Viece President and Chief Operating Officer of Vepeo, and
Samuel M. Laposata, Director of Forecasting at Vepco.
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The Public Staff presented the testimony and exhibits of the following
witnesses: Hsin-Mei Hsu, Economist in the Economic Research Division of the
Public Staff; Thomas S. Lam, Utilities Engineer in the Electric Division of
the Public Staff; Dennis J. Nightingale, Director of the Electric Division of
the Public Staff; Richard N. Smith, Jr., Utilities Engineer in the Electric
Division of the Public Staff; and Robert A. Weiss, Economist in the Economic
Research Division of the Public Staff.

Nantahala presented the testimony and exhibits of N. Edward Tucker, Jr.,
Vice President - Finance and Treasurer of Nantahala.

CP&L presented the testimony and exhibits of the following witnesses:
Archie W. Futrell, Jr., Director of Economic & Energy Forecastng & Special
Studies for CP&L; John S. Monroe, Jr., Manager of the Conservation and Load
Management Department of CP&L; and Bobby L. Montague, Vice President, Planning
& Coordination for CP&L.

Duke presented the testimony and exhibits of the following witnesses:
Donald H. Denton, Senior Vice President, Marketing & Rates for Duke; David
Rea, Manger of Forecasting for Dukej; Donald H. Sterrett, Manager of System
Planning for Duke; and Warren H. Owen, Executive Vice-President, Engineering &
Construction for Duke.

CP&L also presented rebuttal testimony of Mr. Futrell and Mr. Monroe. Duke
presented rebuttal testimony of Robert H. Spann, a Prinecipal of ICF
Incorporated.

The Public Staff presented surrebuttal testimony of Mr. Lam and Dr. Weiss.

Kudzu Alliance and N.C. PIRG presented separate testimony and exhibits of
Wells Eddleman, an energy and pollution control consultant.

At the night hearing in Raleigh, the Commission also heard testimony from
two public witnesses: Henry S. Cole and Eliza Wolper.

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

FINDINGS OF FACT

1. The two largest electric utilities in North Carolina are Duke Power
Company and Carolina Power and Light Company, which together provide 95% of
the electricity consumed in the state. Virginia Electric and Power Company
and Nantahala Power and Light Company supply the remaining 5%.

2. The probable future rates of growth in the peak demand for electricity
through the year 1997 for CP&L and Duke, taking into account the effects of
additional load management and conservation, are as follows:

CPA&L 1.9% to 3.4%
Duke 1.4% to 3.5%

3. With respect to the Harris 2 nuclear unit, CP&L should be required to
file a comprehensive study showing economic justification for the continued
construction and the funding of its Harris 2 nuclear unit.
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4, Duke’s Bad Creek hydroelectric project is under limited econstruction
with no scheduled completion date. Ppuke ghould file a report showing the role
of such project in its current construction schedule and capacity plan.

5. Vepco’s generation expansion plan, which was outlined in the testimony
of Vepco witness Jack H. Ferguson, will be adequate to meet Vepco’s projected
growth in depand and to provide dependable service to Vepco’s customers.

6. The probable needed generating reserves for planning purposes, through
the year 1997, for CP&L, Duke, and Vepco continues to be 20%.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 1

This finding is based on information contained in the files and records of
the Commission, testimony presented at the hearing, and findings of the
Commission in previous Orders.

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 2, 3, AND 4

The forecasting of the demand for electricity, and the design of systems to
meet that demand at minimum cost, are formidable tasks. The demand for
electricity 1s related to factors such as economie activity, the price of
electricity, and the price of competitive fuels which are themselves difficult
to forecast. In addition, the relationship between these factors and the
demand for electricity can change over time as new, technologies are developed
and commercialized.

The long lead time required to bring capacity on line also makes planning
difficult. A power plant which appears to be state-of-the-art and economical
when ordered may, =as conditions change, become instead a heavy financial
burden to both investors and ratepayers. e —

The Commission has heard substantial testimony in this proceeding on
estimated growth rates in demand and the companies’ load management programs.
The Commission has also heard testimony on what the construction schedules
should be given the uncertainties inherent in the above. Yet, it is the
construction schedules that are really the basis for G. 5. 62-110.1(e).

The Commission, therefore, has considered all of the evidence in terms of
the companies’ expansion plans and construction schedules as they currently
exist and as they should or should not be modified.

The Publiec Staff witnesses Hsu, Lam, Nightingale, Smith, and Weiss
testified as a panel and discussed the conclusions of the Publie Staff
Report. This Report showed expected annual growth rate of demand for
electricity, after additional conservation and load management programs, as
2.0% for CP&L and 1.7% for Duke. Based upon this growth, the Public Staff
stated, Duke and CP&L will need to add only three generating facilities each
between 1983 and 2000 in order to provide electricity in the most economic and
reliable manner. The Public Staff Report stated that the power from Harris
1, Mayo 2, Catawba 1, and Catawba 2 would not be needed until several years
after the currently expected completion dates of these unita.

Taking into account the possibility that its forecasts might be low, the
Public Staff also considered what construction would be needed at higher
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growth rates in electricity demand. Using the Public Staff econometric peak
demand forecasts and the Company’s own load management and conservation
estimates, the Public Staff found that for CP&L an additional plant (beyond
Harris 1, Mayo 1, and Mayoc 2) would be needed in 1995 and that this plant
should be fusled by coal and not by uranium. For Duke, the Public Staff found
that a construction schedule based on a higher growth rate indicated that any
other power plants required by the year 2000 should also be coal plants rather
than nuclear.

CP&L offered the testimony of witnesses Futrell, Monrce, and Montague.
Mr. Futrell described the Company’s usage forecast, which uses regression
analysis on monthly or guarterly data. He stated that the Company’s models
forecast sales growth before load management and conservation of 3.1% per year
from 1981-2000. After load management and additional conservation, the growth
rates are 2.7% from 1981 to 1991 and 2.9% from 1991 to 2001. He stated:

"This reflects a slightly slower growth rate in electric energy usage
in the Company’s service area for the first ten years than in our
previous forecast due primarily to the lingering effect of the
recession of 1981-82.m (Tr. Vol. 2, p. 53)

., Mr. Monroe described the Company’s conservation and load management program
stating:

mTt is the policy of Carolina Power and Light Company to pursue
cost-affective congervation and load management programs which permit
good service and support sound economic growth within our service
area." (Tr. Vol. 2, p. 111}

He noted the Company’s goal of 1750 megawatts of peak load reduction by
1995, about half from conservation due to price and the other half due to load
management or things the customers would not do by themselves, such as
appliance control.

Mr. Montague discussed the forecast of peak leoad and the Company’s
Generation Additions Schedule. He stated that the load forecast is developed
by determining future coincident peak load factors for each sales
elassification and applying them to a separate energy forecast to derive
future peak loads. He explained that a coincident peak load factor is the
ratio of the average hourly load for:a class to the load for that class at the
time of the system peak.

Mr. Montague stated that the Company is forecasting peak load to grow at an
annual rate of 2.9% for the 1981-1995 pericd. This 1z after the effects of
load management. To meet this growth in peak demand the Company is planning
the addition of the following units:

Maye 1 (Coal) 1583
Harris 1 (Nuclear) 1986
Harris 2 (Nuclear) 1990
Mayo 2 (Ceal) 1992

He stated that the Company will need additional capaeity in 1996 to
maintain a 20% reserve margin.
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The testimony of Duke was glven by witnesses Denton, Rea, Sterrett, and
Owen. Mr. Denton described the Duke Load Management Program, one of the goals
of which 1is to reduce the winter 1997 peak by 6056 megawatts. He concluded
that "even with this aggressive load management program, Duke Power currently
sees gystem peak demand growing 2.8 percent annually, which must be met by new
generation facilities.” (Tr. Vol. 2, p. 225)

Mr. Rea described the Company’s peak load forecasting methodology, which is
based primarlily on the growth in real perscnal income in the service area.
Mr. Rea noted that one of Duke’s assumptions was that the real price of
electricity would increase by 2.5% per year 1n the period 1981-1997.

Mr. Sterrett discussed the Company’s construction schedule and prospective
reserve margins. At the time of the hearing, the Company had the following
units planned:

McGuire 2 (Nuclear) March 1984

Catawba 1 (Nuclear) Summer 1985

Catawba 2 (Nuclear) Summer 1987

Bad Creek and (Pumped Storage) 1limited construction -
Cherokee 1 (Nuclear) no completion date

Mr. Sterrett’s exhibit showed that without Bad Creek and Cherckee, Duke’s
reserve margin would fall below 20% in the summer of 1993, under the
Company s forecast.

Mr. Owen also testified on the Company”s construction schedule, noting that
he felt it was insufficient to meet the electricity demand in the Duke service
area. He also pointed out that the Company forecast of need for capacity did
not allow for any unit retirements, even though 45% of the Company’s present
generating capacity would be at least 25 vears old in 1995.

The Commission notes that on April 30, 1983, Duke announced cancellation of
Cherokee 1, saying the unit would not be needed wntil 1995 and had lost its
"cost advantage™ over other types of power plants the Company might build to
meet power demand.

In its consideration of the evidence presented in this proceeding, the
Commission finds itself confronted by different forecasts of electrieclty
demand for the future as well as' differences in the accounting for additional
load management and conservation. With respect to the economic forecasts, the
Commission concludes that sophistlicated techniques were competently applied by
all parties. The assumptions used by each party about such wvariables a=
personal income and the future price of electricity were reasonable, although
certainly not in agreement. Theref'ore, the Commission concludes that the
forecasts presented constitute a range over which the future growth in demand
for electricity can be expected %o be found.

Using the actual péak load in the summer of 1952 as the base, and each
party’s forecast of peak load after conservation and locad management, the
Commission concludes that growth rates from 1982 to 1997 can be expected to
fall in the range of 1.4% to 3;5% for Duke and 1.9% to 3.4% for CPiL.
(Because these growth rates are calculated from 1982 actual to 1997 forecast,
they are not the same as other growth rates cited. Those other growth rates
were computed uszing different starting and/or ending points.)
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Given the uncertainties inherent in any forecast of capacity expansion
schedules, the important question then becomes: what facilities should Duke
and CP&L be building to meet the probable demand? In the following tables the
current construction schedules for Duke (recognizing the cancellation of
Cherokee) and for CP&L are compared to the schedules the Public Staff
presented showing when that power would be needed:

Duke Public Staff
McGuire 2 1985 19
Catawba 1 1985 1996
Catawba 2 1987 1999
Bad Creek ? not needed

Witnesses for Duke discussed various reasons, including contractual
obligations relating to the sale of the units, which would make it impractical
to delay the in-service dates of the Catawba units. The Public Staff
witnesses stated that their schedule showed when the power from the units
would be needed to keep reserve margins at 20% or above, but the Public Staff
did not actually recommend delaying construction. Also, the Publiec Staff
concluded that any additional baseload plants after Catawba should be
coal-fired.

After considering the evidence relating to Duke, the Commission finds
essentially no difference in what Duke is currently building and what the
Public Staff proposed Duke should be building. The major difference is that
Duke believes the current program is inadequate and that more capacity will be
needed in 1993. The Public Staff believes that view is pessimistic and that
the reserve margin will be adequate for several years past that. The other
difference concerns Bad Creek, a pumped storage facility. That facility is
not mentioned in the Public Staff Report and the Company did not refer to
the economics of this type of unit. Presumably the economic justification for
Bad Creek will have changed since the cancellation of Cherokee, as the Company
will have less nuclear power to operate in conjunction with the pumped storage
facility.

With the cancellation of Cherokee, the Commission is left without any
guidance from Duke on what is the appropriate type of generation to come on
line, if necessary, in the period from 1993 to 2000. Therefore, the
Commission concludes that Duke should file comments or studies showing its
current preferred alternative or the type of capacity it should build if such
construction becomes necessary. .

With respect to CP&L, the situation is similar. The Company’s program is
shown, and compared to that shown by the Public Staff, in the following
table:

CP&L Public Staff
Mayo 1 1983 Mayo 1 1983
Harris 1 1986 Harris 1 1990
Harris 2 1990
Mayo 2 1992 Mayo 2 1998
Other 1996

Again, the Public Staff stated that the dates shown were its estimates of
when the power from the plants would be needed but it did not recommend that
Harris 1 or Mayo 2 be postponed.
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The difference between CP&L and the Public Staff is Harris 2. CPAL witness
Montague stated that the Company still considered Harris 2 a "viable option,"
subject only to the Company’s concerns about finaneing the unit. Mr. Montague
also testified that even under the Company’s low forecast scenario, Harris 2
would still be needed, although its completion date could be moved to 1992.
Mr. Montague testified that for the years 1982 and 1983 the Company has not
had a really active effort underway on Harris 2. (Tr. Vol. 2, pp. 189-190)
Except for items relating directly to Harris 1, construction has not been
taking place on Harris 2.

Again, the Company thinks the unit will be necessary and useful, while the
Public Staff does not, but the current construction program of CPAL (work
ongoing at Harris 1) is, in fact, in accord with the recommendations of the
Public Staff. The question remaining is: Wnich unit should be bullt next?
The Company says Harrisz 2 and the Public Staff says Mayo 2. The Public Staff
Report makes the point that "NRC ‘“ratcheting” of nuclear plant design
technology makes Harris 2 and Cherokee 1 less of a viable alternate (sic) than
a plant of new design.” The Commission notes that Cherokee 1 has been
cancelled and coneludes that CP&L should file studies showing an analysis of
the economics of completing Harris 2 versus constructing a coal plant. Given
the evidence presented by the Public Staff, the Commission concludes that
further expenditures on Harris 2 may not be considered prudent in the absence
of a demonstration that Harris 2 is the most efficient way to expand the CP&L
gystem in the face of uncertain demand growth.

-

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 5

The Public Staff offered no forecast fom Vepdo. Vepco, through the
testimony of Witness Laposata, presented a description of the modeling process
used by Vepco to project 1ts sales and peak load.

In addition to discussing the official forecast, Dr. Laposata also
described Vepco's development of a new forecast model. The preliminary
results of the new forecast model are as follows:

{1) The growth rate of the winter peak, 1983-1997, will be in the
range of 2.5 to 3.0 percent.

(2) The growth rate of the summer peak, 1983-1997, will be in the
range of 1.9 to 2.4 percent.

(3) The growth rate of energy output, 1983-1997, will be in the range
of 2.5 to 3.0 percent.

The preliminary projections from the new model do not differ significantly
from those of the current forecast. Vepco is now in the process of conducting
a number of studies necessary for finalizing the new load forecast.

Vepeo Witness Ferguson presented Vepcos schedule of capacity additions as
follows:
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_ Commercial Capability (MW)

Type Operation Date Summer HWinter

Bath County 1, 2, 4 Fall 1985 525% 525%
Bath County 3, 5, 6 Fall 1986 5254 G25%
Replacement Purchase Fall 1989 07 907
Undeslgnated ‘ Fall 1993 550 550
Undesignated Fall 1994 550 550
Undesignated Fall 1995 550 550

#Yepco share

Vepeo s capacity addition program includes the Bath County Pumped Storage
Project (Bath County). Bath County consists of six 350 megawatt units, with
three to be completed in the fall of 1985 and three in 1986. Vepco has agreed
to a partial sale of Bath County to Allegheny Power System (APS). In its
generation expansion plan, Vepco has assumed that APS purchases 20 percent of
the Project’s assets and makes a ten-year capacity purchase of 30 percent of
the Project’s capacity, and that Vepco recovers the 30 percent capacity
purchase after the tenth year of commercial operation.

Vepeo's plans for wunit additions for the pericd past 1990 have not been
completed. Vepco is performing an on-going evaluation of the types of
generation that may be added to its system to provide an optimum mix in the-
1980s. The evaluation encompasses conventional as well as alternative energy
sources.

Vepco offered testimony in this proceeding regarding the decision to cancel
North Anna Unit 3. Vepco Witness Ferguson testified that Vepco’s decision was
based on months of detailed and thorough evaluations regarding estimated
completion costs of North Anna Unit 3. These evaluations showed that recent
changes in regulatory requirements have resulted in large increases in
completion cost estimates for future nuclear units. Mr. Ferguson testified
that in light of the new cost estimates for North Anna Unit 3, completing the
unit 13 no longer the least c¢ostly alternative for meeting future electric
needs.

The cancellation of North Anna Unit 3 did not result from any reduction in
VYepeo's forecast for load growth. The capacity which would have been supplied
by North Anna Unit 3 will have to be replaced from other sources. Vepco is
now investigating several possibilities for replacing that capacity. Vepco,
in its investigations, has found that imbalances exist between slow growth of
electriecity demand and the pace of capaeity development in some of its
neighboring utility systems. Vepco is now negotiating with other utilities
concerning specific combinations of asset purchases and/or long-term capacity
purchases. Vepco also expects the development of conservation and load
management techniques and the implementation of cogeneration and non-
conventicnal generating methods will eontribute to replacement of the capacity
which was planned from North Anna Unit 3.

The Commission concludes that Vepco is taking reasonable steps toward
meeting the future demand for electricity in an economical manner.
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EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 6

The Commission has used, in previous cases, a reserve margin criterion of
20%. No party presented evidence that this was too high or too low or
otherwlise Inappropriate, and the Commission concludes that 20% reserves
remain a legitimate goal.

IT 1S, THEREFQRE, ORDERED as follows:

1. That the findings and conclusions of this Order are hereby adopted as
the Commission’s current analysis and plan for the expansion of facilities to
meet future requirements for electricity in North Carolina.

2. That, within ninety (90) days after the date of this Order, CP&L shall
file with the Commission a comprehensive study showing economic Justifieation
for the continued construction and funding of its Harris 2 nuclear unit;
provided, however, that no such study shall be required if, within the same
ninety (90) day period, CP&L shall have notiffed the Commission in writing
that the Harris 2 unit has been cancelled.

3. That within ninety (90) days after the date of this Order, Duke shall
file with the Commission comments and/or studies showing the role of Bad Creek
in its current construction achedule and capacity expansion plan.

ISSUED BY ORDER OF THE COMMISSION.
This the 1st day of December 1983.
NORTH CAROLINA UTILITIES COMMISSION
(SEAL) Sandra J. Webster, Chief Clerk
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DOCKET NO. P-100, SUB 61
DOCKET NO. P-134

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of
Resale of Intrastate ) ORDER APPROVING CURRENT TARIFF RESTRICTIONS AGAINST
Telecommunications ) THE RESALE OF INTRASTATE TELECOMMUNICATIONS
Services ) SERVICES

HEARD IN: The Commission Hearing Room, Dobbs Building, 430 North Salisbury
Street, Raleigh, North Carolina, on November 16, 1982, at 2:00 p.m.

BEFORE: Chairman Robert K. Koger and Commissioners Edward B. Hipp,

Presiding, Douglas P. Leary, Sarah Lindsay Tate, Leigh H. Hammond,
and A. Hartwell Campbell

APPEARANCES:
For the Applicant:

Charles C. Meeker, Sanford, Adams, MecCullough and Beard, Attorneys
at Law, Post Office Box 389, Raleigh, North Carolina 27602, and

Walter E. Daniels, Attorney at Law, Post Office Box 13039, Research
Triangle Park, North Carolina 27709
For: Data Utilities, Inc.,

Heins Systems, Inc., and

U.S. Telephone Communications, Inc.

For the Protestants:

Thomas K. Austin, Staff Attorney, Public Staff - North Carolina
Utilities Commission, Post Office Box 991, Raleigh, North Carolina
27602

For: The Using and Consuming Public

Jerry B. Fruitt, Eller and Fruitt, Attorneys at Law, Post Office
Drawer 27866, Raleigh, North Carolina 27611
For: Tarheel Radio Telephone Association, Inc.

Gary K. Shipman, Shipman and Lea, Attorneys at Law, Post Office Box
1428, Wilmington, North Carolina 28402
For: Econowats, Inc.

For the Respondents:

Robert Carl Voigt, Attorney, Carolina Telephone and Telegraph
Company, 720 Western Boulevard Tarboro, North Carolina 27886
For: Carolina Telephone and Telegraph Company

Dale E. Sporleder, Vice President and General Counsel, and Joe E.
Foster, Attorney, General Telephone Company of the Southeast, 4100
N. Roxboro Road, Durham, North Carolina 27704

For: General Telephone Company of the Southeast
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R. Frost Branon, Jr., General Attorney, Southern Bell Telephone and
Telegraph Company, Post QOffice Box 30188, Charlotte, North Carolina

28230, and

Gene V. Coker, Southern Bell Telephone and Telegraph Company, 4300
Southern Bell Center, Atlanta, Georgia 30375
For: Southern Bell Telephone and Telegraph Company

BY THE COMMISSION: On July 20, 1982, Data Utilities, Ine., a Tennessee
corperation certified by the FCC to provide nationwide interstate resale of
telephone services, filed an application with this Commission seeking a
Certificate of Public Convenience and Necessity to Provide HResale of
Telecommunications Services and Faeilities within North Carolina. In its
application, Data preposes to provide on an intrastate basis voice and data
telecomnunications services originating and terminating in North Carolina.
The Applicant initially intends to resell Wide Area Telecommunications Service
(WATS) at rates equal to or more than approved WATS rates but equal to or less
than approved MTS rates. Applicant Ffurther proposes that as a nondominant
common carrier, its tariff should be deemed presumptively lawful.

The Commission coneluded that prior to considering applications for
certificates to engage in the resale process, a general investigation should
be conducted to determine whether ocurrently approved tariff restrictions
against the resale of telecommunications services should be modified or
rescinded. Moreover, the Commission should consider under relevant statutory
and case law the extent of its authority to issue certificates of publie
convenience and necessity for additional toll service along with the existing
toll service, whether a certificate is required to engage in resale, and such
other issues as deemed appropriate. Data Utilities, along with all regulated
telephone companies, were made parties to the proceeding. The companies, the
Publie Staff, and other interested persons were invited to file testimony
and/or legal briefs regarding this matter.

The hearing commenced as scheduled November 16, 1982, in the Commissicn
Hearing Room, Raleigh, North Carolina. Upon calling of the case for hearing,
counsel for all parties were allowed an opportunity to make brief opening
statements. .

POSITION OF THE PARTIES
THE PUBLIC STAFF

The Public Staff stated ¢that the matter involves a two-fold legal
question: (1) Is the proposed service a public utility funetion, and (2) can
this Commission iasue a certificate of public convenience and necessity to
resellers? The Public Staff contended that the proposed service is a public
utility service and that a certificate cannot be granted as a matter of law.
Since the Publie Staff contends the issue is legal, it presented no evidence.

TARHEEL RADIO TELEPHOWNE ASSOCTATION, INC.

Tarheel Radio Telephone Association, Inc. (TARS), concurred with the Publie
Staff’s position that whether or not the resale of WATS should be allowed in
the public interest is ijmmaterial 'since resale is prohibited by law. TARS
went further to say that this matter is for the legislature to address rather
than this Commission. TARS asserted that there is no statute conferring any
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authority upon this Commission to require any regulated utility to
interconnect its facillties so that somebody can compete against them.

DATA UTILITIES, INC.

Data {(Applicant) defined the scope of the application to include WATS,
private line and other services by the telephone companies. Data asserted
that substantial public benefits will flow from the resale of
telecommunication services and that due to this benefit the Commission has the
discretion to grant or deny certificate of convenience and necessity. Data
relied on the following paragraph in Utilities Commission v. Coach
Company, 260 N.C. U3, which says:

"Whether there ‘shall be competition in any given field and to what
extent is largely a matter committed to the sound diseretion and
judgment of the Commission,™

Data further asserted that because resellers do not intend to establish
duplicate transmission and other telephone facilities the general policies
concerning duplication of faeilities do not apply here, and that the only
competition involved is in the marketing of telecommunications services and
not in the transmission of such gervices.

CAROLINA TELEPHONE AND TELEGRAPH COMPANY

Carolina stated that existing law does not allow competition among
utilities. Carolina also expressed 1its econcern that the term
“telecommunications services,” was too broad noting that message toll service,
foreign exchange service, local exchange service, private 1line exchange
service and terminal equipment services could all be included in the term.
Carolina stated that if resale were permitted it should be limited to WATS.

EVIDENCE

For the Applicant

Dr. Wina Cornell, President of Cornell, Peleanito, and Brenner Economists,
Inc., testified regarding the public interest benefits of removing existing
tariff provisions that prohibit pesale of telecommunications services within
North Carolina. Dr. Cornell recommended that this Commission allow resale of
MTS, WATS, and private line services. She stated that to do so would open
up to the residents of North Carolina signifieant public benefits from new
gervice combinations, much wider avallability of specialized services, more
efficient utilization of existing facilities, and additional assistance in
monitoring the basis for telephone tariff rates. Dr. Cornell emphasized that
granting resale of all services invelves virtually no duplication of any
facilities, meaning that no questions of competitive routes or systems with
possible diversion of traffie and reduction in service levels should be
raised. In essence, she stated that resale offers large public benefits,
particularly to smaller businesses and residential cuspomers, Wwithout impoaing
higher costs.

Royce Bell, President of Data Utiltities, Inc., testified that Data has
operated as an interstate resale common carrier since December 1, 1981, and
seeks to resell .intrastate telephone services in North Carolina. He stated
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that consumers would benefit from the resale services because they would have
a choice of 1long distance service at competitive rates and to obtain
additional service offerings that are not generally available from the
regulated ecarriers. Mr. Bell 'indicated that the small independent-reseller
will also be in a position to more rapidly take advantage of new technologles
and to make new offerings of needed services. Data’s interest is in leasing
transmission faecilities from dominant carriers rather than install any
duplicative transmission or termination facilities.

Mr. Bell suggested minimal regulation by ¢this Commission such as a
streamlined certification procedure which will allow North Carolina to
approve only reputable resellers. He stated that tariff control 1is
unnecessary and believes that the resellers pricing structure will, in effect,
be regulated by the tariffed dominant carrier rates as well as the competitive
nature of the business. Mr. Bell did suggest that reseller should be made
subject to the Commission’s complaint procedures.

Mr. Edward Watts, General Manager of Heins System, Inc., testified that
Heins operates cut of the research trlangle area and 1s engaged in 1lnterstate
resale of WATS services. He stated that Heins does not offer intrastate
resale services. He stated that a mnumber of companies are reselling
intrastate telecommunications services facilities without a certificate of
authority from the North Carolina Utilities Commission, and some of these
companies are taking intrastate calls and switching them across state lines
and back into North Carolina. Mr. Watts asgserted that Heins and other
reséllers who only resell interstate traffic in compliance with the tariff
prchibition are placed at an unfair competitive disadvantage.

Mr. James Pridemore is President of Sound Telephone Systems and Econowats,
Inec. He stated that Econowats has been formed for the purpose of offering
resale communications services, but is not yet offering any resale services.
Mr. Pridemore would like the Commission to allow intrastate resale of WATS and
private line service. He presented charits to i1llustrate the monetary savings
which he believes customers would experience if the intrastate resale of
telecommunications services is allowed. Mr. Pridemore indlcated that the
resale of WATS 1Is benefieclal to the small businessman and that he does not
feel it is detrimental to the telephone company.

For the Respondents

Southern Bell Telephone and Telegraph Corpany

Mr. David B. Denton, a Southern Bell Telephone and Telegraph Company
Division Staff Manager in Rates and Costs, testified that no resale should be
allowed until rate levels and rate structures are cost based. MTS needs "Rate
Period 3Specifie Billing.m™ According to Mr. Denton the present level of
nonrecurring c¢harges for WATS does not cover nonrecurring costs. Private
lines are presently priced below cost whereas MTS and WATS are priced above
cost. Significant contribution would be lost as WATS and MTS messages are
diverted to the reseller’s private lines that are used as a substitute for MTS
and WATS. Therefore, Southern Bell opposed using fprivate 1ine service" for
resale. In addition, Denton suggested that flat rates should be used for PBX
trunks (as opposed to business line rates). Denton stated that this is
appropriate charge from the serving central office to the reseller’s switch
because the reseller’s usage of the network is expected to resemble PBX trunk
usage.
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General Telephone Company of the Southeast

Mr. Joe Wareham, Business Relations Director for General Telephone Company,
testified that if the Commission certificates resellers, the rate structures
should be cost based in order to fully recover costs and make an additional
contribution where appropriate, and that "customers in metropolitan areas,
business customers and residence customers with high usage will be the primary
beneficiary (of resale). He testified that a loss of contribution from resold
services will result in increased rates for basic services, and that this
upward pressure on basic services will adversely impact those customers who do
not have need for high volumes of usage or sophisticated services."

Carolina Telephone and Telegraph Company

Mr. Warren Hannah, Cost of Service Supervisor for Carolina Telephone
Company testified that the present statutes prohibit certification of
intrastate telecommunications resellers, and that no order allowing intrastate
resale should be issued until the General Assembly revises the relevant
statutes. Further, modification or recission of existing tariffs should be
required even if the Commission should decide resale is allowable as a matter
of law.

United States Telephone Communications, Inc.

Comments of counsel were allowed to be read into the record and in essence
United States Telephone Communications, Inc., recommended limiting regulation
by the North Carolina Utilities Commission; i.e., review legal and financial
status of applicants, require no certification unless applicant is not
certified by the FCC and keep tariffs only as record of services and
automatically approve rates. In addition, the Commission should establish
oversight procedures to resolve any complaints against resellers.

After review of the evidence here presented and consideration of the entire
record in this proceeding, the Commission makes the following

FINDINGS OF FACT

1. That the Appliecant, Data Utilities, Inc., is a Tennessee corporation
which presently holds a certificate from the FCC to resell interstate
telecommunications services throughout the continental United States.

2. Data seeks an order from this Commission which would allow it and other
federallv certificated resellers to be "automatically" certificated to engage
in intrastate resale of telecommunications services in North Carolina.

3. The proposed resale of intrastate telecommunications services would
involve the transmission of messages or communications by telephone where such
services would be offered to the public for compensation.

4, Current approved tariffs subseribed to by all regulated telephone
companies prohibit resale of telecommunications services.

5. The Commission takes judicial notice of the fact that there are
presently 26 telephone companies certificated to provide telephone services in
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North Carolina within their respective territorial boundaries and that these
utilities have a monopoly to provide telecommunications services within said
boundaries.

6. The proposed resale would allow resellers to compete for customers now
being served by existing utilities.

7. Regellers would provide no service that '1s not being offered or could
not be offered by any of the presently certificated telephone utilities.

8. Competition from resellers would cause a loss of revenue contribution
from resold services to general -intrastate revenues and thereby result in
increased rates for basic service.

CONCLUSTIONS

The Commission concludes that Data’s request that it and other federally
certificated resellers be permitted to resell intrastate telecommunications
services should be denied. The Commission further concludes that all tariffs
restrieting or prohibiting intrastate resale should remain in full force and
effect.

Currently approved tariffs restricting resale should remain in effect since
they ecarry out the legislative policy that state certificated monopolies
generally should be protected from cowpetition, from other certificated
utilities.

If the Commission were to grant Data’s request and certificate resellers
[as public utilities pursuant to G. S. 62-3(23)a.1. and N.C.G.S. 62-1107 and
allow them to aetively compete with existing tekephone utilities, the
Commission would be acting contrary to the policy enunciated iIn State
ex rel. Utilities Commission v. (Carolina Telephone and Telegraph Co.,
267 N.C. 257, 271, 148 S5.E. 24 100 (1966).

"G:S. 62-262(f) expressly provides as to motor carriers of passengers
that no certificate shall be granted to an applicant proposing to
serve a route already served by a previously authorized motor carrier
unless and until the Commission shall find from the evidence that the
serviece rendered by such previously authorized carrier is inadequate,
and the certificate holder has been given reascnable time %o remedy
the inadequacy. See Utilities Commission v. Coach Ce., supra;
Utilities Commission v. Coach Ce., 233 N.C. 119, 63 S.E. 2d 113.

"There is no such express provision as to utilities engaged in the
communicaticns field. WNevertheless, the basis for the requirement of

a certificate of public convenience and necessity, as a prerequisite

Lo the right to serve, is the adoption, by the General Assembly, of
the poliey that, nothing else appearing, the public is better served
by a regulated monopoly than by competing suppliers of the service.
Utilities Commission v. Coach Co., 224 N.C. 390, 30 S.E. 2d 323;
Citizens Valley View Co. v. Illinois Commerce Commission,
28 I1l1. 24 204, 192 N.E. 24 392, Mo., Kan. & Okla. Coach Lines,
Inc. v. State, 183 oOkla. 3, 81 PJ 2d 6B4. fThnere is, however,
inherent in this requirement the concept that, conce a certificate is

granted which authorizes the holder to render the proposed service
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within the pgeographic area in question, a certificate will not be
granted to a competitor in the absence of a showing that the utility
already in the field 1s not rendering and cannct or will not render
the specifie service in question.”

Inasmuch as the evidence indicates that existing utilities are providing or
can provide the proposed services and that by allowing resale the Commission
would promote upward pressure on basic loeal rates, the Commission ecannot
conclude that the public would be better served by allowing resale, or that
the utilities in the field cannot or will not render the specifiec service in
question.

Having found that resale is not permitted under North Carolina law, and the
findings of fact herein, tariffs restrieting resale should remain in effect
and Data“s application to be certificated as a reseller of intrastate
telecommunications services should be dismissed.

IT IS, THEREFORE, ORDERED:

1. That all tariffs prohibiting or restricting resale of intrastate
telecomnunications services shall remain in effect.

2. That the application of Data Utilities, Ine., for a certificate of
public¢ convenience and necessity is dismissed.

ISSUED BY ORDER bF THE COMMISSION.
This the 18th day of March 1983.
NORTH CAROLINA UTILITIES COMMISSION
(SEAL) Sharon Credle Miller, Deputy Clerk

DOCKET NO. P-100, SUB 64
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of
Investigation of Intrastate Long Distance WATS and } ORDER DENYING
Interexchange Private Line Rates of All Telephone } MOTION TO
Companies under the Jurisdietion of the North ) DISMISS
Carolina Utilities Commission ) APPLICATION

HEARD IN: Commission Hearing Room, Dobbs Building, 430 North Salisbury
- Street, Raleigh, North Carolina, May 30, 1983, at 3:00 p.m.

BEFORE: Commissioner Edward B. Hipp, Presiding, Commissioner Lindsay
Tate and Chaiprman Reobert K. Koger

APPEARANCES:
For Southern Bell Telephone and Telegraph Company:
Robert C. Howison, Jr., Hunton & Williams, Attorneys at Law,
P.0. Box 109, Raleigh, North Carolina

R. Frost Brancn, Jr., General Attorney, Southern Bell Telephone
and Telegraph Company, P.0. Box 301883, Charlotte, North Carolina
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For Citizens Telephone Company:
Thomas R. Eller, Jr., Attorney at Law, P.0. Drawer 27866,

Raleigh, North Carolina 27611

For Carolina Telephone and Telegraph Company:
Dwight Allen, General Counsel, Carolina Telephcne and Telegraph
Company, 720 Western Boulevard, Tarboro, North Carolina 27886

For Continental Telephone Company of WNorth Carolina and Mid-Ca;olina
Telephone Company:
F. Kent Burns, Boyce, Mitechell, Burns & Smith, P.A., Attorneys
a$ Law, P.0. Box 2479, Raleighn, North Carolina

For North Carolina Textile Manufacturers Association:
Jerry B. Fruitt, Attorney at Law, P.0. Box 2507, Raleigh, North
Carolina 27602

BY THE PANEL: Thia docket is before the Commission and concerns an
investigation of all intrastate long distance WATS and interexchange private
lines of all telephone companies under the jurlsdiction of the Commission.

On May 10, 1983, the North Carolina Textile Manufacturers Association filed
a Motion to Dismiss the Application in the docket without prejudice. The
Commission scheduled oral argument on the motion to be heard on May 20, 1983.
The matter came on for hearing as scheduled,

Based on the argument of able counsel, the Commission c¢oncludes that the
intervenors and independents have raised grave issues regarding the future
regulation of telecommunications in North Carolina, but these issues do not go
to the question of diamissal but instead, should be addressed in the hearing
on the merits. Moreover, the Panel concludes that it 1s illogical to
consolidate this toll rate case with a generic rule-making investigation into
access charges. Thus, the Panel concludes that good cause dees not appear to
dismiss or consolidate the application. M

IT IS, THEREFORE, ORDERED:
1. That the Motion to Dismiss the Applicatiom in this docket is denied.

2. That the oral motion of Carolina Telephone Company to consclidate this
docket with Docket No. P-100, Sub 65, is denied.

3. That the hearing in Docket No. P-100, Sub 64, shall commence in Raleigh
on Wednesday, dJune 1, 1983, at 10:00 a.m., as scheduled in the Commission
Order issued March 7, 1983.

ISSUED BY ORDER OF THE PANEL.
This the 26th day of May 1983,
NORTH CAROLINA UTILITIES COMMISSION
(SEAL) Sandra J. Webster, Chief Clerk
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DOCKET NO. P-100, SUB 64

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

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

HEARD IN:

BEFORE:

APPEARANCES:

In the Matter of

RECOMMENDED ORDER
ALLOWING PARTIAL
INCREASE AND
REQUIRING THE FILING
OF RATES FCR
INTRASTATE TOLL
SERVICE

The Commission Hearing Room, Dobbs Building, 430 North Salisbury
Street, Raleigh, North Carolina, on June 1, 2, 3, and 6, 1983

Commissioner Edward B. Hipp, Presiding; and Chairman Robert K.
Xoger and Commissioner Sarah Lindsay Tate

For the Applicant:

R.C. Howison, Jr., Hunton and Williams, Attorneys at Law,
P.0. Box 109, Raleigh, Worth Carolina 27608

R. Frost Branon, Jr., General Attorney, Southern Bell Telephone
and Telegraph Company, P.0. Box 30188, cCharlotte, North
Carolina 28232

Robert W. Sterrett, Jr., and J. Billie Ray, Jr., Southern EBell
Telephone and Telegraph Company, 4300 Southern Bell Center,
Atlanta, Georgia 30375

For: Southern Bell Telephone and Telegraph Company

For the Respondents:

Dwight W. Allen, Carolina Telephone and Telegraph Company,
720 Western Boulevard, Tarboro, North Carolina 27886
For: Carclina Telephone and Telegraph Company

John R. Boger, Jr., Williams, Boger, Grady, Davis and Tuttle,
P. 4., P. 0. Box 810, Concord, North Carolina 28025
For: Concord Telephone Company

¥. K¥ent Burns, Boyece, Mitchell, Burns and Swmith, P.A., P.0.

Box 2U79, Raleigh, North Carolina 27602

For: Continental Telephone Company of North Carcolina and
Mid-Carolina Telephone Company

Thomas R. Eller, Jr., P.0. Box Drawer 27866, Raleigh, North
Carolina 27611
For: Citizens Telephone Company
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James M. Kimzey, Kimzey, Smith, McMillan and Roten, Attorneys at
Law, P.0. Box 550, Raleigh, North Carolina 27602
For: Central Telephone Company

Thomas K. Parker, and Dale E. Spoleder, Attorneys at Law,

General Telephone Company of the Southeast, P.0. Box 1412,
. Durham, North Carolina 27712

For: General Telephone Company of the Southeast

For the Intervenors:

Charles J. Beck, P.A., B20 Irma Avenue, Orlando, Florida 32803
For: North Carolina Alarm Association

Jerry B. Fruitt, Attorney at Law, P.0. Box 2507, Raleigh, North
Carolina 27602
For: HMNorth Carclina Textile Manufacturers Asaocciation

Robert H. Bennink, Jr., Assistant Attorney General, WNorth
Carolina Department of Justice, P.0. Box 629, Raleigh, North
Carolina 27602

For: The Usging and Consuming Public

Antoinette R. Wike, and Thomas K. Austin, Staff Attorneys,
Public Staff, P.0. Box 991, Raleigh, North Carolina 27602
For: The Using and Consuming Publie :

BY THE COMMISSION: On February 8, 1983, Southern Bell Telephone and
Telegraph Company (Southern Bell or Applicant) filed an applieation with the
Commigsion for authority to increase intrastate rates and charges to produce
increases in total annual revenues of $144,9T4,447. The Commission being of
the opinion that the matter constituted a general rate case under G.S, 62-137,
issued an Order on March 7, 1983, in Docket Nos. P-55, Sub 816 and P-100,
a general rate case proceeding,
suspending the proposed rates for 270 days from the date the rates were to
become effective, and eatablishing the test period as the 12 monkhs ended
October 31, 1982, Further, in its Marech 7, 1983, Order, the Commission found
that the public interest required intrastate long-distance message toll
service (MTS), wide-area telepheone service (WATS), and interexchange private
line rates to be uniform among all telephone companies operating in North
Carolina. Accordingly Southern Ball’s request to adjust long-distance MTS,
WATS, and interexchange private line rates was separated from Docket No. P-55,
Sub 816, and placed in Docket No. P-100, Sub 64, for investigation and hearing
with all other telephone companies under the jurisdiction of the Commission
being made parties thereto.

The following parties intervened: the Public Staff by Notice of
Intervention filed on March 28, 1983; the North Carolina Textile Manufacturers
Association by Order Allowing Petition to Intervene issued April 1, 1983; the
Attorney General by Notice of Intervention filed April 13, 1983; and the North
Carolina Alarm Asscciation by Order Allowing Petition to Intervene issued
April 19, 1983.

The matter came on for hearing at the time and place shown above.
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Southern Bell offered the direct testimony of the following witnesses:
Robert C. Hart, Jr., District Staff Manager in Service Costs; Robert L.
Savage, Division Staff Manager - Rates and Service Costs; and B.A, Rudisili,
District Manager - Bell Independent Relations. W. Whitard Jordan, District
Staff Manager - Rates and Costs, testified as a rebuttal witness for Southern
Bell.

Carolina Telephone and Telegraph Company offered the testimony of T.G.
Allgoed, Jr., Toll Revenue Requirements Manager; William H. Collins, Associate
Professor of Decision Se¢iences, East Carolina University; and T.P. Willilamson,
Vice-President - Administration.

Appearing and offering testimony on behalf of the other Independent
telephone companies (Independents} operating in North Carolina were: Felix L.
Boecueei, Jr., Analyst with Contel Service Corporation - Eastern Region for
Continental Telephone Company of North Carolina; Stuart M. Rutter, General
Manager - Regulatory and Operational Planning, for Central Telephone Ccmpany;
Harold W. Shaffer, Regional Settlement Supervisor for the Southern Region of
the Mid-Continent Telephone Service Corporation for Mid-Carolina Telephone
Company and for the Sandhill Telephone Company; Larry J. Sparrow,
Vice President - Revenue Requirements for General Telephone Company of the
Southeast; and Phil W. Widenhouse, Executive Vice President and Treasurer, for
Concord Telephone Company.

The prefiled statement of David 0. Albertson, Secretary-Treasurer and
Controller of Citizens Telephone Company, was copied into the record.

The Publie¢ Staff{ offered the testimony and exhibits of Millard N.
Carpenter, Engineer - Communications Division, and of Hugh L. Gerringer,
Engineer - Communications Divisions.

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

FINDINGS OF FACT

1. Southern Bell and the Independents made parties to this docket are duly
franchised public utilities lawfully incorporated and licensed to do business
in North Carolina, are providing telephone services in their reapective North
Carolina service areas, are subject te the jurisdiction of the Commission, and
are lawfully before this Commission to establish rates for intrastate MTS,
WATS, and interexchange private line services.

2. The public interest requires that intrastate MTS, WATS, and 800 service
and interexchange private line service rates and charges be uniform for all
telephone companies operating in North Carolina.

3. Southern Bell’s proposed changes in the intrastate MTS rate schedules
are just and reasonable.

x

I, Southern Bell’s proposed changes in the nonrecurring intrastate WATS
rates and charges are just and reasonable except the "Time and Materials®
charging basis proposed for premises wiring (installation and maintenance)
items, which are inappropriate.
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5. Certain increases proposed by Southern Bell in interexchangs private
line service and forelgn exchange service are excessive and unreasonable.
Increases in rates and charges for these services should be approved under the
recommendations and limitations proposed by the Public Staff. ’

6. The estimated annuval amount of additional gross end-of-test-period
intrastate toll revenues subject to toll settlements that will be produced for
Southern Bell and the Independents (ineluding the Telephone Membership
Corporations - TMCs) combined-related to Southern Bell’s proposed changes in
all intrastate toll rates (MTS, WATS, and interexchange private Lline)
excluding toll directory assistance is $26,030,145, This amount includes 25%
of the total effect of repression and associated cost savings as proposed by
the Company for the MTS and interexchange private line rates.

T. The method used by both Southern Bell and the Public staff for
distributing the annual additiocnal gross intrastate toll revenues subject to
toll settlements resulting from this proceeding among Southern Bell and the
Independents is proper and reasonable, resulting in additional gross toll
revenues of $14,055,6454 for Southern Bell and $11,974,501 for the
Independents, ineluding the Telephone Membership Corporations.

8. The increase in nonsettlement revenues resulting from the herein
approved rates and charges for interexchange private line service and foreign
exchange service is $144,996.  Appropriate distribution of these revenues
among the Jjurisdictional companies is shown on Appendix A under the column
entitled "Nonsettlement Revenues.!

9. Southern Bell’s proposal to eliminate the matching plan related to
intrastate toll directory assistance (DA) calls should be granted. A rate of
$0.20 for each intrastate toll DA request for MTS and WATS with no free
allowance ecalls is Jjust and reasonable and should produce approximately
$2,280,701 of additional revenues for Southern Bell. Such amount refleets the
effects of the Commission’s decision with respect to the DA rate and the
recognition of 25% of the Company’s associated recommendation on repression
and cost savings revenues. All Independent telephone companies should be
required to file concurrence tariffs and provide Southern Bell with the
necessary data on which Southern Bell can caleculate the projected revenue
increase which will inure to each company through the settlement pool.

10. The increases derived from the rate changes herein shall be handled as
follows: (a) In the pending rate cases for Southern Bell, Continental of
North Carolina, Mid-Carolina, and Heins; (b) Inecreases in toll revenues of
$0.25 or less per access line shall be deemed de minimis for North State,
Lexington, Ellerbe, Mebane, Pineville, RandoiEB, Saluda, Service, and
Sandhill; and (¢) The remaining five companiea ghall be required to establish
a deferred account in which the revenues shall be placed for Barnardsville,
Carolina, Central, Citizens, and Concord.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 1

This finding is essentially procedural in nature, was not contested by the
parties, and warrants no additional discussion in this Order.
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EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 2

The need for wmiform toll rates in North Carolina was not an issue in this
docket . This finding is consistent with previous Commission practice and
policy.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 3

Southern Bell witness Savage and Public Staff witness Gerringer presented
testimony and exhibits regarding Southern Bell’s proposed changes in the
intragtate MTS rate schedules. Witnesses appearing for the Independents also
presented testimony regarding Southern Bell’s proposed MTS changes.

Witness Savage testified that the proposed changes in the MTS rates and
charges were both fair and reasonable and were designed to wmore nearly
approximate or achieve parity with the interstate MIS rates and charges.

Witness Gerringer testified that Southern Bell proposed the following four
changes regarding the inbtrastate MTS rate schedules:

1. Increasing the add-on charges that apply to all types of operator-
handled (OPH} intrastate ealls. For 3tation-to-Station calls, the Customer
Dialed Credit {(Calling) Card add-on charge 1s propesed to be increased from
$0.30 to $0.50 and the All Other add-on charge is proposed to be increased
from $0.70 to $1.25. For all Person-to-Person calls, the add-on charge is
proposed to be inereased from $1.70 to $2.50. MNo changes are proposd in the
DDD rates which constitute a portion of thg rate for OPH calls.

2. Eliminating the present MTS discount that applies on resulting legal
holidays. A& resulting legal holiday occurs when one of the holidays falls on
a Saturday or Sunday and the preceding Friday or following Monday is observed
as the legal holiday.

3. Instituting a feature called Rate Period Specific Billing (RPSE). In
this proposed feature, the minutes of an MTS call that span two or more rate
periods are charged based upon the specifiec rate period (discounted or
nondiscounted) in which those minutes of use occur.

4, Restructuring the MTS Conference Service to simplify the charge plan by
charging for each leg of a conference call as a person-to-person call.

Public Staff witness Gerringer testified that the Public Staff was not
opposed to Southern Bell’s proposed intrastate MTS rate schedule changes since
they result in an increase in revenues, which provides a desired contribution
to maintain local service rates at a lower level than otherwise would be
possible.

Witnesses for the Independents testified in gensral regarding the toll rate
charges proposed by Southern Bell. While the majority of the Independents did
not oppose the specific rate change proposals, several questioned the timing
of the proposed changes. Carolina Telephone recommended that no toll rate
changes be made at this time because of the extensive changes now taking place
in the telephone industry such as' the divestiture of the Bell System and the
F.C.C’s adoption of a system of interstate toll access charges and the
uncertainties concerning the provision of toll services and future
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arrangements for dividing toll revenues. Further, Carolina Telephone
recommended that if the Commission did not deny Southern Bell’s toll rate
proposals, it should continue any decision about the requested increases and
their impacts within or after the conelusion of the Commission’s investigation
in Docket No. P-100, Sub 65 regarding intrastate access charges.

The Commission, having previously denied a motion to consolidate this %oll
rate proceeding into Docket Wo. P-100, Sub 65, concludes, based on the
evidence and testimony presented in this proceeding, that the changes proposed
by Southern Bell in the MTS rate schedules are just and reasonable and,
therefore, should be approved.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. U

Southern Bell withess Savage and Public Staff witness Gerringer presented
testimony and exhibits regarding Southern Bell’s proposed changes 1in the
nonrecurring intrastate WATS rates and charges for both outward WATS and 800
Service (Inward WATS) arrangements. In addition, witnesses for the
Independents presented testimony which did not oppose the speeifie proposed
changes. .

Withess Savage testified that the nonrecurring WATS charges should be set
at levels at least equal to their costs so that the customers whose orders
cause the costs to be incurred will be the source of the revenues needed to
recover these costs. Therefore, the proposed changes were designed to
inerease certain of the nonrecurring charges and revise others to a Time and
Materials basis. A1l premises wiring {(installation and maintenance) items
were £0 be charged on a Time and Materials basis with a recurring monthly rate
option proposed for wiring maintenance for business WATS.

Witness Gerringer testified that the Public Staff opposed only the Time
and Materials charging basis proposed for premises wiring items. This
opposition was consistent with the Public 3faff’s position in recent general
rate cases for Independent companies regarding similar proposals to charge for
local service items on a Time and Materials basis. Witness Gerringer
recommended that the present nonrecurring charge for- all premises wiring of
$8.00 per activity be increased to $20.00, which was in line with other
charges proposed in the nonrecurring WATS charges and in line with similar
premises wiring charges for private lines and loecal business lines.

Under cross-examination, witness Savage indicated that premises wiring
maintenance charges are presently buil: into the recurring rate strueture on
an average basgis, However, witness Savage argued that because customers
presently have a choice of having maintenance done by Scuthern Bell, doing the
maintenance themselves or having the maintenance done by a contractor other
than Southern Bell, it is necessary to get away from an average malntenance
price so that Southern Bell will not become the contractor doing all the high
cost maintenance jobs at an average rate. In witnhess Savage’s view, a Time
and Materials charging basis will solve this potential problem.

Under cross-examination, witness Gerringer offered reasons for opposing the
proposed Time and Materials charging basis for premises wiring maintenance.
He indicated that the proposal is ill-timed in that the service is still
subject to regulation, with potential complaints being directed to the

Commission and Public Staff if the Company repairman is not efficient or for
Y
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any reason takes more time to complete a job than the custemer may think is
reasonable. Withness Gerringer further stated that the cost causer 1is
difficult to identify. Even though a problem may occur at a particular
residence, the cause of the problem may have been beyond the control of the
customer at that residence. Therefore, recovering maintenance costs on
average from all customers through recurring rates appears to be more
equitable.

Based on the evidence and testimony presented in this proceeding and
considering the Commission’s decisions in the most recent Carolina Telephone
and Central Telephone general rate cases, the Commission concludes that the
changes proposed by Southern Bell in the nonrecurring WATS rate schedules,
with the exception of the proposed Time and Materials charging for premises
wiring items, are just and reasonable and should be approved. In lieu of the
proposed Time and Materials Charges, the present $B8.00 nonrecurring charge
for all premises wiring items should be inereased to $20.00.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. S

The Commission’s finding on the reasonableness of the proposed rates for
interexchange private line service is based on the testimony of Southern Bell
witnesses Savage, Hart, and Jordan and Publie Staff witness Carpenter.

Witness Savage presented the Company’s proposals on -interexchange private
line services. Witness Savage stated that the proposed rates and charges were
based on current cost and bthat current cost is the appropriate basis for
sebting rates Tor these services.

Witness Hart presented the results of the current direct cost study on
which the proposed rates were based and deseribed the methodology used in the
study. Witness Jordan presented a demand model for private line services.
The model apparently covered both intraexchange and interexchange services and
all types of private lines on an aggregate basis.

Witness Carpenter presented testimony regardihg his review of the
Applicant’s propesals for interexchange private line service and foreign
exchange service. Witness Carpenter concluded that in a number of categories
of service Southern Bell’s proposed percentage increases in recurring rates
were excessive and that the increases in those categories should be limited to
a reasonable level, he recommended a limitation of 30%. This 30% ceiling was
to be applied to several categories of service which witness Carpenter
identified in his exhibits.

Witness Carpenter recommended that, with the exception of the proposed
Time and Materlals Charges, the increases proposed by Southern Bell in
nonrecurring charges be approved. Witness Carpenter concluded that the Time
and Materials Charges were unnecessary and would cause uncertainty and
inconvenience for the customer and recommended that the proposed chargss be
rejected.

Witness Carpenter cited laek of adequate support for the proposed increase
in the cross-boundary foreign exchange rate and recommended that the present
rate of $8.85 per mile remain unchanged.
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Regarding Series 5000 channels (Telpak), witness Carpenter recommended that
Southern Bell’s proposals to obsolete the service immediately and discontinue
the service after two years be rejected. Witness Carpenter pointed out that
there was no evidence in the record to justify single-channel rates for Telpak
offerings and atated that it seemed reasonable to expect that the per channel
cost of Telpak would be lower than the cost of a single channel. He also
pointed out that the elimination of Telpak in two years as proposed would
produce an additional $9.5 million which was not reflected in Southern Bell’s
proposed revenue to be obtained from private line services. Witness Carpenter
concurred in Southern Bell’s proposed increases in the Telpak rates which
averaged approximately 46%.

Witness Carpenter’s testimony jindicated that his caleculations of the
revenue which would be produced by his proposed lnecreases in rates and charges
were made without reflecting repression.

The Commission finds that some of the Company’s proposed increases in
monthly private line rates are excessive and may cause unreasonable burdens on
subscribers to these services, The Commission conecludes that the
recommendation by witness Carpenter to limit to 30% the increase in revenues
from witness Carpenter’s specifically identified recurring charge categories
is reascnable and is required in order to moderate the inereases in monthly
rates propcsed by Scuthern Bell. The Commission also concludes that witness
Carpenter’s recommendations on rates for nonrecurring charges, cross-boundary
foreign exchange service, and Telpak services are reasonable and should be
adopted. The total additional revenue increase resulting from these increases
is approximately $7,063,654 which reflects the Commission’s decision with
regard to the treatment of repression as discussed in the Evidence and
Conclusions for Finding of Faet No. 6,

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 6

Southern Bell withesses Savage, Rudisill, Hart, and Jordan and Public Staff
witnesses Gerringer and Carpenter presented testimony and exhibits regarding
the determination of the estimated annual amount of additional end-of-test-
period gross intrastate toll revenues subject to toll settlements that would
be preduced for Southern Bell and the Independents, including the TMCs, based
on Southern Bell's proposed rate changes excluding toll directory assistance
charges.

The following tabular summary shows a comparison of the total increase in
intrastate toll revenues subject to toll settlements estimated by Southern
Bell with those estimated by the Public Staff:

Item Southern Bell Publie Staff

MTS {OPH add-on, resulting
legal holiday, RPSB) $329,883,573 $345,037,487

x4.1056858% x5.85%

Conference service 13,543,983 20,184,693
(60,558} (60,558)
MTS total 13,483, 425 20,124,135
WATS 276,102 346,982
Interexchange private line 6,253,082 74517,906

Total for Scuthern Bell and
the Independents combined $ 20,012,609 $ 27,989,023
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Sotithern Bell’s estimate of the additional MTS revenues was presented by
Wwitness Savage. Company witness Jordan offered rebuttal testimony concerning
price repreasion and cost =savings. Witness Savage used an intrastate toll
message sample (including messages for both Southern Bell and the
Independents) in order to determine the aggregate percentage increase in
intrastate MTS revenues due to three of the four proposed changes in the MTS
rate schedules, exeluding the restructuring of the MTS Conference Service
charges. This increase was determined by comparing the revenues the message
sample would produce when priced at the current rates with those when priced
at the proposed rates and charges. The results showed a 5.85% aggregate
revenue increase. This percentage increase did not take into account the
effect of the Company’s expectation that a decline in consumer demand would be
caused by the higher prices (repression) nor the associated reduction in
expenses that would cccur when the level of demand for a service is lowered
(cost savings). Thus, the Company wused an econometric disaggregated

repression model to forecast elasticity of demand for the various services.
The model produced a result which showed that the proposed rates would yield
only a Y4.11% increase in revenues, assuming that the increased prices would be
in effect during the test year. Southern Bell applied the 4.11% revenue
inerease determined from the message sample to the actual gross intrastate
MTS revenues of $329,883,573 billed during the test pericd for Southern Bell
and the Independents combined, resulting in an annual increase in MTS revenues
of $13,543,983. This amount was reduced by $60,558 to reflect the impact of
the MTS Conference Service restructuring, resulting in a final annual increase
in MTS revenues of $13,483,425,

Publiec Staff witness QGerringer testified that his estimate of the
additional MTS revenues was based on taking the 5.85% increase from Southern
Bell’s basic message sample approach, excluding the effects of repression and
cost savings, and applying it to an end-of-test-period level of gross billed
intrastate toll revenues to arrive at an annual jincrease. According to
witness Gerringer, the Company s use of actual gross billed revenues for the
test period, is not the same thing as using an end-of-test-pericd annual
amount of MTS revenues and thus Southern Bell’s revenue 1lével would be
improper. Witness Gereringer testified that, using regression analysis, he
determined %he end-of-test-period level of gross billed annual revenues for
Southern Bell and the Independents combined to be $345,037,487 which, when
multiplied by the 5.85% increase, resulted in an annual increase in MTS
revenues of $20,184,693, This amount was reduced by the $60,558 related to
the restructuring of the MTS Conference Service with the resulting amount of
$20,124,135 being the Public Staff’s recommendation as te¢ the final annual
increase in MTS revenues.

The difference between the WATS amounts shown for Southern Bell and the
Publie Staff results from differences between the parties proposed rates for
the premises wiring nonrecurring charges. The Publiec Staff’s amount of
$346,982 includea the revenue impact of increasing the present $8.00 premises
wiring charge to %20.00. Southern Bell’s amount of $276,102 reflects the
revenue impact of that $8.00 charge going to zero. Furthermore, Socuthern
Bell falied to include as part of its WATS revenue increase the revenues
associated with its proposal to charge for premises wiring on a Time and
Materials basis.

The difference in the parties” amounts of revenue shown for Iinterexchange
private lines results from (1) the Public Staff’s recommendation of limiting
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the amount of revenue inerease to be obtained from several categories of
service to 30%, (2) other modifications to the proposed rates and charges
which the Public Staff recommended including continuation of existing rates
for cross-boundary foreign exchange service, and continuation of present
charges for installation of premises wiring in lieu of Time and Materials
charges propeosed by Southern Bell, and (3} the Publie Staff’s use of a direct
priceout for the calculation of the increased revenues due to the proposed
changes without estimating, as Southern Bell did, the repression effects due
to the proposed increases as used by Southern Bell. The interexchange private
line limitations and modifications recommended by the. Publiec Staff are more
thoroughly discussed in Evidence and Conclusions for Finding of Fact No. 5.

Regarding the Public Staff’s treatment of the effects of repression and
cost savings, witness Gerringer stated that his exclusion of these two effectis
was consistent with the Commission‘s decisions in preceding toll rate cases.
Under cross-examination, witness Gerringer acknowledged that Southern Bell
used a disaggregated econometric modeling approach in this case to determine
the price repression effects. Apparently this approach was taken in an effort
to satisfy the Commission’s criticism of the use of an aggregate model in
previous toll rate proceedings. Witness Gerringer indicated that the use of
the Company’s disaggregated models satisfied only one of several criticisms
made by the Commission in past cases. According to witness Gerringer, these
eriticismas related to considering only a price repression effect and not a
total repression effect. Nevertheless, the Publie Staff did not deny
abaolutely that repression in fact exists.

The Commission Order in Docket HNo. P-100, Sub 57 contains an extensive
discussion on the subject of repression wherein the Commission expressed a
concern that the model used therein was not disaggregated and thus disallowed
the effects of repression. The model was said to be disaggregated since there
were no specific provisions in the model at that time for the recognition of
the various customer classes - residential, commercizl, and industrial - nor
for the differing aspects of the service such as distance, time of day, and
level of operator assistance. In the present case, Southern Bell has
developed several disaggregated models, four which are related to MIS
specifically addressed concerns voiced by the Commission in the past. For
example, one model observed residence service/person-to-person. Another
observed business service/person-to-person. A third model was developed and
run for resgidence service/all-station e¢alling. A fourth observed business
service/all-station calling. The Company also develeoped an econcmetric model
to estimate the demand elasticity for interexchange private line services
which are proposed for repricing in this proceeding. The Commission concludes
that the models used in this proceeding have partially satisfied the
eriticisms upon which the Commission based its decisions in previous toll rate
proceedings. Furthermore, in Docket No. P-100, Sub 57, the Commission
expressed concern that "ad justments to the teat year for only a price increase
overlooks the impacts of other variableS....™ However, upon examination of the
methodology used in the present case, there is a reflection in the actual
billed revenue during the test period of other variables reflecting economic
activity including the Consumer Price Index, personal income levels, housing
starts, gas tax receipts, and a0 forth.

Cost savings associated with repression have not been included by Southern
Bell in preceding toll rate cases; however, cost savings have been ineluded in
this proceeding to recognize the changes in expenses that would occur if the
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level of demand for a service changed. Maintenance and administrative
expenses for toll private 1line g&ervices, operator expenses related %o
directory assistance and message telecommunications service and gross receipts
taxes which will be saved as a result of the estimated repression have been
caleulated and included in the revenue development by Southern Bell.

Based upon the evidence, the Cormmission finds that it cannot in this
proceeding deny the faet that repression does in fact exist; however, the
Commission concludes that Southern Bell has not shown that its determination
of the quantification of repression is completely reasonable. Thus, the
Commission finds that only 25% of the total effect of repression and
associated c¢ost savings as proposed by the Company for the MTS and
interexchange private line rates is appropriate for use ‘in this' proceeding.
Further, having accepted the Public Staff’s recommendations regarding proposed
changes in MTS, WATS, and interexchange private line rates and charges in
Findings of Fact Nos. 3, 4, and 5, agreeing that witness Gerringer’s approach
for determining end-of-test-period additional MTS revenues jis reasonable and
recognizing 25% of the effects of represasion and cost savingzs determined based
upon the Commission’s rate design decisions, the Commission concludes that the
total annual additional gross intrastate toll revenues subject to toll
settlements that will be produced by the approved changes in intrastate toll
rates for Southern Bell and the Independents is $26,030,145, excluding the
toll revenue impact of the Commission’s DA plan (see Finding of Fact No. 9).

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 7

Southern Bell witness Rudisill and Public Staff witness Gerringer presented
testimony regarding the distribution among Southern Bell and the Independents
of the estimated annual additional gross intrastate toll revenues subject to
toll settlements resulting from this proceeding. Witnesses for several of the
Independents settling on an dotual cost basis presented testimony regarding
this distribution and the amount of additional intrastate toll revenues that
each would expect to receive through additional toll settlements. Some of the
Independents who presented testimony based their estimates on expectations
regarding the impact of the proposed toll rate changes on the intrastate toll
settlement ratio along with other changes, including the growth in expenses
and pending changes related to merging competition and divestiture of the Bell
System, that would affect the settlement ratio and the settlements process.

Company witness Rudisill tegtified that in estimating the amount of
additional toll settlement revenues which would result for each company from
the tell rate changes, it was necessary first to estimate the effect on the
standard schedule settlement companies of the proposed changes in the MTS and
WATS rates, Witness Rudisill indicated that changes in the rates for
interexchange private line services would not affect the settlements for the
standard schedule settlement companies, since private line settlements for
them are determined based on nationwide average cost tables that are related
to faeility units rather than to bllled revenues. Based on Southern Bell’s
proposals, the total annual settlement increase for all standard schedule
settlement companies was $46,793.

Regarding the toll settlement revenue effeet of the proposed toll rate
changes for cost settlement companies, including Southern Bell, witness
Rudisill testified that he had estimated the effeect by spreading the balance
of the estimated total revenue increase, after settlement effects for the
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standard schedule settlement companies had been removed, among the cost
settlement companies based on the percent of total net intrastate toll
investment each company had as of October 31, 1982. Under Southern Bell’s
proposals, the annual intrastate toll settlement revenue increase for all cost
settlement companies was $19,965,816, of which $10,877,376 was Southern Bell’s
portion. '

DPuring cross-—examination, witness Rudisill defended his methodology for
distributing the additional gross revenues among the cost settlement companies
based on relative net intrastate toll investment versus some other method of
distribution, such as that suggested by Carolina Telephone, using relative
total intrastate toll revenues received by each cost settlement company during
the test period. Witness Rudisill indicated that a representative atable
basis was necessary for distributing the additional gross toll revenues and
that net toll investment over time provided that degree of stability, whereas
using total toll revenues may not be representative for a given perlod 'If
these total toll revenues happen to be impacted by a large one-time aecounting
ad justment. Further, witness Rudisill testified that even though his
distribution method suggested that the additional revenues for each .company
would end up as profit, he did not expect that to be the case due to inereased
expenses and inflation eroding the additional revenues flowing te the bottom
line and lowering the settlement ratio. However, witness Rudisill stated that
he Y¥new of no precise method to allow for this erosion effect, and thus
maintained that distributing the additional gross revenues on net investment
was presently the most representative means of determining each company ‘s
share of the additional revenues.

Public Staff witness Gerringer testified that he used the same methods used
by Company witness Rudisill in distributing the additional toll settlement
revenues among Southern Bell and the Independents. However, wiltness
Gerringer’s results differed from those of witness Rudisill due to his use of
the -Public Staff’s estimate rather than Southern Bell’s estimate of the total
additicnal intrastate toll revenues subject to toll settlements that would be
produced by the changes in toll rates proposed by Southern Bell (See Evidence
and Conelusions for Finding of Fact Ne. 6). Applying the distribution methods
used by witness Rudisill, witness Gerringer first estimated the increase in
intrastate toll settlements for the standard schedule settlement companies to
be approximately $287,190 with the qualifieation that a more accurate
determination of this amount should be made based on the Commission’s final
decision regarding the adjustments and recommendations proposed by the Public’
staff.

Witness Gerringer then took the Publie Staff”s estimate for the total
additicnal intrastate toll revenues of $27,989,023 as indicated iIn Finding -of
Fact No. 6 and reduced it by $287,190, leaving a total of $27,701,833. This
amount was distributed between Southern Bell and the other cost settlement
companies based on relative net intpastate toll investments, resulting in
additional intrastate toll settlements of $15,091,959 (54.48%) for Southern
Bell and of $12,609,874 (45.52%) for the cost settlement companies:

During cross-examination, witness Gerringer disagreed with the Company”’s
proposition that the cost settlement companies would not necessarily receive
the additional gross toll revenues distributed to them by the net investment
base method as a result of the erosion of the settlement ratio due to
inereased expenses and inflation. Witness Gerringer indiecated that the
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increased expenses may be offset by growth in the toll revenues prior to the
toll rate changes. To the extent that the toll rate changes caused no or only
a minimal expense increase, witness Gerringer stated there was no reason to
conclude that the companies would not receive the additional toll revenues,
particularly at a time when the settlement ratio appears to be inereasing
absent the impact of the proposed toll rate changes. Further, witness
Gerringer stated that this proceeding is for the purpose of determining the
impact of the proposed intrastate toll rate changes and addresses only changes
in the toll revenue factor for determining the division of the toll settlement
pool and not changes in the other major factors of expenses and net
investment.

Based upon the testimony and evidence presented in this proceeding, the
Commission concludes that only additional gross intrastate toll settlement
revenues resulting from the proposed toll rate changes are to be considered as
a basis for distribution between Southern Bell and the Independents and that
the method of distribution as presented by the testimony of witness Rudisill
and witness Gerringer is proper and reasonable for use herein resulting in
additional gross toll revenues of $14,055,644 for Southern Bell and
$11,974,501 for the Independents combined ($11,743,995 - cost settlement
companies and $230,506 - standard schedule settlement companies). The
Commission further concludes that reductions in these additional gross
intrastate toll settlement revenues to reflect the speculation of increased
expenses, as presented in the testimony of the witnesses for the Independents
settling on an actual cost basis, are not appropriate in this proceeding.
Thus, the Commission finds that the additional gross intrastate toll
settlement revenues shown for each company in Appendix A are consistent with
and result from the application of the distribution methods herein concluded
to be proper and reasonable and reflect fhe effects of the Commission’s
allowance for 25% of the total effects of repression and associated cost
savings.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 8

Publie Staff witness Carpenter testified regarding the amount of
additional nonsettlement revenue which each independent company would bill and
retain as a vresult of the proposed changes in rates and charges for
interexchange private line service and foreign exchange service. Witness
Carpenter stated that Southern Bell estimated in Item 31-d of the Minimum
Filing Requirements the additional recurring revenue not included in
settlements which would result if its proposed rates and charges were
approved. Southern Bell did not include estimates of the increase in
nonsettlement nonrecurring revenue in Item 31-d. Neither of these amounts
was included by Company witness Rudisill in his testimony.

Witness Carpenter estimated the full amount of increase in Independent to
Independent (I-I) revenues not included in settlements excluding repression
effects. The sum of these nonsettlement revenues for all companies under
witness Carpenter’s recommendations is $154,321.

The Commission finds that the Public Staff’s rate proposals and methodology
for estimating the total nonsettlement revenues which the Independents will
receive is reasonable and appropriate for use in this proceeding; however, the
Commission does not agree with the Public Staff’s position on repression and
associated cost savings. The Commission concludes that the full amount of
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additional nonsettlement annual toll revenue which will result from changes in
interexchange private line and foreign exchange rates and charges is $1HM 996
which reflects the same level of repression as used in the Commission s other
private line revenue calculations. The amount of nonsettlement revenue for
each jurisdictional company is shown in Appendix A.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 9

Southern Bell witnesses Savage -and Rudisill, Public Staff witness Gerringer
and witnesses for the Independents presented testimony and exhibits regarding
Southern Bell’s proposed changes regarding requests for toll (MTS and WATS)
directory assistance (DA).

Witness Savage testified that the Company was proposing a charge of $0.35
for each intrastate toll DA request for MTS and WATS. The Company proposead
this charge as a nonconeurrence tariff item chargeable only to Southern Bell
subsoribers and not as an element for inclusion in the revenue settlements
pool. Currently, usage associated with WATS DA ealls is billed under Che WATS
recurring charges. Southern Bell proposes to discontinue this billing for
WATS DA calls and charge the $0.35 rate per call. Under Southern Bell’s
proposal, the $0.35 DA charge for MIS and WATS would apply whether or not
there were offsetting long-distance calls, and no allowance would apply to
these calla. Witness Savage stated that the proposed DA charging plan was
necessary to recognize the cost of such requests plus the expected rapid
emergence of competitive suppliers for long-distance service. Under cross-
examination, witness Savage indicated that there was no DA charging plan for
interstate toll DA requests.

Public Staff witness Gerringer testified that, for Southern Bell and all
telephone companies in North Carolina, no toll DA charge currently applies for
requests from a 919 area code number for a 704 area code number and vice-
versa. For toll DA requests within the 919 and TO4 home area, no charge
applies if the total number of requests is matched by a corresponding number
of sent pald home area code toll calls made by the subscriber making the toll
DA requests. Presently, if such DA requests are not matched and not covered
by the five free call allowance that applies to toll and local DA requests
combined, a $0.20 charge per request applies.

Witness Gerringer stated that, since DA changes were not proposed as a
eoncurrence item, no revenues had been developed for the Independents, however
Southern Bell did compute a revenue increase based on its subseribers of
43,839,751 which includes the effects of repression and cost savings.
Consistent with the Public Staff’s position of excluding repression and cost
savings, the réesulting DA revenue inerease would be $3,916,929.

Witness Gerringer recommended that the proposed toll DA charging plan be
made a concurrence item for the Independents, that the unrepressed revenue
impact of the proposed plan for the Independents be developed and that those
revenues plus the unrepressed revenues already developed for Southern Bell of
$3,916,929 be subjected to toll settlements.

Under cross-examination, witness Rudisill testified that Southern Bell and
the other cost settlement companies presently recover toll DA costs from the
settlement pool. Further, witness Rudisill indicated that Southern Bell would
not object to making the proposed toll DA charging plan a uniform concurrence
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tariff for all the Independents with the resulting revenues being reported to
the settlement pool to be distributed. The majority of the witnesses for the
Independents also did not oppose this approach. However, Carolina Telephone
did oppose the plan, contending that it would create new complaints from
customers similar to the high complaint level that resulted at the time the
$0.20 charging for DA calls was approved.

Based upon the evidence and testimony presented in this proceeding, the
Commission concludes that a rate of $0.20 for each intrastate toll DA request
for MTIS and WATS with no allowance or matching plan to apply to these calls is
the appropriate DA charge for use by Southern Bell. Further, the Commission
concludes that the DA plan as approved for Southern Bell should be made a
concurrence item for the Independents with the assoeiated toll revenues being
reported to the settlement pool for distribution. The Commission finds that
the amount of DA toll revenues expected to be collected by Southern Bell from
its customers is $2,280,701; such amount reflects the effects of the
Commission’s decisions with respect to the DA rate and the recognition of 25%
of the Company’s associated recommendation on repression and cost savings
revenues. In order to establish the full revenue impact of this approved DA
plan, the Commission is requiring that all affected Independents determine and
report the additional partially repressed (25%) toll revenues that would be
collected from their customers to be included with Southern Bell’s already
developed additional toll revenues of $2,280,701 for reporting %o the
gettlement pool. Consequently, these additional total toll revenues will be
included with those already developed in Finding of Fact No. 6 to bé
distributed in like manner among all companies according to the procedures
approved by the Commission in Finding of Fact No. 7.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 10

Public Staff witness Gerringer and witnesses for the Independents presented
testimony and exhibits regarding the flow-through of the additional intrastate
toll revenues estimated to be realized from the changes in the rates and
charges approved herein.

Witness Gerringer testified that after the resulting additional intrastate
toll revenues, both those subject to toll settlements and those not subject to
toll settlements have been accurately determined for each company, &the
following guidelines should be applied:

1. For each company that has a rate case pending before the Commission or
that has filed a rate case before the issuance of the Commission’s final
decision in this proceeding, the additional revenues for such company should
be considered in its rate case. Presently, the following companies have rate
cases before the Commission: Southern Bell, Continental of North Carclina, Mid-
Carolina, and Heins.

2. An increase in t0ll revenues of $0.25 or less per access line per month
is considered de minimis. Based on this guideline the following companies,
provided that they do not qualiry under Condition No. 1, are deemed to have
de- minimis additional revenues and no flow-through is recommended: North
State, Lexington, Ellerbe, Mebane, Pineville, Randolph, Saluda, Service, and
Sandhill.



84
GENERAL ORDERS -~ TELEPHONE

The Commission c¢onecludes that these guidelines are proper and should be
followed. .

The Commission considered carefully the following options proposed by
Independent Telephone Company witnesses:

1. Allewing no flow-through to local rate reductions,

2. Delaying decisions on the flow-through issue by transferring or
considering it in the access charge Docket No. P-100, Sub 65, or

3. Effecting flow-through by rate reductions in other MTS and WATS rates.

The bases for these three options were manifold, including the ungertainty
surrounding the divestiture of the Bell System expected to be implemented
January 1, 1984, the implementation of access charges and the implication of
changes to the existent toll settlements process, and the fear that the
settlement ratio increase due to the additional toll revenues would be offset
by increasing toll expenses. Witnesses for Carolina Telephone testified that
the additional toll revenue estimated to be generated by the toll rate changes
approved in. Docket No. P-100, Sub 57, did not materialize. One explanation
was that poor economic cdnditions prevailing since the approval of the last
toll rate changes have adversely affected toll revenue growth. Regarding the
option of flowing through the additional toll revenues by reducing other MES
and WATS rates, these witnesses indicated such flow-through would recognize
the fact of competitive pressures and the delcading of toll which is now
taking place and will increasingly be necessary.

Under cross-examination, witness Gerringer testifjed that the Publiec Staff
would not close the door on the option of flowing through the additional toll
revenues by reducing other MTS and WATS rates. He indicated that if the
Commission approved this approach, the Public Staff would need to study it
further. Regarding the fear of whether the estimated additional toll revenues
would materialize, witness Gerringer referred to the toll rate proceeding in
Docket No. P-100, Sub 145, wherein the additional toll revenues realized
exceeded everyone’s expectation. Finally, witness Gerringer testified that
flow-through for certain companies was necessary to keep the status que and
that only a general rate proceeding could provide a basis for not flowing
through significant additional toll revenues resulting from this case.

The Commission concludes that due to the uncertainties posed by
deregulation of +the telecommunieations industry, Barnardsville, Carolina, .
Central, Citizens, and Concord shall not be required to flow-through at this
time. But, within 10 days from the issuance of this Order, each of these
companies shall establish a deferred account in which the intrastate toll
revenues derived from the rate increase approved herein shall be placed.' The
deferred account revenues will be considered in any rate case filed within the
next 12 months. Approximately one year from the date of this Order, the
Commission shall schedule a further hearing to determine the appropriate
disposition of the deferred account funds. Each of the aforementioned
companies shall file with this Commission a bond or undertaking suffiecient to
cover the projected additional intrastate toll revenues as set. forth in
Appendix A.
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Moreover, it is the Commission”s view that to the extent a company receives
less toll or toll related revenue subsequent to December 31, 1983, due solely
to changes in the toll settlements process, such company shall be allowed to
retain an equivalent amount of revenue arising from the increase approved
herein. The Commission will =zlso take into account earnings of the
Company. However, as noted above, this issue may be resolved subsequently
with respect to an individual company in the context of a general rate case
proceeding or collectively by further Order of this Commission.

IT I8, THEREFORE, ORDERED as follows:

1. That Southern Bell Telephone and Telegraph Company and the other
telephone companies in North Carolina under the Commission’s jurisdiction are
hereby authorized to adjust the rates, charges, rules, and regulations of the
North Carclina intrastate message toll, WATS, interexchange private line, and
foreign exchange services to produce, based upon a test year ended October 31,
1982, additional annual gross revenues of approximately $26,030,145
(414,055,644 - Southern Bell, $11,974,501 - Independents Combined) in
accordanee with the coneclusions reached herein by the Commission. The
Independents combined amount includes revenues to be received by telephone
membership corporations coneurring in rates and charges herein revised. 1In
addition to Southern Bell being granted a revenue increase of $14,055,64Y4, the
Cemmission has approved 2,280,701 of directory assistance revenues resulting
in a $16,336,345 annual gross revenue increase for Southern Bell in this
proceeding. As soon as a determination has been made of the amount of the
total revenue increase resulting from the DA charges flowing to all regulaked
telephone companies and TMCs, the revised annual gross revenue total shall be
reflected in a further Order of the Commission.

2. That within ten (10) days from the date of this Order Southern Bell
shall file the tariffs necessary to reflect the revisions in rates and charges
in aeccordance with Paragraph 1 above. Directory Assistance tariffs applicable
to toll services should be filed in Section A18. Work papers supporting such
propesals should be provided to all parties of record (formats such as Item 30
of the minimum filing requirements, NCUC Form P-1 are suggested).

3. That all other propesed changes in rates, rate structure, and revenues
as proposed by Southern Bell are hereby denied.

4, That the Public Staff and any other intervenor may file written
comments concerning the Company’s tariffs within ten (10) days of the date
upon which the tariffs are filed with the Commission.

5. That the rates, charges, and regulations necessary to reflect the
changes authorized herein shall be effective upon the issuance of a further
Order approving the tariffs filed pursuant to Paragraph 2 above.

6. That within thirty (30) days from the date of this Order, all
Independents shall file with the Commission and Southern Bell, for the purpose
of revising the total annual gross revenue increase and finalizing Appendix A,
the partially repressed (25%) estimated toll revenue which would be reported
to the settlements pool as a result of applying the DA charging plan herein
approved by the Commission. All TMCs which will concur in the DA plan are
requested to file this information also.
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7. That within thirty-five (35) days from the date of this Order, Southern
Bell shall file with this Commission the additienal settlements revenue for
each independent telephone company resulting from the application of the DA
charges approved herein.

8. That Barnardsville, Carolina, Central, Citizens, and Concord telephone
companies shall establish deferred accounts in which the intrastate revenues
derived from the rate increase approved herein shall be placed. That within
sixty (60) days from the issuance of this Order, each of the aforementioned
companies shall file with this Commission a bond or undertaking sufficient to
cover the projected additional intrastate toll revenues as will be reflected
in the further Order of this Commission.

9. That for each company that has a rate case pending before the
Commissicn or that has filed a rate case before the issuance of the
Commission’s final decision in this proceeding, the additional revenues shall
be considered in 1ts rate case. Presently, the following companies have filed
rate cases: Southern Bell, Continental of Nerth Carclina, Mid-Carolina, and
Heins.

10. That provided they do not file rate applications prior to the final
deeision in this proceeding, the additional revenues of the companies listed
below shall be deemed de minimis (i.e., an inersase in toll revenues of
$0.25 or less per access line per month) and shall not be subject to further
investigation: North State, Lexington, Ellerbe, Mebane, Pineville, Randolph,
Saluda and Service.

11. That the Public Staff and any other intervenors may file written
comments concerning the Cempanies’ DA tariffs within fifteen (15) days of the
date upon which the tariffs are filed with the Commission. The changes
required herein shall be effective upon bthe issuance of a further Order
approving the tariffs filed pursuant to Paragraph 7 above.

ISSUED BY ORDER OF THE COMMISSION.
This the 14th day of September 1983.
NORTH CAROLINA UTILITIES COMMISSION
(SEAL) Sandra J. Webster, Chief Clerk

COMMISSIONER TATE DISSENTING
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APPENDIX A
Southern Bell Telephone & Telegraph Company

INCREASE IN ANNUAL INTRASTATE TOLL REVENUES RESULTING FROM CHANGES IN MTS, WATS
AND INTEREXCHANGE PRIVATE LINE SERVICE¥® BASED ON TEST YEAR ENDING 10-31-1982

Increage in

Nonsettlement
Increase in Revenues Total Revenue
Company Settlement Revenues (I-I Private Line) Increase -
Barnardsville $ 15,479 3 - $ 15,479
Carolina 6,581,487 - 6,581,487
Central 1,563,457 80,943 1,644,400
Citizens 98,038 - 94,038
Coneord 332,818 28,395 361,213
Continental of N. C. 910,727 - 910,727
Ellerbe 2,161 - 2,161
General 1,166,144 - 1,166,144
Heins 172,857 2,010 174,867
Lexington 31,753 6,113 37,866
Mebane Home 7,428 - 7,428
Mid-Caroclina 552,112 19,476 571,588
North State 123,508 8,059 131,567
Pineville 765 - 765
Randolph 4,013 - 4,013
Saluda - - -
Sandhill 6,534 - 6,534
Service 1,465 - 1,465
‘Southern Boll#* 14, 055, 644 - 14,055,644
Total 25,626,390 155,995 25,771,355
Non-regulated TMCs 403,755 - 403,755
Total all companies $26,030,145 $144,996 $26,175, 101

® poes not inelude additional revenues resulting from Commission approval of
toll D.A. charge plan.

#% The Commission has approved $2,280,701 of directory assistance revenues for
Southern Bell resulting in a $16,336,3U5 annual gross revenue inerease for
Southern Bell in this proceeding.

COMMISSIONER TATE, DISSENTING. I dissent because the revolutionary changes
in the telecommunications industry make it impossible for this Commission to
set rates that are reasonable and justified for the time period during which
the rates are scheduled to be effective.

Due to the introduction of compebtition in the interstate interexchange
services area, the court-ordered divestiture by American Telephone and
Telegraph Company of its local operating companies in early 1984, and rapidly
developing technology, the telecommunications industry in North Carolina is in
early stages of fundamental change, with ultimate results and impacts not
fully predictable. These changes render obsolete the partnership between Bell
" and the TMindependents"™ as it has heretofore existed. The settlement
agreements, investments, expenses, and the settlement ratio which existed in
the test year are not reliable guides for estimating conditions 1likely to
exist when the propogsed rates are in effect. It is certainty that the
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"gettlors” as well as their settlements and the settlement methods in the
immediate future will be significantly different from those in the test year.
In fact, the majority’s treatment of toll revenues as between Bell and the
independents differs from past cases and is patently discriminatory.

In the future, it will be required that interexchange services, interstate
as well as intrastate, will be cost based, thereby redueing if not eliminating
subsidies toc local exchange services. Although the benevolent practices of
the past have admirably fostered universal service, the Federal Communiecations
Commission and the Federal Courts in their infinite wiadom have decreed that
the public will be better served by competition. However distasteful this
Commission finds these decisions, federal authority has created an entirely
new ball game with new rules and new players. I cannot ignore the
consequences that flow from these federal actions and pretend that nothing
has changed, as the majority does in this decision. Due to the immeasurable
universe of changes which are certain to occur, uniform ratea for the
immediate future cannot be fixed with any certainty that they will be fair,
Just, reasonable or even lawful during the time they are to be effective.

In the post-divestiture environment, Southern Bell will be prohibited from
providing many of the interexchange private line services it currently
provides. Although these services may well be provided by another company,
the Commission does not know who that company is or whether that company’s
cost of providing interexchange private line services will be substantially
the same or radiecally different from the costs of Southern Bell. Accordingly,
it is unreasonable to impose rate increases, at this time, on users of
interexchange private line services, when those rates are based on costs
which, even if valid today, will only be valid for a few short months.

Neither Southern Bell, the Public Staff nor any other party to this
proceeding could give the Commission any assurance that the rates proposed for
change in this proceeding would be appropriate beyond the January 1, 1984,
divestiture deadline. Althocugh rates in this state are based on historical
test period operations, rate schedules are set with an eye no less toward the
future than to the past. The General Statutes contemplate that the Commission
will consider probable future revenues and expenses in setting rates for the
future, Utilities Commission v. Edmlsten, 291 NC 327, 230 3E 2d 651
(1976). All amounts utilized in this docket are annualized numbers designed
to be recovered over the next twelve months after the tariffs take effect.
flowever, the existing settlement process will be terminated as of the date of
divestiture, which e¢ould result in all revenue numbers used herein being
overestimated by approximately 75%.

Ratemaking is by its very -nature a balancing act requiring the Commission
always to balance the interest of the companies against the interest of the
publie. This case is no exception. On the one hand, the majority desires to
maximize intrastate toll revenues, to the extent practicable, since this tends
to reduce loocal service rates for Southern Bell’s local subscribers. On the
other hand, the majority eannot now know what the impact of its decisions will
be on the independent companies and their customers particularly in view of
the anticipated cancellation of existing settlement contracts before the end
of 1983 and the revenue wncertainty which that produces.

It may well be that the intrastate toll rates will need to be adjusted,
upward or downward, in the future but the public interest requires that those
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decisions be postponed until the divestiture is finalized and the access
charge and division of revenue questions are resolved. At that time the
Commission will be able to ascertain the appropriate costs for setting rates.
The majority has adopted the maxim of Justice Holmes: "We have no concern
with the future. Tt has not come yet." Union Trust Co. v. Grosman, 245
U.S. W12, 17 (1918). But the revolution in télecommunications has already
begun and I believe we are bound by the law to take it into account. I agree
with Justice Frankfurter: "We cannot as judges be ignorant of that which is
common knowledge to all men."  Sherrer v. Sherrer, 334 U.S. 343, 366
(1948).

Sarah Lindsay Tate, Commissioner
DOCKET NO. P-100, SUB 64
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of
Investigation of Intrastate Long Distance, WATS, and Interexchange ) ORDER
Private Line Rates of All Telephone Companies Under the Jurisdietion ) SETTING
of the North Carolina Utilities Commission ) RATES

BY THE COMMISSION: On September 14, 1983, the Commission issued an Order
Allowing Increase and Requiring the Filing of Rates for Intrastate Toll
Service in this docket. The Order required Southern Bell Telephone and
Telegraph Company to file appropriate revised tariffs reflecting additional
gross revenues of $26,030,145. The Public Staff and other intervenors were
allowed ten (10) days to file written comments concerning the revised tariffs.

On September 15, 1983, Southern Bell filed tariffs reflecting the revised
rates and charges allowed in the September 14} 1983, Order. On September 20,
1983, the Public Staff filed a letter to the Chairman stating that the
proposed tariffs comply with the Commission’s guidelines as set forth in the
September 14, 1983, Order.

On September 16, 1983, Southern Bell filed an Undertaking, a Notice to
Customers and a Motion for Approval of same. The Undertaking and Notice in
pertinent part provides that "Southern Bell has notified the Commission that
it will place into effect so much of the proposed schedules of rates and
charges which are set forth in Attachment A of Southern Bell’s Application of
February 8, 1983; as allowed by G.S. 62-135, such rates and charges to be
placed into effect being those approved by the Commission in its Recommended
Order of September 14, 1983, in this proceeding which, in fact, do not result
in an increase of any more than twenty percent (20%) for any single rate
classification, i.e., MTS, Interexchange Private Line, and WATS and 1like
service." Southern Bell proposed to make the rates efffective on and after
September 2U, 1983.

On September 19, 1983, the Public Staff filed a motion asserting that the
Commission should follow its long-standing practice and policy of implementing
uniform toll rates statewide. To maintain this uniformity, the Public Staff’s
motion requested that pursuant to G.S. 62-130 and G.S. 62-134, the Commission
authorize all regulated telephone companies to place into effect the same
rates and charges approved in its Recommended Order issued September 14, 1983,
effective at 12:01 a.m., September 27, 1983.
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The Commission is of the opinion that good cause exists to grant the Public
Staff’s motion.

IT IS, THEREFORE, ORDERED as follows:

1. That the rates and charges filed in this docket by Southern Bell on
September 15, 1983, are herein approved to become effective at 12:01 a.m.,
September 27, 1983.

2. That all regulated telephone companies are authorized to place into
effeet the rates herein approved effective at 12:01 a.m., September 27, 1983.

3. That all regulated telephone companies, except those whoge revenues
were deslgnated de minimis in the September 14, 1983, oOrder, shall file
within five (5) days from the issuance of this Order a bond or undertaking
sufficient to cover the projected additional revenues.

4. That all regulated telephone companies shall give public notice of the
approved rate change within 45 days of the effective date of the Commission
Order or in the next billing ecycle.

5. That all rates and charges collected under the provisions of this Order
shall be subject to refund pending a final order in this docket.

ISSUED BY ORDER OF THE COMMISSION.
This the 20th day of September 1983. ) .
NORTH CAROLINA UTILITIES COMMISSION
(SEAL) ’ Sandra J. Webster, Chief Clerk

DOCKET NO. P-100, SUB 64
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of
Investigation of Intrastate Long-Distance WATS and }
Interexchange Private Line Rates of all Telephone )
Companies Under the Jurisdiction of the North }
Carolina Utilities Commission )

ORDER

BY THE COMMISSION: On September 14, 1983, the Commission issued a
Recommended QOrder Allowing Partial Increase and Requiring the Filing of Rates
for Intrastate Toll Service in the above-captioned docket. Ordering paragraph
number 1 concluded that as soon as a determination had been made of the amount
of the total revenue increase resulting from the Directory Assistance charges
flowing to all regulated telephone companies and the Telephone Membership
Corporation, the revised annual gross revenue total would be reflected 'in a
further Order of the Commission. On Yovember 28, 1983, Southern Bell
Telephone and Telegraph Company filed with the Commission for each independent
telephone company and for the Telephone Membership Corporation the additional
settlements revenue resulting from the applieation of the directory assistance
charges approved in this docket. .

It is the cenelusion of this Commission that good cause exists to accept
the $B,065,447 estimated Intrastate Toll Directory Assistance Revenues for
test pericd ending October 31,1982
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IT 1S, THEREFORE, ORDERED that the estimated directory assistance revenues
as submitted in the Southern Bell Report filed in the above-captioned docket
on Wovember 28, 1983, are hereby accepted.

ISSUED BY ORDER OF THE COMMISSION.
This the 6th day of December 1983.

(SEAL)

NORTH CAROLINA UTILITIES COMMISSION
Sandra J. Webster, Chief Clerk

DGCKET NO. P-100, SUB 65

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

Investigation to Consider the Implementation of a
Plan for Intrastate Access Charges for Al11 Telephone

in the Matter of )
ORDER ESTABLYSHING
INTERIM OPERATING

)
)
Companies Under the Jurisdiction of the North )}  PROCEDURES
Carolina Utilities Commission b

HEARD IN:

BEFORE:

APPEARANCES:

Commission Hearing Room 217, Dobbs Buildirg, Raleigh, North
Carolina, on October 11-14, October 18-21, 1983, and November 3
and 4, 1983

Superior Courtroom, Fifth Floor, Buncombe County Courthouse,
Courthouse Plaza, Asheville, North Carolina; Commissioners
Beard Reoom, Fourth Floor, County Office Building, Charlotte,
North Carclina; Cormission Hearing Room 217, Dobbs Building,
430 North Salisbury Street, Raleigh, North Carclina; Superior
Courtroom, New Hanover County Courthouse, Corner of Third and
Princess Streets, Wilmington, North Carelina; and Council
Chambers, Third Floor, Administrative Offices Complex, One
Covernmental Plaza, Rocky Mount, North Carolina, on Monday,
October 17, 1983

Chajirman Robert K. Koger, Presiding; and Commissioners 3Sarah
Lindsay Tate, Edward B. Hipp, A. Hartwell Campbell, Douglas P.
Leary, and Ruth E. Cook

For Southern Bell Telephone and Telegraph Company:

R. Frost Branon, Jr., General Attorney, Southern Bell Telephone
and Telegraph Company, P.0. Box 30188, Charlotte, North Carolina
28230

Hubert F. Owens, Solicitor, Southern Bell Telephone and
Telegraph Company, 675 West Peachtree Street, N.E., Atlanta,
Georgia 30375

Robert C. Howison, Jr., Hunton & Williams, Attorneys at Law,
P.0. Box 109, Raleigh, North Carclina 27602
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For Carolina Telephone and Telegraph Company:

Dwight W. Allen, Vice President, General Counsel, and Secretary,
Carolina Telephone and Telegraph Company, 720 Western Boulevard,
Tarboro, North Carolina 27886

Robert €. WVoigt, Senior Attorney, Carolina Telephone and
Telegraph Cempany, 720 Western Boulevard, Tarboro, North
Carolina 27886

For General Telephone Company of the Southeast:

Dale Sporleder, Vice President - General Counsel and Seeretary;
Wayne L. Goodrum, Associate General Counsel; and Joe W. Foster,
Attorney, General Telephone Company of the Southeast,
P.0Q. Box 1412, burham, North Carolina 27702

For Continental Telephone Company of WNorth Carolina and Mid-Carolina
Telephone Company:

F. Kent Burns, Boyce, Mitchell, Burns & Smith, P.A., Attorneys
at Law, P.0. Box 2479, Raleigh, North Carolina 27602

For Central Telephone Company:

James M. Kimzey, Kimzey, Smith, McMillan & Roten, Attorneys at
Law, 506 Wachovia Bank Building, P.0. Box 150, Raleigh, North
Carolina 27602

For AT&T Communications of the Southern States, Inc.:

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

Gene V. Coker, General Attorney, AT&T Communications of the
Southern States, Ine., 1200 Peachtree Street, N.E., Atlanta,
Georgla

For Concord Telephone Company:

John R. Boger, Jr., Williams, Boger, Grady, Davis & Tuttle,
P.A., Attorneys at Law, P.0O. Box 810, Concord, Nerth Carolina
28025

For the Public Staff:

James D. Little, Chief Counsel; Paul L. Lassiter, Staff
Attorney; Vickie L. Moir, 3taff Attorney; Antoinette R. Wike,
Staff Attorney, Public Staff - North Carolina Utilities
Commission, P.0. Box 991, Raleigh, North Carolina 27602

For: The Using and Consuming Publie
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For The Attorney General:

Karen E. Long, Assistant jAttorney General, and Jo Anne Sanford,
Special Deputy Attorney General, North Carolina Department of
Justice, P.0. Box 629, Raleigh, North Carolina 27602

For: The Using and Consuming Publie

For Bernice Dill, et al.

Margot Roten, North Carolina Legal Services Resource Center,
Inc., P.O. Box 1658, Raleigh, North Carslina 27602

Daniel V. Besse, Pamlico Sound Legal Services, Ine¢., P.0O.
Box 1045, New Bern, North Carolina 28560

Douglas A. Scoti, Central Carolina Legal Services, 1Inc.,
P.0. Box 3467, Greensboro, North Carolina 27401

Richard M. Klein, Farmworkers Legal Services of North Carolina,
P.0. Box 1229, Raleigh, North Carclina 27602

For Citizens Telephone Company and Tarheel Association of Radiotelephone
Systems, Inc.:

Thomas R. Eller, Jr., Attorney at Law, Suite 205, Crabtree
Center, 4600 Marriott Drive, Raleigh, North Carolina 27612

For North Carolina Textile Manufacturers Association, Inc.:

Jerry B. Fruitt, Attorney at Law, P.0. Box 2507, Ralelgh, North
Carolina 27602

BY THE COMMISSION: On A&pril 19, 1983, the Commission issued an Order
Instituting Investigation in this docket to consider the implementation of a
plan for intrastate access charges. This Order made Southern Bell and the
Independent Telephone Companies under the Commission’s jurisdietion parties,
requested ATE&T and ATTIX to participate, required Southern Bell along with
ATTIX to file a detailed statement of thelr intentionsg, required the filing of
comments by other jurisdictional companies, the Public Staff, and other
interested parties by the dates set therein, and noted that the Commission
would issue such further Orders as required, including the scheduling of
evidentiary hearings.

Pursuant to the Commission’s fpril 19, 1983, Order, statements or comments
were filed by the following: Southern Bell Telephone and Telegraph Conpany,
Bell System Southern Interexchange Organization, the Town of Pineville,
Central Telephone Company, General Telephone Company of the Southeast,
Carolina Telephone and Telegraph Company, Lexington Telephone Company, Concord
Telephone Company, Barnardsville Telephone Company, Service Telephone Company,
Mebane Home Telephone Company, Randolph Telephone Company, Saluda Mountain
Telephone Company, Citizens Telephone Company, Ellerbe Telephone Company, the
Carolina-Virginia Telephone Membership Association, Inc., Mid-Carolina
Telephone Company, Sandhill Telephone Company, MCI Telecommunications
Corporation, Heins Telephone Company, the Combined Network, Inec., GTE Sprint,
and the Public Staff.
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The following Motions for Intervention were also filed with the Commission:
North Carolina Textile Manufacturers Association, Ine. (NCTMA), Carolina-
Virginia Telephone Membership Association, Ine., Bernice bill, et al., and
Tarheel Association of Radiotelephone Systems, Inc. (TARS).

The Commission 1issued Orders on various dates in response to these
petitions to intervene. Any such motion for intervention not previously ruled

upon is hereby allowed.

The Public Staff and the Attorney General filed Notices of Intervention,
which are deemed recognized. By Motions filed on July 20 and 25, 1983, the
Publie Staff requested the Commission to achedule an evidentiary hearing in
this matter, establish filing dates, and require public notice.

On July 28, 1983, the Commission issued an Order Scheduling Hearing and
Requiring Public Notice. By that Order the Commission: set the matter for
evidentiary hearing as a complaint proceeding to develop an intrastate access
charge plan and establish guidelines for the implementation of such a plan;
scheduled the hearing to begin on Tuesday, October 11, 1983; scheduled a
pre-trial conference for Monday, October 3, 1983; set a date for Southern Bell
and the Bell System Southern InterexXchange Organization to file testimony and
tariffs; set dates for the: Independent Telephone Companies, the Publiec Staff,
and other intervemors to file testimony; and required the giving of public
notice.

On September 6, 1983, a letter was filed with the Commission, giving notice
that the name of the Bell System Southern Interexchange Organization had been
changed to AT&T Communications (ATTCOM).

By motion filed on September 15, 1983, the Attorney General requested that
night -hearings be held in Raleigh and Asheville and that adequate public
notice of the hearings be required.

On September 22, 1983, the Commission issued an Order scheduling public
hearings at night on Monday, October 17, 1983, in Asheville, Charlotte,
Raleigh, and Wilmington and requiring publie notice. By Commission Order
issued Sepbember 27, 1983, an additional night hearing was scheduled to be
held in Rocky Mount simultanecusly with the other night hearings previously
scheduled and the public notice was required to be amended accordingly.

A pre-trial conference was held on October 3, 1983, and a Pre-Trial Order
was issued by the Commission on Qctober 7, 1983.

Prior to and during the course of the hearings, motions were made and
orders entered relating thereto, all of which are a matter of record.

Publie hearings were held as scheduled by the Commission for the specific
purpose of receiving testimony from public witnesses. The following persons
appeared and testified:

Charlotte: C« T. White, Marshall Howard, and Monroe T. Gilmer

Rocky Mount: Katie Roberson, Minerva Banks, Walter Williams, Joe Moody,
Norma Bryan, Cynthia Arnold, Josephine Garris, and Sarah May
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Wilmington3 John Fitzpatrick, Robert Richard Hughes, Sr., Ernest F. Yott,
Jr., and Beasley Harry

Asheville: Ed Bradley, Fred Sealey, Horace Reeves, Grace McElreath, Henry
Suthard, Madeline Brookshire, George Ingle, Juanita Jones, Mary
Hensley, Calvin W. McCurry, Sidney L. Hodges, Jr., Scott Dedman,
Helen T. Reed, and Joe Morgan

Raleigh: Ada J. Hooker, Ellen Winston, Lula Chambers, Doris Hanford,
Fannie Graves, Gale Hawks, Elisha Wolper, Maria Cuttina, Michael
Soehnlein, Jane Rogers Montgomery, David B. Stevens, and Joseph
Reinckens

As previously ordered, the case in chief was heard in Raleigh beginning on
Qctober 11, 1983, ‘

Southern Bell presented the testimony and exhibits of the following
witnegses: Allen K. Priee - District Staff Manager; Harold M. Raffensperger -
District Staff Manager in Service Costs; Robert C. Hart, Jr. - District Staff
Manager in Service Costs; 0. Lee Prather, Jr. - Distriet Staff Manager in
Service Costsj W. Whitard Jordan - Distriet Staff Manager - Rates and Costs;
bonald L. Eargle - District Staff Manager - Network Planning; and Robert T.
Burnhg - Division Staff Manager, Bell - Independent Relations.

Carolina Telephone and Telegraph Company presented the testimony and
exhibits of T, P. Williamson, Vice President - Administration for the Company.

Central Telephone Company presented the testimony and exhibits of R. Chris
Harris, Manager - Operations Planning.

Concord Telephone Company presented the testimony of Phil W. Widenhouse,
Executive Vice-President.

Continental Telephone Compatny presented the testimony and exhibits of
Earle A. Mackenzie, Revenue Requirements Manager for Contel Service
Corporation.

General Telephone Company of the Southeast presented the testimony and
exhibits of Joseph W. Wareham, Business Relations Director.

Mid-Carolina Telephone Company and Sandhill Telephone Company presented the
testimony of Harold W. Shaffer, Regional Settlements Supervisor - Southern
Region of Mid-Continent Service Corporation.

ATTCOM presented the testimony and exhibits of James A. Tamplin, Jr., Staff
Supervisor in the Engineering Department of Southern Region of AT&T Long
Lines; Lawrence R. Weber, Vice President - Exfernal Affairs for Southern Bell
and designated Vice President - External Affairs for the Southern Region of
ATTCOM: and Marion R. McTyre, District Manager.

The Attorney General presented the testimony of Dr. John W. Wilson,
President of J. W. Wilson & Associates, Inc.

The Publie Staff presented the testimony and exhibits of Gene A. Clemmons,
Director - Communications Division; Millard N. Carpenter, III, Engineer -
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Communications Divisien; and Hugh L. Gerringer, Engineer - Communications
Division.

The Carclina/Virginla Telephone Membership Corporation presented the
testimony of A. William MecDonald, General Manager of Yadkin Valley Telephone
Membership Corporation.

The WCTMA presented the testimony and exhibit of Louis R. Jones,
Telecommunications Analyst, Corporate Communications Department, Burlington
Industries, Inc.

TARS presented the testimony and exhibits of Allen L. Guin, President of
Two-Way Radio of Carolina at Charlotte.

Baged upon a careful consideration of the foregoing and the entire record
in this proceeding, the Commission makes the following

FINDINGS OF FACT

1. The telephone companies which have participated as parties in this
docket are subject to the jurisdiction of this Commision.

2, AT&T Communications of the Southern States, Inc., has applied for a
certificate of public convenience and necessity in Docket No. P-140 to provide
telecommunications services in North Carolina. ATTCOM 1s subject to the
Jjurisdiction of ‘this Commission.

3. At the present time, 20 regulated telephone companies and nine
unregulated telephone membership corporations (TMCs) furnish equipment and
facilities jointly to provide an integrated statewide toll network in North
Carolina. The major services provided by this toll network are message
telephone service (MT3), WATS, and private line service.

4. Under the present partnership arrangement, intrastate toll revenues
colleocted from customers are pooled for division among the telephone companies
te recognize the costs ineurred by each in partieipating in the partnership.
These divided toll revenues are known as toll settlements.

5. Southern Bell Telephone and Telegraph Company has acted historically as
a clearing house for toll settlements. The Independent Telephone Companies
and the TMCs settle with Southern Bell on either a standard schedule basis or

an actual cost basis.

6. Each "actual cost" company’s revenues, investment, eXpenses, taxes, and
reserves are allocated to the intrastate toll and local jJurisdiections through
what are known as separations procedures. These procedures are set out in the
February 1971 Separations Manual published by the Federal Communications
Commission (FCC) and adopted by the FCC as Part 67 of its Rules in Docket
No. 18866, Report and Order of Qctober 27, 1970, and revised in Docket No. 80-
286, Decision and Order adopted February 24, 1982. [Each company receives
settlements to cover its cost of providing toll service plus a return,
referred to as the settlement ratio, on its net toll investment.

T. Each "standard schedule"™ company receives toll settlements based on
sample cost studies performed by companies throughout the United States using
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the accepted separations procedures. These studies result in a schedule of
settlements related to average revenue per message.

8. The present intrastate toll arrangement in North Carolina has provided
telephone subseribers with efficjient and reliable toll service at reasonable,
uniform rates. In addition, it has provided a contribution to overall
telephone company revenue requirements which has allowed local rates to remain
affordable to the majority of subscribers.

9. TIn compliance with the Modification of Final Judgment (MFJ) in United
States v. American Telephone and Telegraph Co., 552 F. Supp. 131 (D.D.C.
1982), affirmed per curium sub nom. Maryland v. United States, U.S.

s 103 S. Ct. 7200 (%9837, and 1in accordance with the Plan of
Reorganization (POR) submitted to the U.S. District Court, Southern Bell will
transfer its assets used to provide interexchange (interLATA) service in North
Carolina to a wholly owned subsidiary, AT&T Communications of the Southern
States, Ine., Which will itself become a wholly owned subsidiary of American
Telephone and Telegraph Company (AT&T).

10. Under the MFPJ, Southern Bell will only be permitted to provide exchange
or interexchange service within a LATA. LATAs or Local Access and Transport
Areas define the geographical areas in which Bell operating companies, such as
Southern Bell, are permitted by the MFJ to conduct business. There are five
court-approved Southern Bell LATAs 1in North Carolina, with which the
Independent Telephone Companies have been associated for purposes of
classifying Bell-Independent traffic in order to determine the proper division
of Bell System assets. No pooling of revenues or costs between Southern Bell
and ATTCOM will be allowed. Instead, ATTCOM will provide interLATA service
and Southern Bell will bill ATTCOM through a system of tariffed acceas charges
for exchange access or intralATA facilities used to complete a call.

11. The decision of the Federal Communications Commission in Docket
No. 78-72, Third Report and Order issued February 28, 1983, requires the
determination and use of access charges for access to the local network
provided by the local telephone companies ¢$or interstate traffie of
interexchange carriers but does not dictate charges in the provision of North
Carolina inbtrastate toll or locdl service; nor does it dictate the use of
end-user access charges of any Kind for intrastate service.

12. The implementation date of the FCC’s decision in Docket T8-T72 has been
extended until April 3, 1984, by FCC Order No. 83-1145, issued Qctober 19,
1983,

13. There is no requirement to mirror the FCC end-user access charge
tariff in North Carolina at this time.

14. The MFJ approving divestiture of the Bell Operating Companies (BGCs)
from AT&T does not require imposition of an end-user access charge in North
Carolina.

15. Presently Southern Bell, AT&T, and the Independentz have contracts
with the radio common carriers {RCCs) which set the rates to be charged,
subject to Commission approval, and which recognize the RCCs as local commen
carriers. These arrangements have worked well in the past and are not
prohibited by either the MFJ or the FCC's order in Docket 78-T2 from
continuing in the future.
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16. The Fayetteville and Rocky Mount areas of the Carolina Telephone and
Telegraph Company’s -service area should be recognized as saparate and distinet
Geographic Market Areas (GMAs or LATAs in Bell System terminology).

Whereupon, the Commission reaches the following
CONCLUSTONS

1. North Carolina has historically been well served by the present
arrangement of uniform intrastate teoll rates for the reason that intrastate
toll rates contribute to the overall revenue requirements of the telephone
companies operating in North Carolina, thus allowing local rates to remain
affordable to most North Carolina telephone subseribers. Toll serviece, at the
same time, has remained reasonably priced, efficient, and reliable. The
present system, therefore, should be changed no more than absolutely
necesgsary in order to implement divestiture.

2. The evidence clearly shows in this case that there is presently great
uncertainty at the federal level concerning the implementation of interstate
access charges and how interstate toll settlements will be handled in the post
divestiture period. Qriginally, the FCC ordered interstate access charges to
become effective on January 1, 1984, However, by order issued Oectober 19,
1983, in FCC Docket 83-1145, the FCC suspended the effective date of all
access and divestiture related tariffs until April 3, 1984, set the matter for
netice, comment and investigation, and also continded the existing toll
settlement agreement and division of revenues procedure during the period of
delay. On December 1, 1983, Judge Greene issued an order stating that the FCC-
ordered delay of the implementation of interstate access charges and the
continuation of the existing settlement arrangement was in violation of the
MFJ but that he would permit a waiver until April 3, 1983. Meanwhile,
numerous bills have been introduced in Congress that would delay or prohibit
the implementation of interstate access charges on residential and small
business customeras. As it now stands, no one can be sure what access charge
tariffs will be approved by the FCC on April 3, 1984, even assuming Congress
does not act to prohibit such charges. In addition, no one knows how
interstate toll settlements between AT&T, the BOCs, and the Independents will
be handled in the post-divestiture period.

3. A1l of the telephone companies offering testimony contended that the
access charge tariffs approved by this Commission should mirror those approved
for them by the FCC: in other words, that their intrastate and interstate
access charges should be the same. No company presented evidence that its
interstate and intrastate acecess costs are identieal. Testimony given by
witness Price suggests that for Southern Bell, at least, interstate costs are
higher.

The Commission recognizes the administrative burdens on all of the
telephone companies which will follow from implementation of our ultimate
decision regarding access charges. Tt is the Commission’s intention that the
plan we adopt should be fair and workable and that its benefits should Justify
its costs. Nevertheless, factors which may warrant a particular level and
structure of access charges in the interstate arena may well have little
relevance to telecommunicatins in North Carolina. For instance, we note the
absence of lawful competition in the North Carolina intrastate toll market.
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It is clear, moreover, that this Commission’s objectives in establishing an
intrastate carrier access charge plan are certainly not shared by the FCC.
Nor are the FCC orders which have been entered in FCC Docket T8-T2 providing
for interstate toll end-user access. charges binding upon or determinative of
North Carclina intrastate toll rates or local service tariffs.

As to the other elements related to the proposed access charge plans
presented in this hearing, the Commission will rule on these matters in a
further Order prior to April 3, 1983.

4, After considering the evidence in this case, the Commission coneludes
that intrastate end-user access charges are not justified for implementation
in North Carolina nor are they otherwise warranted. The basie theory offered
by the proponents of end-user access charges is that such charges are needed
to generate revenues to cover the cost of local serviece that toll revenues are
now allegedly subsidizing so that toll rates can be reduced, thereby allowing
toll carriers to meet competition. This theory is invalid for a number of
reasons. The law in North Carolira does not presently permit or authorize
competition in the intrastate toll market. 1In addition, the record in this
case clearly shows that toll revenues have been constantly increasing. It is
also important to note that many of the -companies in this proceeding have not
proposed intrastate end-user acceas charges. Based on the evidence,
therefore, the Commission eoncludes that intrastate end-user charges should
not be imposed. Such conclusion is consistent with the Commisison’s objective
to make only the minimum changes required by the MFJ. Certainly nothing in
the MFJ or orders of the FCC requires intrastate end-user access charges.
Finally, in making our deeision, the Commission 1s also influenced by the
possibility that end-user charges could drive certain marginal income
customers off the telephone system, thereby undermining universal service.
The Commision is wunwilling to tak%e such a drastic step as imposing end-user
access charges until it is adequately demonstrated that sueh charges are
needed.

5. Accordingly, the Commission is of the opinion and concludes that as of
the beginning date of divestiture of the Bell System and continuing until the
actual implementation of imtrastate carrier access charges by this Commission,
toll settlements should be conducted on an interim basis under a contractual
arrangement as done presently but including ATTCOM. The Commission makes this
econclusion in recognition of the fact that all companies cannot have
appropriate carrier access charges filed for implementation on January 1,
1984, In fact, it is clear that additional time is regquired for the Commission
to develop guidelines which will be sufficient to assist in the development of
such chargea. {(The Commission again notes the FCC’s order delaying the
implementation of interstate access charges until April 3, 1684.) Some method
of settlements, therefore, must be used in the interim period immediately
following divestiture on January 1, 1984, and prior to the implementation of
intrastate carrier access charges. The Commission is of the opinion that a
continuation of the present settlement arrangement, with the inclusion of
ATTCOM, is the easiest and best way of handiing such settlements. This
conclusion is based on the fact that the present settlement process is already
in effect, is understood by all the companies, and can be modified to deal
with toll settlements in the interim period. Such an interim arrangement is
also consistent with the MFJ.
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The Commission will soon enter a further Order in this docket with regard
to the desfign and implementation of intrastate earrier access charges.

6. The Commission has given much consideration to the issue, put forth by
Carolina Telephone and Telegraph Company (Carelina), as to whether or not
Carollna’s serviee area should be recognized as two separate GMAs. Criteria
for eatablishing LATAs within the Bell System, such as population centers, the
number of telephones, geographic size, the distance between cities, and
existing telephone network configuration serve to establish the c¢onclusion
that the Carolina service area sghould be recognized as two separate and
distinet GMAs. The Commission further notes that Carolina’s existing network
tends to center on Rocky Mount and Fayetteville, and that there is subatantial
distance separating Rocky Mount and Fayetteville from the core cities of the
adjacent Southern Bell LATAs (i.e., Raleigh and Wilmington). Therefore, based
on the foregoing, and the entire record, the Commission concludes that
Carolina’s service area should be considered to be comprised of two distinct
GMAs, exceept those exchanges associated with Southern Bell LATAs.

-

7. Southern Bell Telephone and Telegraph Company, through its proposed
access charge tariff, proposes to claasify certificated radio common carriers
as interLATA long-distance carriers, terminate existing privately negotiated
interconnections and traffic interchange contracts, and thus make RCCs subject
to new tariff offerings for Switched Access Service offerings (available only
to RCCs) and Speclal Access Offerings for connections between RCC terminals
and base station transmitters.

Based on the evidence in this case, the Commission concludes. that the RCCs
should not be charged access charges at this time. Further, the Commission
concludes that the RCCs” interconnection rates should be determined for the
future using the same parameters and concepts that are currently applied under
the Cormission’s irules and procedures.

IT IS, THEREFORE, ORDERED as folleows:

1. That, beginning on the date of divestiture of the Bell System and
continuing until the implementation of intrastate carrier acceas charges by
this Commission no later than April 3, 1984, toll settlements shall be
conducted under a contractual arrangement as done presently, but including
ATTCOM in the toll settlement process.

2. That intrastate carrier access charges shall be implemented upon
further Order of this Commission.

3. That all intrastate access charges filed heretofore in this and
associated dockets be, and hereby are, suspended, pending further Commission
Order.

4. That access charges shall not be applicable toc RCCs at this time.
5. That RCC interconnection rates should be debermined consistent with

decretal paragraph U4 above and past Commission procedures and practices
concerning this jssue.
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6. That Carolina Telephone’s service area (except those assoclated with a
Southern Bell LATA) shall be divided into two geographle market areas, as

proposed by Carolina Telephone.

7. That intrastate toll rates presently in effect shall remain in effect,
consistent with decretal paragraph 1 above, until further Commission Order.

ISSUED BY ORDER OF THE COMMISSION.

This the 16th day of December 1983,
NORTH CAROLINA UTILITIES COMMISSION

{SEAL) Sharon A. Credle, Deputy Clerk
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DOCKET NO. E-22, SUB 274

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

Town of Kill Devil Hills,

Virginia Electric and Power Company,

HEARD IN:

BEFORE:

APPEARANCES:

In the Matter of

Complainant,

V. ORDER

Respondent

Meeting Room, Munieipal Building, U.S. 158 By-Pass, Kill Devil
Hills, North Carolina, on February 7 and 8, 1983

Commission Hearing Room, Dobbs Building, 430 Nerth Salisbury
Street, Raleigh, North Carolina, on February 9 - 11, and
February 15 - 17, 1983

Commissioner A. Hartwell Campbell, Presiding; and Commissioners
Edward B. Hipp and Leigh H. Hammond

For the Complainant:

John G. Gaw, Jr., Attorney at Law, P.0. Box 1895, Kill Devil
Hills, North Carelina 27948
For: The Town of Kill Devil Hills

For the Respondent:

Odes L. Stroupe, Jr., and John R. McArthur, Hunton and Williams,
Attorneys at Law, P.0. Box 109, Raleigh, North Carolina 27602
For: Virginia Electric and Power Company

For the Intervenors:

Robert W. Lehrer, N.C. Department of Natural BResources and

Community Development, Office of Legal Affairs, P.0. Box 27687,

Raleigh, North Carolina 27611

For: North Carelina Department of MNatural Resources and
Community Development

Norman Y. Shearin, Jr., Shearin and Archbell, Attorneys at Law,
P.Q. Box 269, Kitty Hawk, North Carolina 27949
For: The Nature Conservancy

Robert H. Bennink, Jr., Assistant Attorney General, and Jo Anne
Sanford, Special Deputy Attorney General, North Carolina
Department of Justice, P.0. Box 629, Raleigh, North Carolina
27602

For: The Using and Consuming Public

James D. Little, Chief Counsel and G. Clark Crampton, Staff
Attorney, Public Staff - North Carolina Utilities Commission,
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P.0. Box 991, Raleigh, North Carclina 27602
For: The Using and Consuming Public

on January 27, 1983, the Town of Kill Devil Hills (the Town), filed a
complaint with the North Carolina Utilities Commission seeking a temporary
restraining order to prevent Virginia Eleetric and Power Company (Vepco) from
econstruction of Vepeo’s new 115 Kv transmission line throughn the Town. The
Complainant alsc sought an order requiring (1} a relocation of Vepeo 's. new
transmission line from its proposed route along the sound side portion of the
Town to a right of way along U.S. 158 by-pass, and (2) a permanent injunction
against Vepco’s constructing its new transmission line anywhere within the
Town limits except within the U.5. 158 by-pass right of way. As grounds for
such relief, the Town alleged that Vepeo was in vioclation of a Town =zoning
ordinance and that Vepco had acted in an arbitrary and unreasonable manner in
constructing its new transmission line on its propeosed route.

Also on Januwary 27, 1983, the North Carolima Attorney General (the Attorney
General), and the Public Staff of the North Carolina Utilities Commission (the
Public Staff), filed notices of intervention on behalf of the using and
consuming public. Both the Attorney General and the Publie Staff filed
pleadings supporting the Town’s request for immediate injunctive relief.

On that same day, the North Carolina Department of Natural Resources and
Comnunity Development {(NRCD), filed a petition to intervene alleging that
Vepco wag constructing its new transmission line through the Nags Head Woods
National Landmark, which has been designated a Natural Heritage Area under a
program administered by NRCD's Division of Parks and Recreation. The NRCD
joined in the Town’s request for immediate injunctive relief.

On January 28, 1983, the MNature Conservaney, which is a non-profit
corporation organized to preserve significant natural areas, and which owns
part of the area known as Nags Head Woods, petitioned to intervene in the
complaint proceeding and joined in the Town’s and the two other Intervenors”
request for immediate injunctive relief. Also, on that date, Vepco filed a
petition to remove the action to the United States District Court for the
Eastern District of North Carolina. .1In its petition, Vepco asserted diversity
of citizenship as the basis for federal subject matter jurisdietion.

On Sunday, January 30, 1983, the Town and each of the Intervencrs - the
Attorney General, the Public Staff, the NRCD, and the Nature Conservancy -
filed with the c¢lerk of the federal district court and served on Vepco ‘s
counsel motions to remand the action back to the Utilities Commission. These
motions were heard by United States Distriet Judge Franklin T. Dupree, Jr., on
February 1, 1983.

At the hearing, Vepco filed with the court and served on the parties
motions te consolidate the proceeding with a cause of action filed by the Toun
in Dare County Superior Court, motions to dismiss the NRCD and the Nature
Conservancy as parties and/or strike their motions to remand, and motions to
dismiss the Public Staff ahd the Attorney General as parties. Also at this
time the Nature Conservancy filed an amendment to its petition to intervene.

After arguments from all parties, Judge Dupree ruled from the bench that he
would remand the action to the North Carolina Utilities Commission. He issued
a written order to that effect the same afternoon.
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On the morning of February 2, 1983, Vepeo filed a response to the Town's
and the Intervenors’ motions for a temporary restraining order. That
afterncon the Commission issued orders granting the NRCD’s and the Nature
Conservancy’s petitions to intervene and denying the Town’s and the
Intervenors’ motions for a temporary restraining order. The Commission denied
the motions for a temporary restraining order because based upon the documents
before it, the Commission could not find that immediate and irreparable
injury, loss, or damage would result to the Town or the Intervenors before
notice could be served and a hearing could be conducted. Based on the
extraordinary circumstances before it, however, the Commission acheduled a
hearing before a panel of three Commissioners at 9:00 a.m. on February 7,
1983, in Kill Devil Hills so that the panel could view the sites and the
construction at issue in the proceeding.

On February 3, 1983, the Town and the Intervenors jointly filed a motion
for an order directing Vepco to produce certain documents and witnesses.
Vepco filed its response to the Town’s and the Intervenors” motion on
February 4, 1983, and stated that it was willing to make a diligent, goocd
faith effort to produce the requested documents which are relevant and
material to the issues raised in the proceeding and that the Commission should
not order Vepco to produce all of documents requested because some of them
were immaterial. Vepeco delivered a large amount of documents to Mr. Crampton,
Attorney for the Public Staff, on Sunday morning and Sunday afternoon,
February 6, 1983.

At the hearing in Kill Pevil Hills, the following public witnesses from the
Quter Banks area testified; Mike Riddick, Bryan Newman, Lowell Perry, Robert
Rollason, John Burch, Joseph Deneke, Chris Payne, Fred Hutchins, Doug
Langford, Nancy Aycock, Lucie Wickman, Doug Foran, Xeith Ferrin, Denise Benkne
and Fred Bear. The Commissioners conducted an on-site inspection of the
completed portion of the transmission line as well as the rest of the proposed
route. Representatives of each party accompanied the panel during the
inspection.

The Public Staff called Mr, William W. Proffitt, Senior Vice President for
Vepco, as an adverse witness and offered as rebuttal testimony and exhibits
from Themas S. Lam, Engineer in the Publie Staff s Electric Division.

The Town offered testimony and exhibits from the following witnesses:
Clare Waterfield, Town Clerk for the Town of Kill Devil Hills; Jim Lee,
licensed professional photegrapher, Kill Devil Hills; Craig Clark, Fire
Inspector and Assistant Building Inspector, Town of Kill Devil Hills; Lloyd
Balance, Town Manager, Town of Kill Devil Hills; and David Menaker,
Commissioner and Mayor Pro Tem, Town of Kill Devil Hills.

The Wature Conservancy presented Dr. Vincent Bellis, Professor of Biology,
East Carolina University; and Henrietta and Jim List, managers of the Nags
Head Woods Preserve for the Nature Conservancy.

The WNRCD presented testimony from the following witnesses: Joseph W.
Grimsley, Seecretary, North Carolina Department of Natural Resources and
Community Development and Julie Hackney Moore, .Inventory Specialist and
Botonist, NRCD Natural Heritage Program. :
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Vepco presented testimony and exhibits from the- following witnesses:
R.D. Mciver, Vice President, -Southern Division for Vepco; James E. Harden,
District Manager, Outer Banks District for Vepco; Richard John Gutleber,
director of Transmission and Distribution Engineering for Vepco; Richard
Weaver, Supervisor, Transmission Engineering for Vepco, and Jim Claypool,
Division Engineer for the Southern Division for Vepeco.

Based on the foregoing, the testimony and exhibits received in evidence at
the hearings, and the entire record in this proceding, the Commission makes
the following

FINDINGS QF FACT

1. That Vepco is engaged in the business of developing, generating,
transmitting, distributing, and =elling electric power and energy to the
general public in northeastern North Carolina including the Outer Banks area,
and Vepco has its principal offilee and place of business in Rlchmond,
Virginia.

2. That Vepco is duly organized as a public utility company under the laws

of Worth Carolina and is subject €o the general jurisdietion of this
Commission.

3. That the Town of Xill Devil Hills is a municipal corporation existing
under the laws of the State of North Carolina with the power, inter alia, to
enter inte franchise agreements with a publiec utility company, adopt and
enforce land use regulations, and bring a complaint before this Commission
against a publiec utility erecting transmission poles within the Town’'s
corporate limits.

4, That the Nature Conservancy is a nonprofit corporation with a prineipal
place of business in Arlington, Virginia, which is organized and existing for
the purpose, inter alia, of acquiring, protecting, and preserving
significant natural areas within the United States and within the State of
North Carolina

5. That the Nature Conservancy owns and manages a 350 acre portion of an
ecologically senaitive and unique area lknown generally as the Nags Head Woods,
(the Woods), which is wholly within the corporate limits of the Town of Kill
Devil Hills in Dare County, North Carolina and that the property cwned by the
Nature Conservancy has been designated by it as the Nags Head Woods Ecological
Preserve. The Nature Conservancy also manages approximately 300 additional
acres of the Woods for the Town of Nags Head, these acres being located within
the corporate 1imits of Nags Head. Vepco has owned a right of way through the
Nags Head Woods, ineluding that portion owned and managed by the Nature
Conservancy, sinee 1954, and has maintained a 34.5 Xv combination
transmission/distribution line in that right of way since approximately 1957.
The Conservancy was aware of Vepco’s use of and legal right to use this right
of way when it bought its property in several purchases between 1978 and
1982.

6. That the North Carolina Department of Natural Resources and Community
Development is organized and existing under the laws of North Carolina for the
purpose, inter alia, of aiding in the promotion of conservation and
development of the natural resources in North Carolina and for the purpose of
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aiding in the promotion of more profitable use of the State’s lands and
forests.

7. That the North Carolina Attorney General and the Public Staff of the
North Carolina Utilities Commission are organized and existing under the laws
of North Carolina for the purpose, inter alia, of representing the using and
eonsuming public in matters properly before this Commission.

8. That as early as 1972, Vepco began considering the feasibility of
upgrading one of its two  existing 34.5 KXv combination
transmission/distribution lines which run from its Kitty M4awk substation
through Kill Devil Hills to a substation located in Nags Head. The lines can
be considered to be combination transmission/distribution lines because they
serve both to transmit power south from Kitty Hawk and they also serve to
distribute power along the way by use of step-down transformers. One of the
lines (Cireuit 106) runs south from the Kitty Hawk substation down the east
side of Highway 158 by-pass, across the highway and in front of the Wright
Brothers Memorial, through the business distriet of Kill Devil Hills, and into
a substation in Nags Head. The second line (Circuit 405), known as the sound
side line, runs westward out of the Kitty Hawk susbstation along Kiltty Hawk
Bay, through the sound front area of Kill Devil Hills, through the Nags Head
Woods in Kill Devil Hills and Nags Head, behind Jockey’s Ridge State Park, and
into the Nas Head substation.

9. That Vepco’s load growth projections in the 1970s indicated that
upgrading transmission capacity south of FKitty Hawk substation would be
necessary in order %o ensure reliable service and that Vepeo’s 1load
projections in 1979 showed that the new line was needed by the summer of
1981. Peak loads in the Quter Banks service area generally occur on the
hottest days in the surmer.

10. That in late 1978 and early 1979, Vepco had a preliminary plan te
build the new 115 Kv transmission line down the west side of U. 8. 158 by-
pass. The completion date for this project was May 1981 so that the new line
would be operational for the peak load periocds during the summer of 1981.

11. That In February of 1979, Vepco officials made a presentation to the
Board of Commissioners of the Town of Kill Devil Hills at one of the Board’s
regularly scheduled by-weekly meetings. Vepco had had preliminary discussions
with the North Carolina Department of Transportation for a permit to build on
the west side of the by-pass. The Department of Transportation apparently
informed the Commissioners of Kill Devil Hills that they had been contacted by
Vepeco. The Commissioners asked Vepco to appear at their board meeting to
explain their plans. At this presentation Vepco officfals told the Board that
their preliminary plan was to build the new line on the west side of U.S. 158
by-pass from Kitty Hawk substation to the Nags Head substation. Although
Vepeo had not yet designed a pole for the new line at that time, the Vepco
spokesmen presented to the Board a drawing of a "typical pole"™ of 65 feet in
height. After the Vepco officials answered questions from the Commissioners
and listened to their comments, it was apparent toc the Vepco representatives
(and the Town minutes of the meeting reflect the fact) that all members of the
Board preferred that the new line be placed underground. When the Vepco
spokesmen responded that placing the new line underground was cost
prohibitive, the Board requested orally (though not by duly adopted motion or
resolution) that if the line could not economically be placed underground,
that Vepco build the line on the sound side prather than along the by-pass.
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The Commissioners expressed thelr concerns about the undersirable aesthetic
impact of placing the large poles along the Town’s maln transportation and
commerc¢ial route and about the safety risks of placing the poles along the
main evacuation route for the island.

12. That Vepco made numerous presentations to the Boarda of Commissioners
of the affected local governments in the spring and summer of 1979 and that
the consensus of the representatives of the political subdivisions affected,
ineluding the Boards of Commissioners of the Towns of Kill Devil Hills, Xitty
Hawk, and Nags Head, and the Dare County Board of Commissioners, was that
they preferred that the rnew line be placed underground, but when faced with
the prohibitive c¢osts of underground construction and maintenmance, they all
asked Vepco to consider alternatives to the by-pass route. The elected
officials did not want the tall poles %o be erected along their major
commercial and transportation corridor because of adverse aesthebic and safeby
consequences.

13. That in order to build the new line down the west side of the by-pass
and to avoid the costly and dangerous procedure of overbuilding the new line
over the existing 34%.5 Kv line on the -east side of the by-pass, Vepco would
have to obtain a permit from the North Carolina Department of Transportation.
In July 1979, however, Vepco was informed by the departmnent that it would not
be able to get a permit to btuild the new line down the west side of the
U.3. 158 by-pass. Thus, in order to route the new line down the by-pass Vepco
would have to build the new line over the existing 34.5 Kv line on the east
side of the by-pass. Vepco also learmed that it would be necessary to get an
environmental impact statement and a permit from the National Park Service
before crossing a 100-foot strip of land from Colleton Road to the beach road
that was owned by the National Park Service, and Vepco was apprised that this
would consume a lot of time. Finally, Vepce operations personnel had now had
input into the issue of the location of the line and had determined that from
a construction and maintenance point of view, the sound side route was
preferable because substantial construction and operation problems asscciated
with the route on the east side of the by-pass, inecluding insulation
contamination from salt spray and difficulty of .access to the new line for
repairs, would not be present on the sound side.

14. That based on the opposition te its proposed preliminary route and
because of the operation, construction and permit problems, Vepco changed its
plans and began pursuing the feasibility of building the new line in the right
of way of the 34.5 line on the sound side.

15. That because of the difficulties with the by-pass rcute and the change
to the sound side route, Vepco realized it would not be able to have the 115
Kv line operational by May 1981, so it decided to add capacitor banks and to
reconductor the sound side 34.5 Kv line {(eircuilt 305) with a larger conductor
that could be used later for the 115 Kv line. The reconductoring and the
adddition of capacitor banks inc¢reased the amperage and the thermal capacity
of cireuit 405 so that some of the load from circuit 406 could be switched to
the sound side enabling Vepco to provide adequate and reliable service to the
Outer Banks with the existing 34.5 Xv lines until the early summer of 1983.

16. That in order to build the new line along the sound side route of

the then existing 34.5 Kv 1line, Vepco needed an easement across
approximately 1,700 feet on the western edge of Jockey's Ridge State Park
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because it was not feasible to place the new 115 Kv line underground and
because poles for an above ground line in the existing right of way would not
have satisfied National Electric Safety Code standards because they would have
been too close to existing buildings in the Villas condominium complex.
Secretary Jogseph Grimsley of NRCD, however, did not have the authority to
negotiate with Vepcc for or grant Vepco such an easement. As a result, a
meeting of leocal government officials, including repregentatives of the Town
of Kill Devil Hills, Vepco and Representative Charles Evans, was held on
September 24, 1981, and Rep. Evans was asked to introduce a bill in the North
Carolina House of Representatives giving Secretary Grimsley such authority.
Rep. Evans introduced the bill and on October 9, 1981, the North Carolina
General Assembly ratified the bill by a required two-thirds majority vote. On
November 6, 1981, however, Secrctary Grimsley denied granting Vepco the
requasted easement. .

17. That in April 1982 Vepco met again with the Board of Commissioners
of the Town of Kill Devil Hills to update them on the status of the new line
and to inform them that a route totally on the sound side was impossible
because a right of way through Jockey’s Ridge State Park could not be
obtained. At this time the Board included five new Commissioners out of six
available positions who had taken office in December 1981. The Board
indicated that they were still interested in Vepco’'s placing the line
underground. That in June of 1982, the Town attorney for Kill Devil Hills
reported to the Board that after several conversations with the Publie Staff
of the Utilitles Commission, he was satisfied that contrary to what Vepco had
told the Beoard (that the customers requesting lines to be placed underground
would have to bear the increased costs), all of Vepso’s North Carolina
taxpayers would bear the c¢ost of placing the line underground. That in July
of 1982 the Nature Conservancy appeared before the Kill Devil Hills Board to
persuade the Board to try to get Vepeo to move the proposed route of the new
line out of the Nags Head Woods. The convergence of these two events appears
to have given the impetus for the new Board’s opposition to the sound side
route by late summer of 1982.

18. That Vepco investigated several alternatives for coming from the sound
side out to the by-pass north of Jockey’s Ridge and that the most feasible
route was to build down the sound side from Kitty Hawk through Kill Devil
Hills largely in the existing 34.5 Kv line right of way, to cross over east to
the by-pass north of Jockevy’s Ridge State Park at Dowdey’s Amusement Park and
then down the east s3ide of the by-pass to Nags Head substation. A cross over
to &the by-pass farther north was undesirable because of problems with
congestion and a conflict with the flight path of the First Flight Airport
behind the Wright Memorial.

19. That between 1978 and 1982, the Nature Conservancy acquired in
separate transactions a total of approximately 350 acres of land in the Nags
Heéad Woods and in 1980 began negotiating with Vepco for a management agreement
under which the Conservancy would largely manage the right of way containing
the existing 34.5 Kv 1line which ran through the Conservancy’s property.
Although at least two proposed agreements were exchanged by the parties, in
the spring of 1982, the Nature Conservancy began seeking support among local
officials on the Outer Banks to block Vepco’s plamned 115 Kv transmission line
through the N¥ags Head Woods and to relocate to the by-pass the existing 34.5
Kv line located through their property.
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20. Thathy the late spring of 1982, Vepco had obtained the necessary
rights of way and highway permits for the combination route for the new line
and that in July 1982 Vepco actually learned that at least the Towns of Kill
Devil Hills and Wags Head had changed their positions to oppose the sound side
route through the Nags Head Woods.

21. That during the summer and fall of 1982, the Nature Conservancy, NRCD,
and several local elected officials contacted Vepeo about changing the route
for the new transmission line back to the U. 3. 158 by-paas. That high
ranking Vepcoc officials who had the authority to make any necessary decislons
on this matter met with representatives from each of these groups and that
Vepco conaidered the proposals presented by the various parties and was
willing to make another change in the route of the line if: (1) the Company be
made whole for all investment in the present routing that is lost as a result
of the change, (2) agreement is obtained from all of the governing bodies of
the affected politiecal subdivisions, and (3) the governing bodies of each of
the affected areas publicly inform the citizens of the Outer Banks that the
relocation is at their request and they understand that service curtailments
are likely to occur.

22. That under the circumstances, the conditions Vepco placed on another
change in the location of the new line were reasonable and that no party has
ever come forward and offered to meet any of the conditions.

23. That load projections made by Vepco in 1980 and 1981 indicated that
the load on the Outer Banks, after the capacity-increasing procedures
completed in May 1981 (reconductoring and the addition of capacitor banks),
would again reach the eritical stage in the summer of 1983. These projections
also indicated that the winter of 1982-1983 was the last winter the load could
be carried on one 3U4.5 Xv line while the new line was belng constructed.

24. That Vepco waited umtil September 1982 to begin construction of the
new 115 Kv line to allow the Nature Conservaney, the Towns of Kill Devil
Hills and MNags Head, and state NRCD officials to satisfy the conditions Vepco
had placed upon another relocation of the line. Based upon Vepco’s load
forecasts and its opinien that the winter of 1982-1983 was the last winter in
which one of the 3U4.5 ecireuits would handle the winter load, Vepeo could delay
construction no longer and still be assured it could handle adequately the
anticipated load of the Outer Banks during the summer of 1983.

25. That prior to entering ontc the Nags Head Woods Preserve to begin
construction, Vepco notified the manager of the Preserve in order to minlmize
the damage to the Preserve and that Vepeo agreed to many of the manager’s
wishes, including utilizing certain routes for vehicles and equipment,
gubstantially reducing the number of trees and amount of vegetation to be cut
from the right of way, moving two poles to new locations, building several
osprey nests, and instrueting its employees and the construction
subcontractors generally to attempt to cooperate with the Nature Conservancy
as much as possible consistent with performance of their tasks.

26. That at the time the Town of Kill Devil Hills filed its complaint on
January 27, 1983, Vepco was already erecting poles within the corporate
limits of the Town and that by the conclusion of these hearings, two-thirds
of the new line had been completed beginning at Nags Head substation and
running north along U.S. 158 by-pass to Dowdy’s Amusement Park. New poles are
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in place from that point across to the sound side right of way and north
through Nags Head Woods. Thus, at the time of the hearings, one-third of the
poles to be placed within the corporate limita of the Town of Kill Devil Hills
were in place.

27, There is no evidence that the ordinance has ever been enforced against
any structure other than a building even though there is substantial evidence
in the record that Vepco has many poles greater than 40 feet in height in the
Town of Kill Devil Hills other than these poles in issue herein. Whether
Vepco’s new poles would be M"structures® within the meaning of the zoning
ordinance was discussed initially by the Xill Devil Hills Board of
Coemissioners at a regularly scheduled Board meeting on February 27, 1979, at
which time the former building inspector for the Town stated his view that the
ordinance did not apply to utilities and their structures. Thereafter,
apparently, the matter was mnever’ raised again until Mr. Gaw, the Town
Attorney, was instructed by the Town Board at the January 1%, 1983, regular
Board meeting to use every means available to stop Vepco from building the new
line. .

28. That although it may be possible for the 115 Kv line to be built on
40-foot poles and meet Nabtional Electric Saftey Code clearances, such a line
would have a pieket fence like appearance and would be more expensive and
aesthetically undesirable.

29. That the existing franchise agreement between the Town of Kill Devil
Hills and Vepce does not mention any height restriction on any of Vepco’s
structures even though the height ordinance was in existence at the time the
franchise agreement was executed, and that the franchise agreement provides
that any other ordinances Inconsistent with its provisions are repealed.

30. That the Quter Banks 1s one of the fastest growing arcas in Vepco’'s
service bterritory, that the growth in population and economic activity has
increased demand for electricity to a critical point and that completion of
the 115 Kv transmission line project by the summer of 1983 is necessary and
essential to the pulic interest in maintaining adequate and reliable electric
service on the Outer Banks.

31. That construction of the new 1line is on schedule but that if any
substantial delay in construction would occur, Vepco may not be able to have
the line in service for the summer load of 1983 and, as a result, reliability
of electric service on the Outer Banks could not be assured.

32. That replacement of the old dismantled 34.5 Kv line on the sound side
in order to provide more time for a hearing on the merits is not a reasonable
alternative because Vepco could not assure reliability of service this summer
without the new 115 Kv line and because there is no evidence that Vepeo could
reconnect the old 34.5 Kv line any sconer than the 115 Kv line can be made
operational.

33. That the existence of the old 34.5 Kv 1line since the 1950s, the
reconductoring of the 34.5 Kv line in 1980 and 1981, and the construction of
the new 115 Kv line through the Nags Head Woods has affected adversely the
unique ecclogical system in proximity to the right of way through the Woods.
That such damage had already been done by the construction and maintenance of
the old 34.5 Kv line, the reconductoring work, and the present construction
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completed in the Nags Head Woods and that removal of the new poles already
erected through the Woods would cause further damage to the area. Maintenance
of the new line in the right of way under a reasonable management agreement
between Vepco and the Nature Conservancy, however, can substantially minimize
any further adverse impact on the Woods.

34. That the construction of the new line along its present route through
Kill Devil Hills does not require any substantial widening or changing of the
1954 pight of way and the poles will be substantially less visible to the
majority of the population of the area and to the majority of tourists and
other visitors than the poles would be if loeated along the by-pass.

35. That over-building; i.e., building the 115 Kv line on new poles over
the existing 34.5 Kv line on the east side of U.3. 158 by-pass, would increase
the congestion in that residential and light comnmercial area and would cause
much greater visual intrusion to a far greater number of people, inecluding
visitors to the Wright Brothers National Memorial, than would building the
line along the combination route.

36, That over-building a new 115 Kv line on new poles along U.S. 158
by-pass in Xill Devil Hills would result in shorter span lengths, would be
more difficult to build, and would present greater maintenance problems than
the new 115 Kv line along the sound side in Kill Devil Hills,

37. That the poles supporting the new 115 Kv line are designed and are
being constructed to withstand sustained wind speeds of up to 145 m.p.h. and
that these poles are safer than the existing polés carrying the two 34.5 Kv
lines. The new poles through the greater density of residential and
commercial development along the highway and because the highway is the main
evacuation route for the Quter Banks area.

38. That from an engineering, operaticnal, safety, and aesthetic point of
view, Vepco’s decision to construct its new line along the combinatien route
was a just and reasonable ocne.

CONCLUSIONS OF LAW

1. That all of the parties to this proceeding are properly before this
Commission and that this Commission has general jurisdiction over this
Complaint proceeding.

2. That this Commission does not find it neceéssary at this stage of the
proceedings to determine whether it has jurisdietion to entertain the isaues
in this 1litigation arising from the Town’s attempted enforcement of its
LO-foot height limitation to Vepco’s poles. Nevertheless, in the event it
later determines that it has such jurisdiction, the following conclusions
would appear tc be warranted from the evidence presented thus far and as such
have a bearing on the Town’s likelihoed of success on the merits without
regard to whether this Commission has such jurisdietion:

a. The ordinance would appear not to have any appliecation to "utility
structuresn;
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b. If indeed the ordinance is applicable then the Town of Kill Devil
Hills by its conduet or behavior as set forth in the record may
have granted to Vepco a variance, either exXpressly or impliedly;

¢. If indeed the ordinance is applicable and if no express or implied
variance has been granted by the town to Vepco, then and in that
event, 1t would appear that the ordinance may consitute an
unreasonable burden on Interstate Ccommerce which would prohibit
Vepeo from fulfilling its obligations as a public utility; and

d. Even if the ordinance were to apply to utility struectures, there
being no varlance, express or implied, and even if it did not
constitute an wnreasonable burden on Interstate Commerce, all of
which the Commission doubts, then the franchise agreement bhetween
Vepco and the City of Xill Devil Hills probably controls over the
ordinance. The f{ranchise agreement contains no height limitation
on utility poles and, in fact, it indicates that it is intended to
repeal all city ordinances in conflict therewith. It should be
noted, again, that it appears from the record herein that at the
time of the signing of the franchise ordinance the town’s height
limitation ordinance was in effect. '

Therefore, without regard to this Commission’s jurisdictional authority to
determine these matters, it appears that the Complainant Town of Kill Devil
Hills has little likelihcod of prevailing on the merits herein as far as the
ordinance is concerned.

3. That to be entitled to a preliminary injunction, the Complainant and
.the Intervenors must show that (1) there is probable cause that they will
prevail on the merits, (2) there is reasonable apprehension of irreparable
loss without injunctive relief or that an injunction is reasonably necessary
to protect the Complainants” and Intervenorz’ rights pending a hearing on the
merits. Waff Bros., Ine. v. Bank of North Carolina, N.A., 289 N.C. 198,
221 S.E.2d 273 (1975).

4. That in order to prevail on the merits the Complainant and Intervenors
must show that Vepco has acted unjustly and unreasonably in locating and
constructing the new 115 Kv line. G.3. 62-73 and G.S5. 62-75. That the
Complainants and Intervenors have failed to meet their burden of proof on this
issue and, in fact, the overwhelming weight of the evidence supports the
conclusion that the Complainants and Intervenors will not be able to prevail
on the merits.

5. That the Complaint and Intervenors have failed to show that there iz a
reasonable apprehension of irreparable loss to them or that a preliminary
injunction is reasonably necessary to protect their rights pending hearing on
the merits. 1In fact, the evidence indicates that the controversy raised by
the Complainant and Intervenors is almost moot because of Vepeo’s substantial
completion of the project at the time of the hearings and that the risk to
reliable electric service to the Outer Banks, which would result from delay in
construction of the new line, is a reasonable apprehension of loss to the
general publie.

6. That under the facts in this case, where the new line has been built
through the unique ecological system of the Nags Head Woods and where Vepco
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and the Nature Conservancy have evidenced a willingness to reach a reasonable
management agreement for that portion of the right of way which runs through
land which the Conservancy either owns or manages for the Town of Nags Head,
it is reasonable to require Vepco to enter inte a management agreement
designed to protect the Woods to the maximum extent possible consistent with
safe operation and maintenance of the new transmission line.

IT IS, THEREFORE, ORDERED as follcws:

1. That the Complainants’ and Intervenors’ requeat for a preliminary
injunction to steop Vepco from constructing its new 115 Kv transmission line be
denied.

2. That Vepco and the Nature Conservancy enter into, within a reasonable
period of time, a management agreement for management of the right of way
through property owned and managed by the Nature Conservancy. Sald management
agreement shall be designed to protect the vegetation and ecology in and
around the right of way to the maximum extent possible consistent with safe
operation and maintenance of the transmission line.

3. That hearings on the merits of thils case shall be heard beginning at
2:00 p.m., May 9, 1983, in the Commisaion Hearing Room at which time all
parties will be given an opportunity to present any new and additional
evidence relevant to the issues in the case pursuant to the parties’
stipulation that evidence already presented in the hearings on the preliminary
injunction shall constitute the record on the merits subject to each parties’
right te object to the admissibility of such evidence.

ISSUED BY ORDER OF THE COMMISSION.
This the 22nd day of April 1983.
NORTH CAROLINA UTILITIES COMMISSION
(SEAL) Sandra J. Webster, Chief Clerk
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DOCKET NO. E-2, SUB 461

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In

the Matter of

Application of Carolina Power & Light Company for an ) ORDER GRANTING PARTIAL

Ad Justment in

Its Rates and Charges Applicable to ) INCREASE IN RATES AND

Electric Service in North Carolina } CHARGES

HEARD IN:

BEFORE:

APPEARANCES:

For the

For the

Superior Courtroom, 5th Floor, Buncombe County Courthouse,
Courthouse Plaza, Asheville, North Carolina, on May 16, 1983

Superior Courtroom, New Hanover County Courthouse, Third and
Princess Streets, Wilmington, North Carolina, on May 25, 1983

The Wayne Center, Corner of George and Chestnut Streets,
Goldsboro, North Carolina, on May 26, 1983

The Commission Hearing Room, Dobbs Building, 430 North Salisbury
Street, Raleigh, North Carolina, on June 28-July 1, July 5-8,
July 18-22, and July 25-26, 1983

Commissioner Leigh H. Hammond, Presiding; and Chairman Robert K.
Koger and Commissicner A. Hartwell Campbell

Applicant:

R. C. Howisen, Jr., and Edward S. Finley, Jr., Hunton &
Williams, Abttorneys at Law, P. 0. Box 109, Raleigh, North
Carolina 27602

Richard E. Jones, Viee President and Senior Counsel; Robert W.
Kaylor, Associate CQCeneral Counsel; and Margaret S. Glass,
Associate General Counsel, Carclina Power & Light Company,
P. 0. Box 1551, Raleigh, North Carolina 27602

For: Carolina Power & Light Company

Intervenor State Agencies Representing the Using and Consuming

Publio: |

G. Clark Crampton and Karen E. Long, Staff Attorneys, Public
Staff - North Carolina Utilities Commission, P. ©. Box 991,
Raleigh, North Carolina 27602

For: Publie Staff - North Carolina Utilities Commission

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

For: The Attorney General of the State of North Carolina
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For the Other Intervenors:

Ralph McDonald and Carson Carmichael, III, Bailey, Dixon,

Wooten, McDonald & Fountain, Attorneys at Law, P. 0. Box 2246,

Raleigh, North Carolina 27602

For: Carolina Industrial Group for Fair Utility Rates -~
Weyerhaeuser Company; Federal Paper Board Company, Inc.;
Riegelwood Operations; Monsante North Carolina, Inc.;
Union Carbide Corporation; Clark Equipment Company; Huron
Chemicals of America, Inc.; LCP Chemicals and Plasties,
Inc.; Masonite Corporation; and The Firestone Tire &
Rubber Company

Thomas R. Eller, Jr., Attorney at Law, P. 0. Box 27866, Raleigh,
North Carolina 27611 For; The North Carolina Textile
Manufacturers Association, Inc.

David A. MeCormick, Attorney, Regulatory Law Office (JALS-RL),

U. 8. Army Legal Services Agency, 5611 Columbia Pike, Falls

Church, Virginia 22041

For: The Consumer Interest of the United States Department of
befense and Other Affected Executive Agencies

M. Travis Payne, Edelstein & Payne, Atiorneys at Law, P. 0. Box
12607, Raleigh, North Carolina 27605
For: The Kudzu Alliance

BY THE COMMISSION: On February 11, 1983, Carolina Power & Light Company
(Applicant, the Company, or CPXL) filed an application with the North Carolina
Utilities Commission seeking authority to adjust and increase electric rates
and charges for its retail customers in North Carolina. The requested
increase in rates and charges was designed to produce approximately $164.9
million of additional annual revenues from the Company’s North Carolina retail
operations when applied to a test period consisting of the 12 months ended
September 30, 1982, or approximately a 14.9% increase in %total North Carolina
retail ratea and charges. The Company requested that such increased rates be
allowed to take effect for service rendered on and after March 13, 1983.

The Company alleged in its application that the $164.9 million additional
annual revenues was necessary because present rates would be insufficient to:
{1} produce either an overall rate of return or a rate of return on common
equity which would be just and reasonable, (2) enable the Company to¢ continue
to attraet capital on .reasonable terms, and (3) permit it to finance its
operations and construction program. Included among the reasons set forth in
the application as necessitating the rate relief requested were the addition
of Mayo Unit Wo. 1 on the Company’s system, the ongoing construction at the
Shearon Harris Nueclear Power Plant, and the increased expense of overall
operations of the entire system.

The Company filed its letter of intent to file a general rate case with the
Commission on Januwary 11, 1983. Subsequently, upon the Company’s motions and
pursuant to Orders issued January 21, 1983, and February 1, 1983, the
Commission permitted the Company to modify certain filing requirements which
would have otherwise been applleable to its rate request filing.
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Oon January 21, 1983, the Publie Staff of the North Carclina Utilities
Commission filed its Notice of Intervention. The intervention of the Public
Staff in this proceeding is deemed recognized pursuant to Commission Rule
R1-19(e).

On February 11, 1983, the Company filed its rate case application and an
Undertaking wherein it agreed to make refunds with interest of the amount, if
any, by which any rates and charges put into effect pursuant to G.S. 62-135(a)
exceeded the amounts finally determined to be just and reasonable herein.

On Mareh T, 1983, the Secretary of Defense, on behalf of the Department of
Defense of the United States, filed a petition requesting leave to intervene.
That request was granted by Order issued March 17, 1983.

On March 7, 1983, the Commission issued an Order declaring the Company’s
application to be a general rate case pursuant to G.3. 62-137, suspending the
rate increase for a period of up te 270 days as permitted by the provisions of
G.S. 62-134, scheduling public hearings and directing the Company to give
public notice thereof, establishing the test period for use in the case, and
establishing certain dates for testimony and petitions to intervene to be
filed.

Oon March 11, 1983, a Petition to Intervene was filed on behalf of Public
Service Company of North Carolina, Inc., which was allowed by Commission QOrder
issued Mareh 17, 1983.

On March 22, 1983, a Petition was filed on behalf of the North Carolina
Textile Manufacturers Association, Inc. (NCTMA), seeking leave to intervene
and participate in the proceedings. By Order issued March 24, 1983, that
intervention was allowed.

On April 21, 1983, the Attorney General of the State of North Carolina
filed a Notice of Intervention in this proceeding.

On May 3, 1983, a Petition to Intervene was filed with the Commission on
behalf of the Kudzu Alliance. That intervention was alleowed by Order issued
May 16, 1983.

On May 5, 1983, the Commission issued an Order scheduling an initial
pretrial conference for June 1, 1983, which was subsequently rescheduled for
and held on June 13, 1983, at which time it was determined that there would be
no necessity for the additional pretrial conference which had been scheduled:
for June 24, 1983. A Pretrial Order was issued on June 17, 1983.

On May 5, 1983, the Commission issued its Order relating to an inspection
tour of CP&L°s Brunswick Wuclear Plant to be conducted by CP&L for the
Commission and for representatives of all parties of record who wished to
participate. The inspection tour of CP&L’s Brunswick Nuelear Power Plant was
held as scheduled. All parties of record were permitted to send a
representative. The following persons attended: Chairman Robert K. Koger and
Commissioners Leigh H. Hamond and A. Hartwell Campbell; Karen E. Long and
G. Clark Crampton, Staff Attorneys - Public Staff; 5. R. Kirby, Staff
Attorney - NCUC, and D. F. OCreasy, Chief Engineer - NCUC; and Richard E.
Jones, Norris L. Edge, and Ronnie M. Ceats - CP&L.
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On June 1; 1983, a Petition to Intervene and Motion for Extension of Time
to File Testimony was filed on behalf of the Carolina Industrial Group for
Fair Utility Rates, "CIGFUR IIL," consisting of: Federal Paper Board Company,
Inc.; Huron Chemiecals of America, Inec.; LCP Chemicals and Plasties, Ine.;
Monsanto Company; Union Carbide Corp.; and Weyerhaeuser Company. That
Petition and Motion was allowed by Order issued June 6, 1983,

on June 9, 1983, a Petition to Intervene was filled on behalf of Clark
Equipment Company, Masonite Corporation, and The Firestone Tire and Rubber
Company, allegineg that those corporations had become members of “CIGFUR II.!
That petition was allowed by Order issued June 15, 1983.

On June 10, 1983, the Commission iassued its Order directing the Public
Staff to file certain data, exhibits, and schedules identified therein. The
time initially set im that Order for the subject data te be filed was
subsequently extended by the Commission, upon verbal motion by the Publie
Staff, and said data, exhibits, and schedules were timely filed and served
pursuant to such extension.

Prior tc and during the course of the hearings, various other procedural
and discovery motions were made and Orders were entered relating thereto, all
of which are a matter of record. Further, pursuant to various Commission
Ordera or requests, also of record, varlous parties were directed or permitted
to file and serve certain late filed exhibits, either during or subsequent
to the hearings held in this matter.

The proceeding came on for public hearings in the territory served by CPZL,
ag noted herein. Night hearings were scheduled and held by the Commission for
the specific purpose of receiving testimony from public witnesses in
Agheville, ou Monday, May 16, 1983; in Wilmington on Wednesday, May 25, 1983;
in Goldsbore, on Thursday, May .26, 1983; and in Raleigh, on Wednesday,
June 29, 1983. Public witnesses also appeared and testified in Raleigh, on
June 28, 1983. The following persons appeared and testified at these
hearings:

Asheville: David Spicer, Frank Fishburne, Jr., Richard N. Barber, Jr.,
L. W. Kraft, Xitty Boniske, Keith Thomson, Rebecca Williams, Carroll Rogers,
Jr.,y Fred Sealey, and Charles Brookshire;

Wilmington: R. F. Warrick, Llewellyn Bestal, Ron Shackleford, Jerry Cabot,
Larry Vestal, Stanley R. Addlemann, Herbert Slack, John Fitzpatrick, and
William S. Conner;

Goldsboro: +Jim Barnwell, Fred Lutz, Marie Grant, Ron Staton, Lou Colombo,
lenry L. Stewart, Jr., Sylvester F. Lane, D. J. Pelt, George Mitchell, Ernest
Smith, Craig Kennedy, John N. Walker, Rachel Jefferson, Steve L. Herring,
Edwin H. Allen, Allen J. Griffin, Ralph Carraway, Karl Best, Gladys Thornton,
and Debbie Jones; and

Raleigh: Lonnie Knott, Christopher Secott, R. H. Beatty, William T. Fuller,
Jd. Franklin Drake, Jane Sharp, Gene Furr, Joseph Reinchens, Joseph R. Overby,
William Parrish, John Currin, Jr., Rex Paramore, F. R. Robinson, William
Winston Sears, Alfred Compton, Joe R. Ellen, Jr., Curtis Sapp, Clarence
Knight, Elisha Wolper, Carolyn Moore, John M. Green, William Bell, Elliot
Winit, and Johnny Lee Williams.
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The case in chief came on for hearing as ordered on June 28, 1983, for the
purpose of presenting the Applicant’s evidence. The Applicant presented the
testimony and exhibits of the following witnesses:

1. Sherwood H. Smith, Jr., President, Chief Executive Officer, and
Chairman of the Board of Directors of CP&L (direct testimony);

2. Edward G. Lilly, Executive Vice President and Chief Fipanecial Officer
of CP&L (direct, supplemental, and additional supplemental testimony);

3. Dr. James Vander Weide, Professor of Finance, Fuqua S3chool of
Business, Duke University (direct and supplemental testimony);

4., R. A. Watson, Vice President - Fuel in the Fuel and Materials
Management Group of CP&L {(direct and supplemental testimony);

5. Lymn W. Eury, Senior Vice President - Power Supply (direct testimony);

6. M. A. Mcbuffie, Senior Vice President - Engineering and Construcfion
(direct testimony);

7. Steven S. Faucette, Director of Regulatory Accounting (direct and
supplemental testimony);

8. pPaul S. Bradshaw, Vice President - Accounting Department and Controller
of CP&L (direct and supplemental testimony);

9. Dr. Robert M. Spann, Principal and Member of Board of Dbirectors of ICF,
Incorported (direct testimony);

10. David R. Nevil, Manager - Rate Development and Administration -in the
Rates and Service Practices Department of CP&L f{direct, supplemental, and
additional supplemental testimony);

11. Joe A. Chapman, Superviscr - Rate Support in the Rates and Service
Practices Department of CP&L (direct and supplemental testimony); .

12. Norris L. Edge, Vice President - Rates and Service Practices Department
of CP&L (direct, supplemental, and additional supplemental testimeny);

13. Archie W. Futrell, Director of Eeonomic and Energy Forecasting and
Special Studies for CP&L (rebuttal testimony); and .

14, John D. MeClellan, Partner and Regulatory Specialist with Deloitte
Haskins & Sells (rebuttal testimony).

The Publiec Staff presented the testimony and exhibits of the following
witnesses:

1. Dennis J. Nightingale, Director of the Electric Division of the Publie
Starf (direct and supplemental testimony);

2. William E. Carter, Assistant Director of the Accounting Division of the
Publie Staff {(direet and supplemental testimony);
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3. Timothy J. Carrere, Engineer with the Eleetric Division of the Public
Staff {(direct testimony):

4, Benjamin R. Turner, Jr., Engineer with the Electrie Division of the
Public Staff (direct testimony);

5. George E. Dennis, Supervisor of the Water Section of the Accounting
Division of the Publie Staff (direct testimony);

6. Richard N. Smith, Engineer with the Electriec Division of the Public
Staff {direct testimony);

7. William W. Winters, Supervisor of the Electric Section of the
Accounting Division of the Public Staff (direct and additional testimony);

8. Thomas S. Lam, Engineer with the Electric Division of the Public Staff
(direct testimony):

9. WNaney B. Bright, Director of the Accounting Division of the Public
Staff (direct testimony); and

10. Dr. Caroline M. Smith, Senior Consultant, J. W. Wilscon and Associates,
Ine. (direct testimony).

The Attormey General of the State of North Carolina presented the testimony
and exhivits of the following witnesses:

1. Dr. John K. Stutz, Senior Research Scientist with Energy Systems
Research Group, Inc.; and

2. Dr. Richard A. Rosen, Executive Vice President and Senior Research
Scientist with Energy Systems Research Group, Inc.

The Intervenor Department of Defense presented the testimony and exhibits
of John William McCabe ITI, of the consulting firm of McCabe Associates, Ine.

The Intervenor Kudzu Alliance presented the testimony and exhibits of Wells
Eddleman.

The Tntervenor Carolina Industrial Group for Fair Utility Rates presented
the testimony and exhibits of Maurice E. Brubaker, Vice President, and
Nichelas Phillips, Jr., Consultant, Drazen - Brubaker and Associates, Ine.,
and those of Dr. Jay B. Kennedy, Executive Director of the Electricity
Congumers Resource Council.

Based upon the verified application, the btestimony and exhibits received
into evidence at the hearings, and the record as a whole of these proceedings,
the Commission now makes the following

FINDINGS OF FACT

1. CP&L is engaged in the business of developing, generating,
transmitting, distributing, and selling eleotric power and energy to the
general public within a broad area of eastern and western North Carolina, with
its prineipal office and place of business in Raleigh, North Carolina.



120
ELECTRICITY - RATES

2. CP&L is a publiec utility corporaticn organized and existing under the
laws of the State of North Carolina and is subject to the jurisdiction of this
Commission. CP&L is lawfully before this Commlssion based upon its
application for a general increase in its North Carolina retail rates and
charges pursuant to the Jjurisdiction and authority conferred upon the
Commission by the Publiec Utilities Act.

3. The test perlod for purposes of this proceeding is the 12-month periecd
ended September 30, 1982, adjusted for certain known changes based upon
¢ircumstances and events cccurring up to the time of the close of the hearings
in this docket,

4. cP&L, by its application, is seeking an inecrease in its basic rates and
charges to its North Carolina retail customers of $164,912,650.

5. The overall quality of electric service provided by CP&L to its North
Carclina retail customers is adequate.

6. The "summer/winter peak and average™ method as discussed herein is the
most appropriate method for making jurisdietional allocations and for making
fully distributed cost alloecations between customer eclasses in this
proceeding. Consequently each finding of fact appearing 1n this Order which
deals with the overall level of rate base, revenues, and expenses for North
Carclina retail service has been determined based upon the summer/winter peak
and average cost allocation method.

-7+« The appropriate treatment in this case to reflect the =sale of assets to
North Carclina Fastern Municipal Power Agency (NCEMPA) include: (a) a
three-year amortization of the gain flowed through to the ratepayers, (b) a
reduction from rate base for the unamortized portion of the gain on the sale,
{e) an additional rate base deduction of $50,383,000 related to Accumulated
Deferred Income Taxes associated with sale, (d) an allocation of 68.7% of the
gain to the North Carolina retail customers, and (e) the treatment of
Investment Tax Credits associated with property sold to NCEMPA as an addition
to the gain on the transaction.

8. The Company should be allowed to recover its abandonment loss sustained
as the result of the Company having terminated construction on, and having
abandoned, its Shearon Harris Nuclear Units Nos. 3 and 4. The recovery of the
Company’s investment in those units should be over a 10-year amortization
peried. It 1s neither fair nor reasonable to include any portion of the
unamortized balance of this investment in rate base, and no adjustment which
would have the effect of allowing the Company to earn a return on the
unamortized balance of this investment should be ordered.

9. The Company should be allowed to continue the recovery of its
abandonment loss sustained as the result of the Company having terminated
construction on, and having abandoned, the South River Project and the
Brunswick cooling towers, as previously allewed by the Commission; however,
the unamortized balance of these 'investments should no longer be ineluded in
rate base nor should any adjustment be ordered which should have the efféct of
allowing the Company to earn a return on the unamortized balance on these
investments.
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10, CP&L has mistakenly interpreted and applied prior Orders of this
Commiséion which specified and directed the methodology to be used to compute
the amounts charged to North Carolina retail ratepayers for coal purchased
from CP&L°s affiliated coal mines. It is appropriate that such mistakes be
corrected by this Commission.

11. Seventy-eight days of outages at CP&L’s Bruhawick Unit Nos. 1 and 2 in
the Summer of 1982 largely resulted from past inefficlency in nuelear plant
management practices. This inefficiency increased the cost of service to
CPLL’s customers. For these reasons, a rate of return penalty should be
imposed on CP&L.

12. A normalized test period generation mix is appropriate for determining
the base fuel component in the rates.

13. A base fuel component of 1.686¢ per kith exeluding gross receipts tax
is appropriate for this proceeding, reflecting a reasonable fuel cost of
$317,286,400 for North Carolina retail service. The 1.686¢ per kWh base fuel
component in the rates does not reflect an "experience factor."

1%, A $76,079,959 working capital allowance for fuel inventory is appro-
priate for North Carolina retail service in this proceeding, conaisting of
$69,489,429 for coal inventory, $6,507,444 for 1iquid fuel inventory, and
$83,086 miscellaneous fuel stock.

15. The reasonable working capital allowance and deferred debits and
credits is $98,087,000.

16. The proper amount of reasonable and prudent expenditures for
construction work in progress (CWIP) to allow in rate base pursuant to G.S. 62-
133 is $539,781,000. Inclusion of this amount of CWIP in rate base is in the
public interest and is necessary to insure the financial stability of CP&L.
This leaves a North Carolina retail amount of approximately $582 million CWIP
not included in the rate base.

17. CP&L’s reasonable original cost rate base used and useful in providing
service to the publie within the State of North Carolina is $2,222,090,000;
conaisting of electric plant in service of $2,431,733,000, net nuclear fuel of
$25,172,000, and construction work in progress of $539,781,000, a working
capital allowance of $98,087,000, reduced by accumulated depreciation of
$559,362, 000 and accumulated deferred income taxes of $313,321,000.

18. Appropriate gross revenues for CP&L for the test year, under present
rates and after accounting and pro forma adjustments, are $1,105,194,000.

19. The reasonablé level of test vear operating revenue deductions for the
Company after normalized and pro forma adjustments is $904,407,000.

20, The reasonable capital structure to be employed as a basis for
setting rates in this proceeding is composed as follows:

Debt 49.5%
Preferred stock 12.5%
Common stock 38.0%

Total capitalization 100.0
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21. That the Company’s embedded cost of debt and preferred stock are 9.59%
and 8.95%, respectively. 1In view of the poor nuclear performance resulting
from past management inefficiency and imprudence as described herein, the rate
of return for CP&L to be allewed to earn on its common equity is 14.5%., In
absence of its poor nuelear performance, CP&L would have been entitled to a
15.25% rate of return on common equity. Using a weighted average for the
Company’s cost of long-term debt, preferred stock, and common equity, with
reference to the reasonable capital structure heretofore determined, yields an
overall fair rate of return of 11.38% to be applied to the Company’s original
cost rate base. Such rate of return will enable CP&L, by socund management, to
produce a fair return for shareholders, to maintain its facilities and service
in accordance with the reasonable requirements of its customers, and to
compete in the market for capital on terms which are reasonable and fair to
its customers and to existing investors.

22. Based upon the foregoing, CP&L should increcase its annual level of
gross revenues under present rates by $90,855,000. The annual revenue
requirement approved herein is $1,196,049,000, which will allow CP&L a
reagonable opportunity to earn the rate of return on its rate base which the
Commission has found just and reasonable. The revenue requirement approved
herein is based upon the origilnal cost of CP&L’s property used and useful in
providing serviece to its cuatomers and its reasonable test year operating
revenues and expenses as previously set forth in these findlngs of fact.

23. Further study and discussion is needed with regard to quantifying an
appropriate cost differential between summer and winter months for residential
service and beétween on-peak and off-peak hours for all customer classes.

24, It is appropriate that the Company reduce the on-peak hours in its

Residential Time of Use rate schedule R-TOU from 10:00 p.m. to 9:00 p.m.
during the summer months.

25. It is not appropriate that the Company expand'its load control program
to include customers with thirty {30) gallon water heaters at this time.

26, It is appropriate that Large General Serviece Time of Use rate Schedule
LGS-TOU and Customer Generation Rider 55 exclude a billing demand ratchet, and
that such exclusion be without prejudice to the Company seeking a ratchet at a
later date which would recover distribution fixed costs only.

27. The rate designs, rate schedules, and service rules proposed by the
Company, except for the modifications thereto as described herein, are
appropriate and should be adopted. .

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 1 AND 2

The evidence supporting these findings of fact is contained in the
Company’s verified applieation, in prior Commission Orders in this docket of
which the Commission takes notice, and G.3. 62-3(23)a.1 and G.S. 62-133.
These rfindings of faet are essentially informational, procedural, and
Jurisdietional in nature and the matters which they involve are essentially
uncontested.
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EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 3 AND 4

The evidence supporting these findings of fact is contained in the
Company’s verified application, the Commission Qrder issued March 7, 1983, and
the testimony and exhibits of Company witnesses Smith, Lilly, Bradshaw, Nevil,
Faucette, Watson, and Edge.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 5

The evidence for this finding of fact is found in the testimony of Company
witness Smith and that of variocus public witnesses vwho testified at the
hearings which were held in this matter in Asheville, Wilmington, Goldsboro,
and Raleigh. Careful consideration of such evidence leads the Commission to
conelude that the quality of electric service which the Company is providing
to its North Carolina retall customers is adequate.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 6

The evidence for this finding of fact consists primarily of the testimony
and exhibits of Company witness Chapman; Public 3Staff witnesa Turner;
Department of Defense (DOD) witness MeCabej Carolina Industrial Group for Fair
Utility Rates (CIGFUR) witnesses Brubaker, Phillips, and Kennedy; and Kudzu
Alliance withess Eddleman.

CP&L provides retail service in two states, as well as wholesale service.
For this reason, it is necessary to allocate the cost of service among
jurisdictions and among customer classes within each Jjurisdiction. In its
four previous rate ecz2ses in North Carolina, the Company proposed the "summer
peak and average" method for allocation of production level costsa. The
Commission did not change from the summer coincident peak method to the peak
and average method in the first case, Docket No. E-2, Sub 366. However, in
the next two cases, Docket Nos. E-2, Sub 391, and E-2, Sub H16, the Commission
adopted the peak and average method. In the Company s last rate case, Docket
No. E-2, Sub 444, the Commission modified the peak portion of the peak and
average method to reflect the average of the summer and winter coincident
peaks rather than the summer peak only.

In this case, the Company proposed the "summer/winter peak and average"
(SWP&A) approved by the Commission in Docket No. E-2, Sub 344,  The SWP&A
allocates approximately U40% of production plant and related expenses based on
peak responsibility, in this ecase the average of the summer and winter peak
demands, and the remaining approximately 60% based on kiWh consumption. The
60740 split is determined by the system load factor caloulated wusing the
average of the summer and winter peaks,

Public Staff witness Turner recommended that the SWP&A method be utilized
for the purpose of assigning costs to the North Carolina retail jurisdietion.
He recommended that the "summer/winter peak and base," or modified peak and
base (MPB), methodology be utilized for the purpose of asaigning costs to the
retail rate classes. The MPB allocation method allocated 65% of production
plant and related expenses on an average of summer and winter coincident peak
demand (kW) and the remaining 35% based on energy (kWh). The MPB method
differs from the SWP&A method proposed by CP&L in that the MPB method
allocates 35% of production costs by energy.
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Witness Turner stated that the Company’s proposed use of the summer/winter
peak and average method for rate design purposes may be unfair to certain
customer classes because, in his opinion, it does not recognize the
possibility that the costs of fuel may vary among c¢lasses. For example, if a
particular customer class is assigned base load plant costs, witness Turner
contended that it should alsc be assigned the lower fuel costs associated with
the base load plant. Conversely, if a class is assigned primarily peaking
plant costs, withess Turner contended that it should also be assigned the
higher fuel costs associated with the peaking plant.

Witness Turner cited a Public 'Utilities Fortnightly article entitled
"Bias in Traditicnal Capacity and Energy Cost Allocation" which pointed out
that there can be significant differences in costs among customer classes if
the higher 1load factor customer is not assigned the lower fuel ocosts
associated with base load plant. Witness Turner also stated that a recent
NRRI Workshop which he attended concentrated on a method of allocating capital
costs and fuel costs based on actuwal loads, which tended to show that the
assignment of energy or fuel costs by the energy allocation factor may
overcharge some customers for fuel and undercharge others. Therefore, witness
Turner recommended that the Commission adopt the summer/winter peak and base
method for rate design purposes as a more conservative step in the recognition
of energy-related production plant costs.

CIGFUR witness Brubaker propesed to allocate production costs based on the
one=hour coincident peak {(CP) allocation method. Brubaker contended that it
is primarily the aystem peak demand that drives the need for the addition of
capacity. He contended that =ald capacity cost should be allocated to each
customer class by each class’s kilowatt contribution to the system peak.
Witness Brubaker contended that allocating the fuel cost to each customer
class based on energy usage is not "symmetrical™ with the peak and average
approach. The result, in hls opinion, is that the SWP&A method fails to give
the high load factor customers the benefit of the lower fuel costs associated
with the production plant investment assigned to them.

CIGFUR witness Phillips also testified that the Company’s SWP&A allocation
method lacked "symmetry™ between allocation of production plant investment and
allocation of fuel costs. In support of the CP method, Phillips argued that
allocation of plant investment on the basis of the single annual peak and
alloecation of fuel on the basis of energy usage did not suffer the same
problems with "symmetry."

Witness Eddleman testified that the most appropriate way to allocate costs
is to use the ocoincident peak mefthed with the summer/winter contribution of
each customer class averaged.

The Commission concluded in previous rate cases, for reasons explained
extensively in -Docket No. E-2, Sub 444, that the cost allocation method
utilized for rate-making purposes should recognize the energy related portion
of fixed costs., Essentially, the Commission reasoned that not all fixed costs
represent the coat of meeting system peak demand, and that a significant
portion of fixed costs represents the cost of producing kWh during many hours
of the year and of producing such kWh at a lower fuel cost per kWh. The
Commission continues to be persuaded in this proceeding that the cost
allocation method utilized herein should recognize the energy related portion
of fixed costs.
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CIGFUR witness Phillips presented an exhibit showing declining system load
factors in more recent years and contended that the exhibit demonstrated the
detrimental effect of using the peak and average method for cost allocation
during the past three years. However, upon closer examination of the exhibit
by the Commission, it appears that the load factors are calculated using a
mixture of summer peaks and winter peaks. If the exhibit is recaleculated
using annual summer peaks only, the resulting system load factors in recent
years will be very consistent with all system léad factors over the past 10
years. On the other hand, if the exhibit is recalculated using annual winter
peaks only, the resulting system load factors in recent years will decline in
comparison with all system load factors over the past 10 years. Therefore,
any decline in system load factor appears to be the result of the winter peak,
not the summer peak, and appears to call for a cost allocation method which
places more emphasis on usage during the winter peak and less emphasis on
usage during the summer peak.

The Commission concluded in the previous rate case, for reasons explained
extensively in Docket No. E-2, Sub UYY¥, that it is not persuaded that system
capacity is installed to meet a single system peak, and that both the summer
peak and the winter peak should ve recognized in the cost allocation process.
The evidence presented in this proceeding continues to persuade the Commission
that the summer/winter peak as proposed by the Company 1s appropriate for use
as a part of the cost alloecation process.

LOD witness MeCabe testified that he preferred the 12-monkth coilncident peak
allocation method. The Commission has reviewed the rates of return resulting
from various cost allccation methods in this proceeding and notes that the
rates of return are very similar when comparing: (1) the 12-month peak and
average method with the summer/winter peak and average method; (2) the 12-
menth peak and base method with the summer/winter peak and base method; and
(3) the 12-month coincident peak method with the summer/winter coineldent peak
method. Therefore, the Commission is of the opinion that the summer/winter
peak (i.e., average of sSummer and winter peaks) produces results which are as
satisfactory as the 12-month peak (i.e., average of 12 monthly peaks) for cost
allocation purposes in this proceeding.

The Company presented two cost allocation studies in this proceediqg based
on variations of a "stacking" methodology. The "stacking® mebthod used for the
studies is the same used for similar studies presented in the previous rate
case in Docket No. E-2, Sub U4Y4, The Commission concluded in the previous
rate case that the "production stacking" method, one of the btwo variations
presented, demonstrated that the energy-related portion of fixed costs might
well be as much as 60% of total fixed costs (of production plant).

For this proceeding, Public Staff withess Turner pointed out several
inconsistencies in the Tproduction stacking" methodology, including the
problem of different dollar vintages associated with the embedded cost of each
of the generating units. While the Commission reccgnizes the limitations of
the "production stacking" wmethod as a cost alloeation method, it is of the
opinion that said methed still represents a good faith effort to quantify the
amount of fixed costs which might be classified as energy related, and as such
it repreasents a useful tool for comparing the cost alloccation methods proposed
by the wvarious parties to this proceeding. The Commission would welcome any
improvements in the studies or any alternative studies which might be useful
in quantifying the energy-related portion of fixed costs.
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The Commission concludes that the summer/winter peak and average method for
allocdating cdosts is 'appropriate for this proceeding. The Commission further
concludes that the Company should continue to file alternative cost allocation
studies in future general rate proceedings in corder to facilitate further
discussion of the many issues raised regarding cost allocation.

Another area for discussion is the assertion by several parties to this
proceeding that allocation of energy-related fixed costs (of produetion plant)
by means of %XWh usage, as provided by the summer/winter peak znd average
method, will cause high load factor customers to bear 2 greater share of
respongibility for such fixed costs, and that such high load factor customers
will not at the same time be given a greater share of credit for the lower
fuel costs associated with the fixed costs.

The summer/winter peak and average method allocates energy-related fixed
costs for base load plants by kWh usage in the same proportions as the low
cost fuel for said base lcad plants is allocated by kWh usage. The Commission
must reject any assertion that such allocation of energy-related fixed cost is
not consistent with allocation of low cost fuel, because both types of costs
are allocated in exactly the same proportions.

The summer/winter peak and average method allocates demand-related fixed
costs (for base load plants and for peaking plants) by means of peak
respensibility (i.e., by one or more system peaks). There has not been any
serious assertion by proponents of the peak responsibility methods that the
fuel costs for said peaking plants (or for base load plants) should alsc be
allocated by peak responsibility.

Witness Turner suggested that the problem of quantifying the energy-related
portion of fixed costs (of production plant) might be resolved by means of a
cost allocation study which assigns both fixed costs and variable costs to
each of the 8760 hours of the year, and he recommended that such a sbtudy be
undertaken. The study could also resolve limitations found in the Cempany’s
attempts %*o determine appropriate cost differentials between summer usage
versus winter usage and between on-peak usage versus off-peak usage as
discussed elsewhere herein.

The Company pointed out that a study which would assign costs to the hours
during which those costs were incurred, and which would also allocate the
costs in each given hour to customer classes based on their kWh usage during
the given hour, would be a very large undertaking and could require a
significantly larger load survey effort in order to be statistically valid.
The Company suggested that it be allowed to work with the Publiec Staff to
develop a study which would be responsive to the concerns discussed herein and
would also be a reasonable undertaking from a cost and a %technieal
standpoint. The Commission concludes that the Company’s suggestion represents
the best course to follew in thia proceeding.

Finally, the Commission would point out that the matter of assigning costs
is not an exact science, and therefore that further review and study is an
appropriate matter for continuing consideration. Some membera of the
Commissicn prefer that the matter not be considered as a final judgment based
on the evidence presented in this ¢ase. For instance, the assigning of ‘class
cost responsibilities may have a gsignificant effect or impact on the
assignment of jurisdictional cost responsidilities, Thus, the Commission will
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follow with interest the methodologies adopted by regulatory bodies in other
Jjurisdietions. In any event the Commission, in adopting the summer/winter
peak and average allocatbtion method in this proceeding, does not preclude the
possibility that additional data may indicate the need for considering and
possibly adepting some other methodology in future proceedings.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. T

The evidence supporting this finding of fact is found in the testimony and
exhibits of Company witnesses Smith, Lilly, Faucette, Bradshaw, Nevil,
Chapman, and McClellan; Public Staff witnesses Dennis and Winters; and DOD
witness MeCabe.

During 1981, CP&L concluded negotiations with the North Carolina Eastern
Municipal Power Agency (NCEMPA) for the sale of interests in certain of the
Company’s generating units. The agreements between CP&L and NCEMPA provided
for a series of elosings to effect this transaction, with each closing
increasing the percentage ownership of assets by NCEMPA until 100% of the
agreed-upon share was tranaferred. The firat closing of a 33% ownership share
took place in April 1982. After additional closings in August, October, and
November 1982, a final closing took place in April 1983, which brought NCEMPA
ownership to 100% of the agreed-upon share of facilities.

Company witness Chapman testified that as of the final ¢losing, NCEMPA
owned generating capacity equal to aporoximately 52% of its present load
requirements. TUntil the completion of the purchased units, whieh are still
under construction, CP&L will provide for. service to meet the remainder
(presently U48%) of the WCEMPA requirements under the provisions of the Power
Coordination Agreement (PCA). 1In addition, the Company will provide NCEMPA
Wwith backstand power during periodswhen its share of owned uni%s is
unavailable due to maintenance, modifieation, or forced outages. Sales by
CP&L to NCEMPA under the PCA are termed Supplemental Sales. Revenues related
to these sales are determined in accordance with pricing mechanisms specified
in the PCA.

A number of Company witnesses testified regarding the benefits of the sale
to NCEMPA. Witness Smith testified that these benefits included reduction of
the need for outside financing during 1982, reduction of future construction
expenditures, increased financial strength whieh prevented a further lowering
of the Company’s security ratings, and the added assurance that adequate
generating capacity czan be completed to provide for future growth. Company
witness Smith testified that NCEMPA has paid the Company approximately $700
million during the 1982-1983 time period. Company witness Lilly testified
that NCEMPA will contribute another $670 million over the next 10 years toward
its share of-new construction. Witness Lilly indicated that these funds would
3low the rise of embedded capital costs and thus hold down customer rates.

Company witness Bradshaw testified that the customer would also benefit
from the Company’s proposal to flow the majority of the profit realized above
book value back to the customer; from provisions for the buy-back of power
from NCEMPA at prices below CP&L’s cost; and by the lower AFUDC rate that
would résult due to reduced capital costs. Company witness Chapman testified
that an ongoing benefit to the customer of the sale is the additional load
portion of NCEMPA, comprised of load not previously served by CP&L which
reduces the portion of fixed costs each customer must pay.
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As a result of the CP&L zale to NCEMPA and the asscciated agreements, the
Company has incorporated in its filing in this docket a number of adjustments.
These relate to the specific treatment of the various costs and revenues on
which the sale had an impact, including: profit above book value realized
from the sale, revenues from supplemental sales to NCEMPA, and adjustments to
pro forma test year results to exclude 100% of NCEMPA's ownership. The
Company contends that the overall reésult of its treatment of the NCEMPA sale
is a benefit to the North Carolina retail customers. This is due primarily to
the improvement in the Company’s finaneial condition and a reduction in future
need for capital which lowers capital costs, the flow-back of the profit or
gain to the customers, and provisiona for buy-back of power at a discount from
NCEMPA's portion of generating units. The Company believes that its treatment
of the elements of the NCEMPA transaction should be viewed as a negotiated
package and that, as such, it results in a substantial net benefit to the
ratepayer.

The Company and certain of the parties are in disagreement with respect to:

1. The time period for flowing back the gain;

2. The treatment of the unamortized balance of the gain;

3. The allocation of the gain;

4. The treatment of accumulated deferred taxes associlated with the gain;

5. The time pericd for flowing back investment tax credits asscciated with
plant sold to NCEMPA; and

6. The caleculation of Supplemental Revenues.

The first specific item for discussion is the profit or gain received by
CP&L as a result of the sale. This gain of $37,327,000 is the amount by which
the price paid for shareas of generating units eXceeds the proporticnal
original cost of those units. There are three issues to be resolved arising
from this gain. These are:

1. oOver what %time period should the gain be flowed through to the
customer?

2. If the pericd is longer than one year, how should the unamortized
portion of the gain be treated?

3. What iz the proper allocation of the gain to North Carolina retail
customers?

Regarding the time period for flowing the gain to the customers, the
Company bas proposed three years. The Company accomplishes the flow-back by
an adjustment which increases Income for Return and, thereby, because of
associated taxes, decreases the North Carolina retail revenue requirement by
approximately twice the amount of the inceme for return adjustment. Company
witness Bradshaw testified that in his opinion the gain, under normal
accounting procedures, belongs to the stockholder but that the Company is
flowing it through to its customers to offset the costs of cancelled plants.
Since the flow-through is a benefit to the ratepayer, it is being amortized
over only three years. Witness Bradshaw testified that 1f the gain had been
an expenge of comparable magnitude, the Company would have requested a longer
amortization pericd.
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Publiec Staff witness Winters recommended that the entire gain be flowed
through to the ratepayer in the current rate case because the Company
presently has the proceeds from %this sale available to it. Witness Wintera
testified that if the Company’s position is accepted, the revenue requirement
in this case will be $35,838,000 greater than his recommendation. Witness
Winters additionally stated that the Company, in its last rate case had
proposed flowing through the entire gain that had been realized at that time.

Company witness Bradshaw testified that the Company’s position has been
consistent between rate cases because in the lagt case the Company proposed
flowing back one-third of the gain, which was the gain that had been realized
at that time. The Company is again recommending that one-third of the gain be
flowed through per year.

The Commission, having reviewed the evidence in this case, believes that a
three-year amortization of the gain is reasonable. The Commission recognizes
that an extraordinary event of this amount, whether a profit or an expense,
should be amortized over some period of time. The Commission believes it is
appropriate to adopt the amortization period proposed by the Company of three
years. Therefore, the three-year amortization period recommended by the
Company is found to be reasonable.

The second issue relating to the gain is the proper treatment of the
unamortized balance of the gain. The Company has included an adjustment to
increase Income for Return by $742,008 which represents a return on the debt
portion of the unamortized gain. The Company thereby reduces the revenue
requirement based on the debt portion of the gain. Company witness Bradshaw
testified that this is consistent with the Commission treatment of the Harris
Units ¥o. 3 and Y4 loss in Docket No. E-2, Sub UY4, and the Company’s requested
treatment of the Harris Units No. 3 and ¥ unamortized balance in this case.
In Docket No. E-2, Sub 444, the Commission allowed the Company to earn a
return on only the debt portion of the losa by decreasing Income for Return by
such amount.

Public Staff witness Winters recommended that if the gain is amortized over
a three-year period, the entire unamortized balance should be treated as
cost-free capital and be deducted from rate base. Witness Winters testified
that the Company’s position on this issue allows the Company to earn preferred
and common equity returns on funds which were not provided by the equity
investors and have no costs to the Company. Witness Winters recommended that
these funds be treated in a similar manner to other cost-free capital.

After careful consideration of this issue, the Commission finds it
appropriate to deduct the wnamortized gain on the sale to NCEMPA from the rate
base in this proceeding. The unamortized gain on the NCEMPA sale represents
cost-free capital to the Company and in the Commission’s opinion it is
unreasonable and improper to expect the ratepayers of the Company to pay a
return on ¢apital which has no costs to the Company.

The final issue related to the gain for consideration by the Commission
involves the proper allocation of the gain on the NCEMPA sale to the North
Carolina retail jurisdiction. Both the Company and the Public Staff used a
production plant allocation factor to allocate the total company gain to the
North Carolina jurisdiction. However the Company used an allocation factor
which reflected how production plant was allocable to this jurisdietion prior
to the sale of that production plant which gave rise to the gain in question.
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The Public Staff, con the other hand, used an alloeation factor which reflected
how production plant was allocable to this jurisdietion after the sale in
question.

Public Staff witness Winters presented an explanation of why and how the
sale in question changed the production plant allocation factor. Witness
Winters” testimony in that regard was as follows:

"Immediately prior to the sale in question, CP&L was serving the customers
of the N. C. Eastern Municipal Power Agency as wholesale customers of CP&L.
However, by virtue of the sale itself those customers were eliminated. as
CP&L wholesale customers. The interest in the generating units sold to the
Power Agency is now owned by it -- not CP&L -- and used by it ~~- not
CP&L ~~ to serve its member customers. Thus, the sale reduced the relative
percentage of the remaining production plant allocable to CP&L°s post-sale
wholesale customers. Concomitantly the sale increased the amount of CP&L’s
post-sale production plant which is properly allocable to its N. C. retail
customers.n

The evidence indicates that if the total Company gain of 437,327,000 is
allocated based upon CP&L’s method, then only 62.8% of that gain is allocated
to North Carolina retail customers. However, the evidence indicates that
after the sale, the Company’s production plant allocable to this jurisdietion
is actually 68.7%.

Presumably, under CP&L°s allocation method the 5.9% of the gain in
controversy would either go to its shareholders or would be flowed back to its
pest-sale wholesale customers. 1If that portion of the gain were flowed back
to CP&L‘3 post-sale wholesale customers, it would constitute a "windfall® to
them. Nor does there appear to be any logical reason why that portion of the
gain should inure to the benefit of CP&L‘’s shareholders. In any event,
neither treatment would be fair to the North Carolina retail ratepayers. This
is true because those retail ratepayers must now pay a return on a higher
percentage of the production plant remaining on the CP&L system after the sale
to the Power Agenecy than they would have paid on the same plant prior to the
sale. Based upon a careful consideration of the evidence on this issue the
Commission concludes that the post-sale allocation factor proposed by the
Public Staff and the Department of Defense should be used for allocating the
gain on the sale to the North Carclina retail customers.

The next area for consideration is the rate base treatment for the Deferred
Taxes associated with the gain from the sale to NCEMPA. The Company, in its
filing, made an adjustment to its per books values to reverse the booking of
Deferred Taxes in Account 190 associated with the gain from the sale to
NCEMPA. The effect of this adjustment was to reduce North Carolina retail
rate base by $36,500,247.

The Public Staff made an adjustment to Accumulated Deferred Income Taxes
which results in an additional rate base deduction of $50,383,000 on a North
Carolina retail basis. The difference of $50,383,000 results from the
ad justment made by witness Winters regarding the deferred income taxes related
to the sale of certain generating plant and transmission lines to the North
Carolina Fastern Municipal Power Agency. Witness Winters testified in this
regard as follows:
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"The pgain on the sale te the Power Agency was reduced approximately
$88,000,000 for taxes which will not have to be paid until years into the
future. The Company has already received the funds to pay these taxes
through proceeds from the Power Agency. The Company.has proposed not to
include these deferred income taxes as a rate base deduction in this case;
and, if these deferred income taxes are not deducted from rate base, the
ratepayers will be required to pay a return on funds which were not
provided by the debt and equity investors. I recommend that the N. C.
retail portion of these deferred income taxes be deducted from rate base in
this proceeding as cost-free capital just as other deferred income taxes
are deducted as cost-free capital.

As part of my adjustment for deferred income taxes I have increased rate
base by approximately $15,000,000 to reflect the elimination of defeérred
income taxes which the Company treats as cost-free capital. This
ad justment is necessary because these same deferred taxes were reflected as
an inecrease in the gain on the sale.”

The Company, through witness Bradshaw, takes the view that the ratepayer
did not provide the funds associated with these deferred taxes and should not,
therefore, benefit frem a rate base reduction resulting from them. Rather,
NCEMPA, which purchased from %he Company’s Investors certain generating
facilities, provided the funds associated with these deferred taxes to the
Company” s investors. Witness Bradshaw contended that the property that
created the deferred taxes i3 not in rate base, has not been requested to be
in rate base, and, therefore, the related deferred taxes should not be
deduected from rate base.

The Commission, after reviewing the evidence on this issue, recognizes that
the deferred taxes associated with the sale to NCEMPA represent cost-free
funds to the Company since these funds have been contributed to CP&L by
NCEMPA. CP&L has the use of these funds until such time as the taxes must be
paid. The Commiasion concludes that deferred taxes associated with the NCEMPA
sale should be treated as other cost-free capital to the Company and deducted
from rate base. Thus, the Commission concludes that deferred income taxes
should be increased by $50,383,000 and that the appropriate level of deferred
income taxes for uge in this proceeding is $313,321,000.

The next area for consideration relating te the sale to NCEMPA is the
proper treatment of Investment Tax Credits which are related to property sold
to NCEMPA. The Company has c¢ontinued to treat these Investment Tax Credits as
it does all others and flows them back ratably over the life of the property.

Public Staff witness Winters recommended that the Investment Tax Credits
associated with property sold to NCEMPA be flowed back currently. Witness
Winters” opinion is that current flow-through of these amounts would not be in
violation of IRS regulations since the appliecable Code provision refers to the
useful 1life of property. Witness Winters further c¢ontends that the useful
life has terminated when the plant has been sold.

Company witness WMeClellan testified that a current flow-through of the
Investment Tax Credits associated with the sale would be in violation of
Section UB(f)}(2) of the Internal Revenue Code. In witness WMcClellan’s
opinion, current flow-through will exceed the ratable flow-through mandated.
Witness MeClellan testified that if the Company is found in violation of this
provision, it stands to lose Investment Tax Credits retreactively to 1975.
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The total projected loss for the period 1975-1984 would approximate
$300,000,000 on a total system basis. Witness McClellan supported his
interpretation of the TRS Code with a legal opinion from tax counsel.

The Commission finds that the Job Development Investment Tax Credits
relating to the portion of the generating and transmission plant sold to
NCEMPA should properly be treated as an addition to the gain on the sale of
property to NCEMPA and should therefore be accorded rate-making treatment
similar to that previously discussed herein regarding the gain on the sale.
Specificially the Commission finds it reasonable to amortize aecumulated JDITC
related to the NCEMPA sale to the cost of serviee over a three-year period and
to deduct the unamortized portion of accumulated JDITC from the rate base as
cost-free capital. The Commission is aware that the accumulated investment
tax credits adjusted for recapture provisions of the Internal Revenue Code
represents permanent reductions in income tax expense; however, for legal
reasons these credits are deferred for regulated utilities and are amortized
to operations over the useful 1life of the property. In the Commission’s
opinion, the property sold to NCEMPA has no remaining life to CP&L. Thus it
is both reasonable and proper to amortize the investment tax credit related to
property sold to the cost of service over a three-year pericd.

The final area for consideration, which relates to the NCEMPA transactions,
is the proper treatment of the revenues from NCEMPA for supplemental sales.
The Commission will hereafter discuss this, issue in Evidence and Conclusions
for Finding of Fact No. 18,

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. B AND ¢

Evidence with respect to the rate-making treatment of abandonment losses
can be found in the testimony of Company witness Paul $. Bradshaw and Public
Staff witness William W. Winters. The Public Staff takes the position that
the abandonment loss should be amortized over a 10-year peried and that the
unamertized balance of the loss should be excluded from rate base and the
Company should not be allowed to earn any return on it. The Public Staff
argues that G. 8. 62-133 only allows a utility to earn a return on property
which is ‘'used and useful' in providing utility service or which is
construction work in progress that meets the standards set forth 1ln the
statutes. The Public Staff argues that abandonment losses qualify under
neither category, that they must be excluded from the rate base, and that the
Company must nobt be allowed to earn any return on them. In previous
proceedings before the Commission, the Company has been allowed to amortize
the cost of the South River Project and the Brunswick cooling towers and to
inelude the unamortized balance of the projects in rate base. See Docket
Nos. E-2, Sub 391 and E-2, Sub 416, In the last CP&L rate case before the
Commission, the Cemmission allowed the Company to amortize the cost of Harris
Units Nos. 3 and 4 over a 10-year period, and allowed that portion of the
unamortized balance supported by long-term debt to be included in rate base.
See Docket No. B-2, Sub BU44., The Company argues that these treatments should
be continued.

The proper rate-making treatment of abandonment losses has been before the
Commission in several cases and will continue to arise in many future cases.
The Commission has, therefore, undertaken tc re-examine this important issue
in order to develop a more consistent and equitable approach to it. The
Commission’s ultimate responsibility with respect to ratemaking is to fix
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rates for the service provided which are fair and reasonable both to the
utility and to the consumer. G. S. 62-133(a); State ex rel Utilities
Commission vs. Morgan, 277 NC 255, 177 SE 2 405 (1970); State ex rel

Utilities Commission vs. Carolina’s Committee, 257 NC 560, 126 SE 2d 325
(1962).

Although parties may disagree as to the amortization period, they agree
that the Company should be allowed to recover the prudently invested cost of
its abandonment losses through amortization over some period of time. The
Commission, based upon the evidence presented, must determine what is a fair
amortization period in order to fairly alloecate the loss between the utility
and the consumer. 1In the last CP&l, rate case, the Commission determined that
a 10-year amortization peried for abandonment losses resulting from
cancellation of Harris Units No. 3 and 4 twill more reasonably and equitably
serve to share the burden of the cancellation of Harris Units No. 3 and 4
between present and future ratepayers. Furthermore, use of a ten-year
amortization period is also consistent with previous decisions of the
Commission regarding amortization of similar property losses set forth in
orders."” Amortization of these abandonment losses should be continued as
previously ordered. Similarly, the Commission believes that the amoriization
of the loasses resulting from cancellation of the South River Project and the
Brunswick cooling towers should continue as previously ordered by the
Coomission.

Pursuant to the Commission’s reexamination of the proper ratemaking
treatment of abandonment losses, the Commission has determined that it is
neither fair nor reascnable to inélude any portion of the unamortized balance
of such investments in rate base and, furthermore, that no adjustment should
be allowed which would have the effect of allowing the Company to earn a
return on the unamortized balance, The Commission has concluded that this
treatment provides the most equitable allocation of the loss between the
utility and the consumer. Tt would be lnequitable to place the entire loss of
expenditures that were prudent when made on the utility. Thus, amortization
should be allowed. However, on the other hand, the ratepayer must not bear
the entire risk of the Company’s investment. A middle ground must be found on
whieh the Company bears some of the risk of abandonment and the ratepayer is
protected from unreasonably high rates. The Llosses resulting from
cancellations of utility plants will inevitably be borne by one or a
combination of three groups: the utility investors, the ratepayers, and the
income taxpayer. A recent study prepared by the United States Department of
Energy indicates that a 10-year amortization of such losses will distribute
cogts in proportions that the Commission considers fair and equitable.
NUCLEAR PLANT CANCELLATIONS: CAUSES, COSTS, AND CONSEQUENCES, United States
Department of Energy, Washington, D. C. (April 1983). The Commission believes
thiz will result in a fair and reasonable treatment of both the utility and
the consumer. In the last CP&L rate case, the Commission allowed that portion
of the unamortized balance in Harris Units No. 3 and U4 that was supported by
a long-term debt to be included in rate base. Based upon the examination of
the issue, the Commission believes it more fair and reascnable to exclude this
element from the rate base. Similarly, the Commission has excluded from the
rate base herein the unamortized balance of the Company’ s investment in the
South River Project and the Brunswick cooling towers.
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EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 10

Company witness Watson and Public Staff witness Carter presented testimony
concerning the cost of coal produced by Leslie Coal Mining Company {Leslie)
and MeInnes Coal Mining Company (MeInnes), and the appropriate fair market
value of such coal., Leslie and McInnes are affiliated companies of CP&L, by
virtue of the fact that CP&L owns 80% of the common 3stock of these ceal
companies. The remaining 20% of the common stock of Leslie and Melnnes is
owned by Pickands and Mather & Company (Pickands Mather).

Company witness Watson asserted that charges including transportation costs
for coal delivered to the CP&L system from Leslie and McInnes have been
determined in accordance with the Commission Order in Docket No. E-2, Sub 233,
which approved the Company’s participation in the mining venture and specified
the coal-pricing mechanism for regulatory purposes. Witness Watson testified
that the "fair market wvalue" for the coal was determined as specified in
Exhibit E (the Coal Purchase agreement between CP&L and Leslie) of CP&L’s
application in Docket No. E~2, Sub 233, which states that "fair market value"
shall mean the market price at the time of delivery of coal of the same or
comparable grade and quality being sold by a manager on the open market at
arm’s length in bona fide transactions. (The term "manager" under the
definition which was contained in the varipus agreements submitted for
Commission approval in early 1974 in Docket No. E-2, Sub 233, refers to Robert
Coal Company, a wholly owned subsidiary of Pickands Mather.) Witness Watson
testified that Pickands Mather has periodieally provided CP&L with its opinion
of the "fair market value™ of the Leslie and MeInnes coal in accordance with
the language contained in Exhibit E. Witness Watson further testified that
CP&L has continually monitored the "fair market value™ amount provided to CP&L
by Pickands Mather by comparing such data to information contained in FERC
Form 423 concerning the delivered cost of coal of comparable grade and quality
to Leslie and MelInnes ceoal. Witness Watson further testified that the
delivered cost of the coal from Leslie and McInnes, using the "fair markét
value" provided to CP&L by Pickands Mather has always been less than the
delivered cost of comparable quality coal shown in FERC Form 423. Further
witness Watson stated that the FERC Form Y423 "fair market value” amounts have
been included in exhibits filed by the Company in previous rate cases and fuel
clause proceedings. According to witness Watson, the Commission has in prior
proceedings established rates based upon coal costs reflecting the fair market
value of the Leslie and McInnes coal as submitted by CP&L. Finally, witness
Watson, testified that operations at the Leslie and MelInnes mines were
suspended .in mid-February of 1983, due to economic considerations. Witness
Watson testified that at the time of the hearing the affiliated coal mining
operations continue to be suspended.

Publie Staff witheas Carter testified that CP&L"s methodology for
determining fair market wvalue does not in his opinion comply with the
Commission’s intent in its Order in Docket No. E-2, Sub 233. Witness Carter
testified that it is his understanding and belief that the term "fair market
value," as is used in the Commission Order in Docket No. E-2, Sub 233, means
the price which CP&L is paying for coal of the same or comparable grade and
quality which it is purchasing at arm’s length from nonaffiliated long-term
contract suppliers. Witness Carter stated that the Public Staff’s position is
based upon the language contained in conclusion (g) and the last paragraph of
the Order in Docket No. E-2, Sub 233, which states in part that:
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"CP&L is being put on notice that the Seller’s cost of producing its coal
under these referenced agreements must be closely monitored by CP&L and
should they get out of line to the point that coal being supplied CP&L
under these agreements is substantially higher than the fair market value
of coal of the same or comparable grade and quality being purchased from

non-affiliated other sources the excess cost would be disallowed for
ratemaking purposes.” (Emphasis added), and

nCarolina Power & Light Company is also required to include as a part of
the report its own comparative analysis of the price of the coal purchased
from Leslie Coal Mining Company to that coal it has purchased during the
same report period from its other non-affiliated sources." (Emphasis

added)

Witness Carter further testified that the language in the Order requires
that reports be submitted by CP&L to the Commission reflecting prices which
CP&L is paying for coal purchased from CPiL’s nonaffiliated sources and that
the Commission does not require CPRL to submit any reports or information
concerning the prices which CP&L, or any parties other than CP&L, are paying
for coal purchased from U. S. Bureau of Mines, Distriet 8.

Witneas Carter also testified as follows:

"Tn my opinion, if the Commission had intended for CP&L to determine "fair
market value" from what either CP&L or other parties were paying for coal
purchased from U. 3. Bureau of Minés, District 8, the Commizsion would have
required CP&L to submit reports coneerning those prices. However, as the
order reflects, no such reports are required. Reports reflecting prices
which CP&L was paying for coal purchased from its non-affiliated suppliers
were required. That fact leads me to the conclusion that the Commission
clearly intended for CPRL to determine "fair market value™ based on prices
it is paying non-affiliated suppliers for comparable quality coal."

Witness Carter testified that CP&L has four nonaffiliated long-term
contracts with quality requirements comparable to the quality requirements
(similar sulfur content, BTU/LB, ash, and moisture content) of the Leslie and
MeTnnes contracts. The highest cost paid for coal of similar sulfur content,
BTU/LB, ash, and moisture content purchased from nonaffiliated long-term
contract suppliers is according to witness Carter considerably less than the
"faip market value® booked by CP&L.

CP&L has been recording the difference between the production cost of
Leslie and MeTnnes coal and the "fair mar¥et value" of that coal, determined
by CP&L, in a deferred account, The deferred account which reflects the excess
of cost over fair market value has been understated in witness Carter’s
opinion due to the Company’s method of determining fair market value.
According to witness Carter’s original testimony, the use of a fair market
value, which equates to the price of CP&L’s highest nonaffiliated long-term
contract with quality requirements comparable to fhe Leslie and McInnes
contracts, would have resulted in a deerease in coal costs of $13,065,581, on
a total company basis, and $8,250,707 for North Carclina retail operaticns in
the Company’s fuel expenses. Such amounts were computed for the time period
January 1979 through April 1983. Based on revised data from CP&L, witness
Carter modified the aforementioned amounts to 410,329,720 on a total company
basis and to $6,519,808 on a Nerth Carolina retail basis. Based on the
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foregoing, witness Carter recommended that the Ceommission reduce CP&L’s
operating revenue deductions by the $6,519,808 to recognize previous charges
in excess of fair market valus. It was witness Carter’s recommendation that
the Company’s cost of service be reduced by $6,519,808 in this proceeding and
that the adjustment be made separate from any adjustment to fuel expense.

Witness Carter stated that his recommendation in this regard is consistent
with the methodology used by the Commission in the recent Duke Power Company
(Duke) rate case, Docket No. E-7, Sub 338, to eliminate the excess of cost
over market value of coal purchased by Duke from its affiliated coal mines.
In witness Carter’s opinion his recommendation is a very reasonable and
congervative interpretation of the language which appears in the Commission
Order in Docket No. E-2, Sub 233, since he proposes using the highest price
of comparable quality nonaffiliated long-term contract coal rather than the
average price of all comparable non-affiliated long-term contract coal.
Further, witness Carter believes that the recommended adjustment does not
constitute retroactive ratemaking since the Company’s departure from the
Commission’s ordered methodology of determining "fair market value™ was an
error whiech must be corrected to comply with the Commission Order in Docket
No. E-2, Sub 233.

The Commission has carefully reviewed all the evidence in' this regard,
including the Commission Order in Decket No. E-2, Sub 233, the testimony and
exhibits presented on the production costs and "fair market value" of Leslie
and McInnes coal filed and presented in previous rate case and fuel clause
proceedings, as well as the Commission Qrder in Docket No. E-2, Sub 391,
which authorized the establishment of a deferred account to record differences
between production cost and fair market value of Leslie and McInnes coal. The
Commission concludes that CP&L has not determined "fair market value" of the
Leslie and McInnes coal as required by the Order in Docket No. E-2, Sub 233,
and consequently, has overcharged the ratepayers for the coal the Company has
received from Leslie and McInnes. Although the term "fair market wvalue®
appears throughout the Order in Docket No. E-2, Sub 233, it is never
specifically defined. It is the Commission’s opinion that the term "fair
"market value™ as used in the Order means the pricé which CP&L is paying for
coal of the same or comparable grade and quality which it'is purchasing at
arm”s length from its nonaffiliated long-term contract suppliers. This is
strongly suggested by the language contained in conclusion (g) and the last
paragraph of the Order in Tocket Neo. E-2, Sub 233.

Based on the foregoing, the Commission concludes that operating revenue
deductions should be reduced by $6,519,808 in this proceeding. This is the
amount by which CP&L, through a mistaken interpretation of the prior, final
Orders of this Commission issued in Docket HNos. E-2, Sub 233, and E-2,
Sub 391, has overcharged jits North Carolina retail ratepayers for coal
purchaged from its affiliated cecal mines. Such amoint is calculated based on
the methodology described by Public Staff witness Carter in his prefiled
testimony using the difference between the average annual cost of coal per ton
recelved by CP&L under its highest nonaffiliated contract coal supplier and
the average annual "fair market value" per ton used by CP&L to charge the
Leslie and MecInnes coal to fuel inventory and fuel expense.

The Commission recognizes that the mining operationas at the Leslie and
MeInnes ccal mines are currently suspended. However, should the mining
operations at these mines be resumed in the future, the Commission concludes
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that the fair market value of coal purchased from these mines by CP&L shall be
determined based on the highest price which CP&L pays for ccal of comparable
grade and qudlity purchased from a currently existing nonaffiliated long-tera
contract supplier. Work papers showing a caleculation of the amount added to
or deducted from the nonearning reserve established as a result of the
Commission Order in Docket No. E-2, Sub 391, shall be filed with the
Commission on a menthly basis.

EVIDENCE AND CONCLUSIONS FOR OF FINDING OF FACT NO. 11

The evidence for this finding of faet is found in the testimony and
exhibits of Public Staff witnesses Thomas S. Lam and Caroline M. Smith and
Company witness Lynn Eury.

In CP&L°s last general rate case, Docket No. E-2, Sub 344, the Commission
issued an Order on September 24, 1982, that found that:

"CP&L°s nuclear performance has been declining since 1978 and the
Company’s Brunswick Nuclear Units have not been available to meet the
system load at pericds of peak summer usage for the past four
summers. Such nuclear performance is c¢learly unsatisfactory and is
related to mismanagement with respeet to outage planning, preventive
maintenance, spare parts and inventory and control, and quality
control and assurance."

The Commission further stated in that Order:

"The Commission strongly believes that the sooner Company management
faces up to inefficiencies and problems in its own nuclear program,
the soconer nuclear production will improve. Specifically, the
Commiasion conéludes that the rate of return allowed in this docket
ahould provide an incentive for the Company to do better. To that
end, the Commission concludes that a rate of return penalty is
appropriate in this case . . ."

The Commission imposed a rate of return penalty of 1% in its Order of
September 24, 1982.

In the present case, witness Lam testified that 78 days of outages at the
Brunswick nuclear site, Y43 days at Unit 1, and 35 days at Unit 2, were
avoldable. Unit 1 was shut down on June 28, 1982, because of undervoltage
relays. The Unit returned to service on June 29, 1982; however, the Company s
post-shutdown evaluation indicated that the undervoltage relays on the
emergency electrieal distribution systems had not been tested as required by
the Technieal Specifications which are part of the plant’s license from the
NRC. The Company assured the NRC that it would review all Technical
Specifications surveillance requirements to insure plant safety. The review
revealed three additional surveillances that were not being performed. The
four surveillance requirements involved were the following:

1. Periodiec checks, tests, and calibrations of the emergency
electrical distribution - system undervoltage relays. This system
insures that the mnuclear reactor does not run unless there is
sufficient back-up power to operate the emergency core cooling system.
Channel checks are to be performed every eight hours, channel
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function tests once each nmonth, and channel calibrations onee each
18 months. The teats, checks, and calibrations had not been performed
at either unit for two years.

2. Visual inspection of containment penetration ¢to insure that
radioactive contaminants do not escape. These inspectiona are
required every 31 days. The inspections had not been performed at
either unit for 55 months.

3. Check of operability of reactor water cleanup system isolation
instrumentation. The standby liquid control system dumps a boran
solution into the water cocling the reactor core when there is no
other way to slow the nuclear reaction, and the reactor water cleanup
system must be separated at that time so that it does not remove the
boran. The check should be performed every 18 months. The check had
never been performed at elther of the Brunswick units until July
1982.

4. Tests for leaks in the transversing in-core probe guide tube
isolation valve and electrical penetrations of the containment vessel
to insure against leaks of radiocactive contaminants. The wvalves
should be tested for leaks every 24 months. They had not been tested
for 39 months and the electrical penetrations had not been tested for
29 months.

After the Company discovered that these surveillance requirements were not
being met, the NRC issued a Confirmation of Action letter outlining the work
that CP&L was to complete before the Brunswick units could return to service.
Witness Lam c¢oncluded that U3 days of outages at Brunswick Unit 1 were
aveidable since these were the days that the unit was out while the Technieal
Specifications were being reviewed for compliance. For Brunswick .Unit 2, 35
days of outages could have been avoided if surveillance tests had been carried
out in a proper and timely manner in compliance with the plant®s operating
license from the NRC.

The NRC fined CP&L $600,000 for the violations described above. On
February 12, 1983, the NRC sent a letter to CP&L proposing the fine in which
it stated, "The ocause of these violations appears to be a breakdown in
corporate and facility management controls in the areas of corporate
oversight, facility management and operations and problem identification and
correction.” In its May 2, 1983, Response to Notice of Violation and proposed
imposition of civil penalties, CP&L admitted the violations and stated, in
pari:

"The reasons for the violations can be contributed to procedures and
administrative controls that have become difficult to implement and
unduly burdensome as a result of numerous amendments and modifications
to plant systems and applicable regulatory requirements. Personnel
errors, which were the cause of the viclations, were not detected by
administrative controls in place.®

The NRC has otherwise expressed concern with management at the Brunswick
nuclear site. In its evaluation of the Company’s performance for the period
Janvary 1, 1982, through January 31, 1983, the NRC stated in its Systematic
Assessment of Licensee Performance dated June 14, 1983, the following:
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"Poorly stated or ill-understood procedures, identified the previous
review period, continued to degrade the effectiveness of the operating
staff and contributed to the substantial numbers of the reported
personnel errors. Inadequate management involvement, indicated by a
demonstrated laxness in discipline of operations and adherence to
procedures, also had an adverse effect on operation’s performance.
These weaknesses were key elements in each of the wviolations
identified below, in the civil penalties issued in June 1982 and
February 19832, and in the 65 Licensee Event Reports (LER) attributable
to personnel error that were issued during this review period. NRC
concerns In the area of management and supervisory controls were
discussed at each of five enforcement conferences held during this
review pericd. A procedure upgrade program, renewed emphasis on
disecipline of operations and adherence to procedures are commitments
contained in the licensee’s long-range improvement program, confirmed
by NRC Order on December 22, 1982.v

In September 1982, CP&L made certain changes with respect to the management
of the Brunswieck nuclear wunits. All operating and maintenance, engineering,
and construction activities for the plant were consclidated under the control
of the Viee President of Brunswick Nuclear Project who reports directly to the
Executive Viee President of Operations, Engineering, and Construction.
Witness Eury testified that this reorganization was undertaken in order to
increase senior management oversight of the Brunswick nuclear plant; to
improve communications and coordination by consolidating operations,
engineering, and construction; to imsure sufficient and timely support to the
plant to meet engineering and construction requirements; and to improve
organizational accountability and strengthen management control. He further-
stated that these initiatives have resulted in certain operational
efficiencies at the nuclear plant; however, the Commission finds that
Brunswick ‘s capacity Factor remains unsatisfactorily low.

While the Commiszsion recognizes that a retognized national management
consulting firm recently judged CP&L to be "in many reapects... one of the
best-managed utilities that we have audited in the past several years" and
while the Commission recognizes that CP&L has undertaken reorganization of the
management of the Brunswick nuclear units in an effort to solve their problems
there, the Commission nonetheless finds that a rate of return penalty should
be continued. A penalty is being continued because the management problems at
the Brunswick nuclear wmits continued to have adverse consequences on nuclear
performance, such as the 78-day outage and low capacity factors, during the
present test year. CP&L has now undertaken steps to eliminate the problem,
but the consequences of the problem in the test year cannot be discounted.
The amount of the penalty will be discussed in a later section of this Order.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 12

Company witness WNevil, Public Staff witness Nightingale, and Attorney
General witness Rosen provided testimony and exhibits regarding the use of a
normalized generation mix in determining fuel costs for this proceeding.

The Company contended in the previous general rate proceeding that the
proper way to determine the base fuel component in the rates is by using
actual test year fuel costs adjusted for known and measurable changes in kWh
usage and in unit fuel prices. 1In this proceeding, the Company contends that
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the proper way to determine the base fuel component in the rates is by using a
normalized generation mix (based on the Company’s own historical operating
experiences and adjusted for known changes in kWh usage and unit fuel prices)
plus an vexperience factor." Under cross-examination, witness Nevil
recommended that the actual %test year fuel costs be utilized if the
vexperience factor® is not adopted by the Commission.

The Public Staff contends that the proper method to determine the base fuel
cost for general rate case proceedings is by using a normalized generation mix
(based on national averages for the nuclear plant operations and adjusted for
known and measurable changes in system usage and in unit fuel prices).
Witness Nightingale testified that the use of a normalized generation mix for
caleulating fuel costs would result in periods when the Company would over-
recover its actual fuel expenses and in periods when the Company would under-
recover its actual fuel expenses.

Witneas Rosen testified that a normalized generation mix (based on national .
averages for operating experience) would be desirable so that reasonable
target levels of technical and economic performance could be reflected by the
base fuel component in the rates. Kudzu K witness Eddleman and DOD witness
MeCabe also supported the use of a normalized generation mix.

The Commisslon concludes, as it did in the prevlious general rate proceeding
in Docket No. E-2, Sub 44U, that the general concept of utilizing a normalized
test period generation mix 1s appropriate for establishing the base fuel
component in the rates.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 13

Company witnesses Nevil and Futrell, Public Staff witness Nightingale,
Attorney General witness Rosen, Department of Defense (DOD) witness MeCabe,
and Kudzu witness Eddleman presented testimony and evidence regarding the
appropriate base fuel component in the rates.

In his original prefiled testimony, Company witness Nevil proposed a base
fuel component of 1.867¢ per kih based on actual test year generation mix (as
ad justed for weather, customer growth, the addition of Mayo No. 1, and the
additional load portion of NCEMPA). In his supplemental prefiled testimony,
witness WNevil proposed a base fuel component of 1.818¢ per kWh based on a
normalized generation mix plus an "experience factor.?" He stated that the
actual test period generatlion mix should be utilized unless the "experience
factor® is adopted.

Iin calculating his normalized generation mix, witness Nevil utilized a
computerized production simulation model (PROMOD) to recreate the test year
generation mix which would have occurred If the test year were adj)usted to
reflect: weather normalization, customer growth, addition of Mayo No. 1,
additional load portion of NCEMPA, the lifetime average capacity factor of
each of the Company’s nuclear units, the five-year average -equivalent
availability of each of the Company’s fossil steam units, the average hydro
generation over the last 22 years, and purchased power and IC turbine
generation "at levels which maintained reasonable levels of supply from both
sources."” His normalization of the nuclear generation resulted in a total
nuclear capacity factor of approximately S2%.
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To determine the portion of net fuel costs assoclated with NCEMPA, the
Company utilized its own computer model (ECAP) to determine the kWhs and fuel
costs to be charged to Power Agency under each of the five supply and pricing
classificationa contained in the agreement with Power Ageney.

Witness WNevil utilized March 1983 unit fuel prices to compute a total
Company fuel cost (subject to fuel charge adjustments) of $429,299,900. He
then multiplied the fuel cost by his proposed Yexperience factor® of 1.1588 to
obtain a requested fusl cost of $U497,472,700 total Company {or $342,140,000
for North Carolina retail service) ylelding a base fuel component of 1.818¢
per kWh excluding gross receipts tax.

The "experience factor" was presented to the entire Commission in Docket
No. E-100, Sub b7, concerning fuel charge adjustments, and the Commission has
not yet made a determination in that proceeding. The "experience factor" is
computed based on the ratio of three years actual fuel costs per kWh to three
years estimated fuel costs per kih {utilizing any apecific estimating
methodology), and is intended to compensate for estimating errors. The
Company multiplied the 1.569¢ per kWh base fuel component it estimated in this
oroceading (vased on its historic normalization methodology) by the 1.1588
nexperience factor" it calculated (based on actual and estimated fuel costs
for 1980, 1981 & 1982), to derive its recommended 1.818¢ per kWh base fuel
component .

Public Staff witness Nightingale recommended that the base fuel component
be derived by a methodology which does not involve the use of a complex
computer program. His analysis normalizes the generation mix by: utilizing
the 10-year average capacity factor for each type of nuclear plant as reported
by the National Eleétric Reliability Council (NERC), Ten Year Review - Report
on Equipment Availability (1972-1981): setting hydro generation equal to the
median reported in the Company’s mosi recent Power System Statement (Form 12}
and prorating the remaining fossil fuel generation and outside purchases and
sales in proportion to their actual test period generation mix. His
normalization of the nueclear generation resulted in a total nuclear capacity
factor of approximately 57%. No account was taken of the planned extended
outage for the Robinson nuclear unit in this figure,

Witness Nightingale utilized March 1983 unit fuel prices to compute a total
Company fuel cost (subject to fuel charge adjustments) of $412,515,200, or
$283,709,700 for North Carolina retail service, yielding a base fuel component
of 1.508¢ per XWh excluding gross receipts tax. DOD witness McCabe also
accepted the Public Staff ‘s position on fuel expenses.

Attorney Ceneral witness Rosen advocated the determination of nuclear
capacity fadtors by means of a regression analysis equation developed by his
Company, Energy Systems Research Group (ESRG). Witness Rosen selected several
characteristics of a nuelear unit and he utilized data from the national data
base concerning those characteristics, and he performed a multiple regression
analysis of the data to determine an appropriate capacity factor for each
individual nuclear unit. He testified that the average normal Maximum
Dependable Capacity factor for Brunswick No. 1, Brunswick No. 2, and Robinson
No. 2 should be 60%, 63% and 73%, respectively, resulting in a total nuclear
capacity factor of approximately 65% for the Company. Witness Rosen tcok no
account of the actual experience factor for the CP&L units except to include

them in his national average statisties.
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Kudzu- witness Eddleman computed a range for the base fuel component by
simply assuming a 60% nuclear capacity factor {(NCUC Rule R8-#6, level for
signaling a need for examination of outage problems) and a 70% nuclear
capacity factor (design level). His procedure yielded a base fuel component
of 1.312¢ per kWh to 1.429¢ per kWh (reflecting the 70% to 60% capacity
factors, respectively).

Witness Nevil testified that the Company projects its actual fuel costs €o
be 1.838¢ per kilh for the perliod during which the rates established herein are
expected to. be in effect. The Company’s testimony indicated that the steam
generator at the Robinson nuclear unit must be replaced and that the Company
has planned a nine-month outage of the unit beginning in March 1984. If the
rates established herein are in effeet for the period September 1983 to
September 198Y4, an outage beginning in March 1984 would last for 6 months of
the period. The Commission is of the opinien that the base fuel compeonent in
the rates established herein should be normalized to reflect a six-month
outage of Robinson in order to reflect a just and reasonable level of base
fuel costs.

The Company filed data showing that the base fuel component which results
from incorporating a six-month outage of the Robinson nueclear unit into the
historic normalization methodology would be 1.686¢ per kWh excluding gross
receipts tax. The caleulation reflects March 1983 unit fuel prices and an
overall nuclear capacity factor of approximately H2¥. The overall nuclear
capacity factor is impacted significantly by the six months planned outage of
the Robinson nuclear unit. The national average capacity factor for nuclear
units has generally averaged approximately 60%, and the theoretical maximum
nuclear capacity factor is about 80% if no down time for maintenance is
required except for annual fuel reloading. The 1.686¢ per kWnh does not
include the proposed "experience factor.™

The Commission is of the opinion that the "experience factor" proposed by
the Company should not be adopted for* this proeceeding in order to reserve
judgment regarding use of the "experience factor" for the entire Commission in
Docket Mo. E-100, Sub U7. The Commission is also of the opinion that it
should adopt a 1.686¢ per kWh base fuel component in the rates for this
proceeding in order to recognize a normalized generation mix which includes
the necessary outage of the Robinson nuelear unit for major repairs. The
1.686¢ per kiWwh will refleet a total Company fuel cost (subjeet to fuel charge
adjustments) of $461,335,900 (or $317,286,%00 for HNorth Carolina retail
service), which level of fuel costz is concluded to be just and reasonable for
the pericd of time the rates approved herein are expected to be in effect.

In evaluating the 1.686¢ per kWh base fuel component adopted herein, the
Commission has carefully considered each element in the generation mix,
including generation by nuclear fuel, fossil fuels and hydro, and including
intersystem purchases and sales. The contribution by each element of the
generation mix which was utilized to produce the 1.686¢ per kWh base fuel
component is judged to be just and reasonable.

In setting the base fuel component of CP&L°s rates in this case, the
Commission has established a reascnable normalized level of fuel expenses
which it anticipates to oceur during the period of time the rates set herein
are expected to be in ‘effect. The Commission recognizes that the Robinson
outage will have a distinctly adverse impact on the Company’s operations and
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earnings. However, the Commission acknowledges the fact that the level of
fuel revenues contained herein may exceed the level of fuel expense incurred
by the Company prior to the time the Robinson plant is actudlly shut down for
modifications and repairs. Likewlse due to the use of a six-month outage, the
level of fuel expense incurred by the Company subsequent to the outage is
likely to exceed the level of fuel revenues contained herein. 1In recognition
of these facts the Commission finds ‘it appropriate to authorize the Company to
establish a deferred account for purpeses of levelizing fuel revenues prior to
and subsequent to the scheduled Robinson outage for modifications and
repairs., The status of such deferred account shall be reported to the
Commission no later than one year or thirty days prior to the beginning of the
hearings in CP&L’s next general rate proceeding. The status of this account is
to be made available to the Publie Staff at any time.

EVIDENCE AND CONCLUSIONS FCR FINDING OF FACT NO. 14

The evidence for this finding is found in the testimony and exhivits of
Company wWitnesses Watson and Nevil, and Public Staff witnesses Carrere and

Winters.

Company witness Watson recommended a system coal inventory, as further
adjusted by Company witness Nevil to exclude Power Agency ownership, of
2,104,956 tons. Public Staff witness Carrere recommended a system coal
inventory level of 1,593,516 tons. Both parties relied upon the maximum
drawdown method, variations of which have been utilized by the Public Staff
and/or the Company in previous rate cases and have been adopted by the
Commission in Docket Nos. E-2, Subs 391, 416 and 4ub,

The Company used the 110-day period from December 6, 1977, to March 26,
1978, having a maximum drawdown of 1,260,000 tons in its coal inventory. The
110-day period utilized by the Company represents the longest period during
which coal deliveries were interrupted by a coal strike.

The Public Staff used the 130-day period from March 29, 1981, to August 2,
1981, having a maximum drawdown of 1,399,528 tons 1n the Company’s coal
inventory. The 130-day pericd utilized by the Publie Staff included a TH-day
U.M.W.A. miners strike followed by 5S4 days of miners” vacation. The 130-day
pericd represents the longest peried during which coal deliveries were
interrupted by a coal strike or otherwise.

The Company translated the 1,260,000 tons drawdown during the 110-day
period to current levels by means of daily burn rates for coal. The Company
utilized 16,326 tons per day to represent the daily bturn rate during the
110-day period, and it utilized 27,274 tons per day %o represent the current
daily burn rate. Multiplying the 1,260,000 ton drawdown by the ratio of
27,274 tons/day to 16,326 tons/day ylelds the 2,104,956-ton coal inventory
recommended by the Ccmpany.

The Publie Staff translated the 1,399,528 ton drawdown during the 130-day
pericd to current levels by means of coal-fired generating capacity. The
Publie Staff utilized the 4,473 mW coal generating capacity available during
the 130-day pericd and the current cpal generating capacity of 5,093 mW
ineluding Maye. Mul$iplying the 1,399,528 ton drawdown by the ratio of 5,093
mW to 4,473 mW yields the 1,593,516 ton coal inventory recommended by the

Public Staff.
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At the March 1983 coal dinventory price of 448 per ton, the Company's
requested 2,104,956-ton coal inventory represents an invesatment of
$101,037,888 total Company (or $69,U489,429 for North Carolina retail service).
At the same prices, the Public Staff’s recommended 1,593,516-ton coal
inventory represents an investment of $76,488,768 total Company (or
$52, 605,624 for North Carolina retall service). BDOD witness MeCabe supported
the Public Staff position.

Witness Carrere contended that daily burn rates can be highly volatile due
to changes in System generation mix, availability of alternative fuels or
gources of supply, and fluctuations in system load. The Commission is of the
opinion that actual daily burn rates must be considered in establishing the
proper level of c¢oal inventory for the system, even though said daily burn
rates tend to be unstable from month to month. The Commission observes that
neither the Company nor any other party to this proceeding attempted to
normalize the daily burn rates utilized in the calculations.

The Commission concludes that the coal inventory requested by the Company,
representing an investment of $69,489,429 for North Carolina retall service,
is appropriate for this proceeding.

Company witness Watson requested a total 1liquid fuels Inventory, as
adjusted by Company witneas Nevil to execlude Power Agency ownership of
49,461,818 total Company f(or $6,507,Ull4 for North Carclina retail service).
The inventory would consist of 9,413,000 gallons of No. 2 oil at B86.1l¢ per
gallon, plus 2,365,000 gallons of propane at 57.23¢ per gallon. The 9,413,000
gallons of No. 2 oil represents a maximum two-month drawdown during 1977-78.

Public Staff witness Carrere recommended a Wo. 2 oil Iinventory of
$6,408,988 total Company (or $4,407,821 for North Carolina retail service).
The inventory would consist of 7,440,200 gallons of No. 2 oil at 86.1h4¢ per
gallon representing a one-year supply at 1979 daily burn rate levels. The
currently allowed oil inventory was established in 1979.

In the prior rate proceeding in Docket No. E-2, Sub 444, the Commission
allowed a 23,000,000-gallon oil Inventory. The actual oil inventory at the
end of the test period in this proceeding was 14,448,144 gallons. The
Commission concludes that the No. 2 oil inventory requested by the Company,
representing an investment of $8,108,358 total Company (or $5,576,573 for
North Carolina retail service) is appropriate for this proceeding.

The Commission further concludes that a $76,079,959 working ecapital
allowance for fuel inventory is appropriate for North Carolina retall service
in this vproceeding, consisting of the §69,480,429 ccal inventory, the
46,507,444 1iquid fuel inventory, and $83,086 miscellaneous fuel stock.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 15

Company witnesses Bradshaw, Faucette, Watson, Nevil, and McClellan and
Public Staff witnesses Winters and Carrere offered testimony regarding the
reasonable working ecapital allowance. The following chart summarizes the
North Carolina retail amounts the Company and Publie Staff contend are the
proper levels of the components of GP&L’s working capital allowance to be used
in this proceeding:

v
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(000"s Omitted)

Public

Item Company Staff
Cash $ 3,467 $ 3,467
Materials and supplies -~ fuel stock 76,080 57,896
Materials and supplies - other 19,991 19,991
Prepayments 6,594 6,594
Investor funds advanced for operations 32,567 17,113
Miscellaneous projects 9,921 4,943
Other rate base deductions (8,187) (6,626)
Customers deposits (5,898) (5,898)
Total allowance for working capital $730,535 497,780

The parties are in disagreement over the proper amount of materials and
supplies -~ fuel stock, investor funds advanced for operations, miscellaneous
projects, and other rate base deductions. The Commission will now analyze the
testimony regarding these differences.

The first dJifference between the parties is the level of materials and
supplies - fuel stock recommended for use in this proceeding. This difference
of $18,184,000 is discussed in the Evidence and Conclusions for Finding of
Fact Ho. 14. Consistent with the determinations made by the Commission in
Finding of Fact No. 14 regarding this issue, materials and supplies--fuel
stock of $76,080,000 is included as the reasonable level of fuel stock to be
included in the working capital allowance in this proceeding.

The next difference between the parties is the level of investor funds
advanced for operations recommended for use in this proceeding. The
$15,154,000 difference between the amounts proposed by the Company and Public
Staff results from the adjusted versus per books lead-lag study, the treatment
of federal income tax lag differences and the treatment of average employee
and use taxes held.

The first issue the Commission must resolve is whether to use the lead-lag
study adjusted for pro forma adjustments and the proposed rate inerease as
recommended by the Company or the per books lead-lag study as recommended by
the Public Staff,. The Public Staff contends that the per books lead-lag
study, adjusted to reflect 100% of the closings related to the Power Agency
sale and the removal of the Leslie and MeInnes coal mine loss from the cost of
service, provides a ypreasonable level of Iinvestor-supplied funds before
reduetion for any ineidental collections. Publie Staff witness Winters
testified as follows regarding the use of the per books study of average
enployes and use taxes held.

"The Commission, in Docket Nos. E-2, Sub 4By, 416, and 391, CP&L’s
last three general rate cases, has ruled, “...a lead-lag study,
applied to the per books amounts of coat of service, is the more
reasonable approach to use in determining the investor funds advanced
for operations.” The Commission has also ruled in Docket No. G-5,
Sub 157, a general rate case involving Public Service Gas Company,
that "...a lead-lag study applied to the per books cost of service
results in a fair and reasonable analysis of the subjeet company’s
cash working capital needs.” I believe the per books computation
provides a reasonable representation of investor funds because it is
based upon the Company’s actual experience for the test-year.n
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Company witness MeClellen presented rebuttal testimony and contended that
aceounting and pro forma adjustments should be consldered, because the
end-of-period level of revenues and expenses adjusted for the proposed
inerease more nearly reflects the cost of service for the period in which the
rates will be in effect. Witness MeClellen also criticized the Public Staff
for adjusting the per books cost of service to r-ef‘lget. 100% closings for the
Power Agency sale and to eliminate the Leslie and McInnes coal mining losses.

Publie Staff witness Winters testified that the adjustments to the per
books study proposed by the Publiec Staff inereased working capital by
approximately $500,000 and that if the working allowance had been calculated
based upon the Public Staff’s cost of serviece after proposed rates, the
working capital allowance would have been substantially the same.

The Commission has evaluated and reviewed the results of the Company’s
end-of-period lead-lag study and finds that the results of the study are
inappropriate. The main problem area of CPAL’s end-of-period lead-lag study
is its classification of federal income taxes. As can be seen by examining
MeClellan Rebuttal Exhibit No. 2, line 34, columns (f) and (h), CP&L has
asaigned 90% of the income taxes associated with the proposed rate increase to
investment tax credits. This is inappropriate since no adjustment has been
made to adjust deferred Income taxes to an end-of-period basis. The
difference between end-of-period book deoreciation expense and end-of-period
income tax depreciation expense has not been determined. If this were done,
deferred income taxes would iIncrease and both investment tax credits and
current income taxes would decrease. Also, if deferred income taxes were
inereased, it would not be appropriate to assign zero lag days to the
increased amount unless the increagsed amount of deferred income taxes were
deducted from rate base.

In addition, CPAL"s treatment has the effect of recognizing a level of
investment tax credits which have not been utilized and whieh will in all
probability not be recognized in the future. The additiomal 1level of
investment tax credits based on 90% of federal income taxes associated with
the preposed rate increase will probably not be recognized in the future
pecanae of the increased level of deferred income taxes which is likely Lo be
recognized in the future,. Based on a certain level of federal income tax
expense, the higher the level of deferred tax expense the lower the level of
investment tax credits utilized. The Company’s level of deferred income taxes
as well as its level of interest expense, both operating interest expense and
nonoperating interest expense, continue to increase. All these items will
contribute to the likelihoood that CP&L°s level of investment $ax credits in
the coming year will be less than the $92,644,000 adjusted amount as shown of
MeClellan Rebuttal Exhibit No. 2. This seems especilally 1likely since
investment tax credits of only $30,234,000 were utilized during the test
year. Based on the likelihood that in the coming year the level of investment
tax eredits will be less than the end-of-pericd level indicated by CP&L, and
the like 1likelihood that deferred income taxes will be greater than the
end-of-period level indicated by GCP&L, the Commission coneludes that the per
books level of income tax expense, as well as all other per books components
of cost of service, with the exception of the adjustments for Leslie and
MecInnes coal mine loszes and 100% Power Agency closing, is the appropriate
level to use in determining investor funds advanced for operations.



- 147
ELECTRICITY - RATES

The Commission finds witness Winters’ adjustments to the per books lead-lag
atudy of the 100% Power Agency closing and the cumulative write-off of the
Leslie and McInnes coal mine losses appropriate. The adjustment for the 100%
Power Ageney closing represents a permanent change in operations which did not
exist during the test year, but which will exist continuously from the final
clesing. In the Commission’s opinion, the adjustment to remove the effect of
Leslie and McInnes coal mine logses incurred since 1979 and written-off during
the test year is appropriate because these losses are nonrecurring and it is
not anticipated that losses of this magnitude will be incurred in the future.
The Commission, therefore, finds that the per books method viewed in its
entirety produces a reascnable level of working capital. The Commission
concludes that the preponderance of the evidence in this case indicates that a
lead-lag study applied to the per hooks cost of service, adjusted only for
abnormal events, results in a fair and reasonable analysis of the Company s
cash working capital needs.

The next 1tem which the Commission must decide regarding investor funds
advanced for operations is the proper federal income tax lag to be used in
this proceeding. The Company proposed a 3B8-day lag based on the assumption
that estimated income tax payments would be made in equal quarterly
installments. Public Staff witness Winters proposed a 58.45-day lag based on
the stabutory requirements for‘filing estimated income tax payments. Witness
Winters testified in that regard as follows:

"L do not believe that the Company should pay its taxes faster than ia
legally required. Working capital requirements which arise from early
payments of income taxes, in my opinion, should not be borne by the
ratepayers. After all, the ratepayers have paid in through rates the
funds used by the Company to pay those taxes. The Company’s election
to give those funds to the Federal Government earlier than is legally
required diminishes the benefit which the ratepayers should receive
from having paid them.”

The Commission finds that the working capital calculation based on an early
payment of income taxes as propesed by the Company is inappropriate and
concludes that the appropriate lag for federal income taxes is 58.45 days.

The final item the Commission must decide regarding investor funds advanced
for operations is whether incidental collections should be deducted in the
caleculation. Publiec Staff witness Winters deducted $1,296,000 for employee
tax withholdings and $273,000 of North Carolina sales and use tax
collections. Witness Winters testified in regard to this issue as follows:

"After determining investor funds advanced for operations by
multiplying the average daily cost of service by the net interval
between the revenue lag and the expense lag, I have deducted the
average amount retained before payment of employee tax withholdings
and the North Carolina sales and use tax collections. These employee
tax withholdings and sales tax collections represent funds which the
Company has collected for later remittance to governmental agencies.
Until they are remitted to the governmental agencies the Company has
unrestricted:use of these funds. They are, therefore, cost-free funds
and should be deducted from investor funds advanced for operaticns in
determining the total amount of investor funds whieh should be
included in the working capital allowance.?
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The Company agrees as to the propriety of treating such deductions as
cost-free capital. However the Company classifies these items as other rate
base deducticnz to be discussed herelnafter.

The Commission finds that these incidental collections are in the nature of
cost-free capital and are properly ugsed as a reduction in the calculation of
investor funds advanced for operations. The Commission further finds and
concludes that the appropriate level of invegtor funds advanced for operations
to be used in thls proceeding is $17,413,000,

The next difference between the parties is the level of miscellaneous
projects to be used in this proceeding. The Company included $4,978,000 in
this account for the Brunswick cooling towers and the Scuth River Project.
Public Staff witness Winters removed these projects and testified regarding
them as follows:

1T have excluded the unamortized balance of the Brunswick cooling
towers and the South River Project lesses from the working capital
allowance, because, in my opinion, these items are not used and useful
in providing electrie service. Counsel for the Publie Staff has
advised me that these abandoned projects do not meet the 1legal
requirements for inclusion in rate base."

The Commission discusses this issue fully in the Evidence and Conclusions
for Findings of Fact Nos. 8 and 9. Based on the coneclusions reached therein
the Commission finds it inappropriate to include the unamortized balance of
the Brunswick cooling towers and the South River Project losses in rate base.
Thus the Commission concludes that the appropriate level of miscellaneocus
projects is $4,943,000,

The final difference between the parties is the appropriate level of cther
rate base deductions. The $1,561,000 difference econsists of $1,569,000
relating to differing categorization of average employee and use taxes by the
Company and Public Staff. The Commission for purposes of this Order finds it
appropriate to treat average employee and use taxes as 'a reduction in investor
funds advanced for operations. The remaining difference relates to an
adjustment made by Publiec Staff witness Winters to include $246,000 in other
rate base deductions representing the accrual of an expense which was never
paid by the Company. Although the Company agrees that the Public Staff’s
proposed adjustment 1is proper, the Company advocates wuwsing a production
allocation factor to allocate the item to North Carolina retail operations.
The Commisgion finds that it is proper to inelude this element of cost-free
capital in other rate base deductions and that the Company’s proposed
allocation is proper.

In Evidence and Conelusions for Finding of Fact No. T, the Commission
discusses the treatment of the gain on the sale of property by CP&L to NCEMPA
and the treatment of accumulated JDITC related to the sale. Consistent with
the decisions made therein, the Commission finds that the unamortized portion
of the pgain on the sale of $17,105,000 and the unamortized portion of
accumulated JDITC related to the sale of assets to NCEMPA of $781,000 should
be included in other rate base deductions. Based upon the foregoing the
Commission finds other rate base deductions of $24,503,000 appropriate for use
in this proceeding.
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The parties are in agreement as to appropriate levels of cash, materials
and supplies - other, prepayments, and customer deposits; therefore, the
Commission concludes that the appropriate level of allowance for working
capital to be used for setting rates in this proceeding is $98,087,000 as
shown in the chart below:

(000°s Qmitted)

Item Amount

Cash $ 3,467
Materials and supplies: 96,071
Prepayments 6,594
Investor funds advanced for operations 17,413
Miscellaneous projects 4,943
Other rate base deductions (24,503)
Customer deposits (5,898)

Total allowance for working capital $ 98,087

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT ‘NO. 16

Company witnesses Spann, Vander Weide, Bradshaw, and Lilly, Public Staff
witness Bright, Attorney General witness Stutz, Department of Defense witness
MeCabe, and Kudzu Alliance witness Eddleman presented evidence as to the
proper level of construction work in progress (CWIP) to be included in rate
base. 1In 1977, North Carolina G.S. 62-133(b)(1) was amended to provide for
reascnable and prudent expenditures of CWIP after July 1, 1979, to be included
in rate base. Since the effective date of that amendment, the Commission has
approved the inclusion of CWIP in CP&L’s rate base in four proceedings: NCUC
Docket Nos. E-2, Sub 366; E-2, Sub 391; E-2, Sub #1563 and E-2, Sub 444,

On June 17, 1982, G.S. 62-133(b)(1) was further amended to provide that
reasonable and prudent expenditures for CWIP may be included in rate base to
the extent the Commission conaiders such inclusion to be in the public
interest and necessary to the financial stability of the utility involved.
The current amount of CWIP included in CP&L's WNorth Carclina retail rate base
is $392,199,000. Of this amount, $173,865,000 is attributable to Mayo Unit
No. 1 which began commercial operation in March 1983. The remaining amount of
$218,334,000 is applicable to Harris Unit No. 1. The Company is requeating in
this proceeding that $539,780,7T49 of CWIP relating to Harris Unit Ne. 1, net
of Power Agency ownership, be included in its Werth Carclipa retail rate
base.

As the Commission has noted in previous Orders, the amount of CWIP in rate

base determined to be appreopriate results from the application of the
following ecriterias (1) the expenditure must be reasonable and prudent,

(2) the inclusion must be in the public interest, and {3) the inclusion must
be necessary to the fipaneial stability of the ubkility in question.

Company witness McDuffle presented evidence indicating that &he
expenditures made for construction of Harris Unit No. i to date have been both
reasonable and prudent. Company witness Sherwood Smith testified that the
audit of the Company performed at the request of the Commission by the firm of
Cresap, MeCormick and Paget found that productivity at the Harris site
appeared good and that the Company had a sound management approach to the
Harris project. Public Staff witneas Bright testified that there is no reason
to believe expenditures on Harris Unit No. 1 to date have not been reasonable.
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Attorney General witness Stutz testified on cross-examination that he had ne
evidence to offer that the expenditures for Harris Unit No. 1 CWIP were
unreascnable.

A number of witnesses offered testimony on the public interest criterion.
Company witness Spann presented a quantitative study and testimony that the
inclusion of the Company’s requested amount of CWIP would benefit ratepayers
by minimizing the net present value of revenue requirements through the end of
the century. Withess Spann pointed out ¢that although the percentage
difference was small, with and without CWIP in rate base, the magnitude of the
dollars resulted in a net savings of approximately $350 million. Witness
Spann testified that it is less costly on a present value bagis to place CWIP
in rate base in order to maintain an “A" bond rating than not to place CWIF in
rate base and have CP&L’s bonds downgraded with a commensurate increase in
interest expense. Finally, Dr. Spann testified that inclusion of CWIP in rate
base would help to smooth rates and minimize rate shock as new plants go into
service.

Company witness Edge testified that B8U4% of the Company’s residential
customers and 87% of the Company’s commercial and industrial customers have
been on the Company’s system for over seven years, Consequently, the Company
e¥pects 'that the majority of current Company sustomers would still be
receiving service from the Company in 1986, the expected in-service date of
Harris Unit Ne. 1. Witness Edge also testified that CWIP in rate base
provides better pricing signals to consumers and reduces rate shock when a new
generating unit is placed in service. Finally, witness Edge btestified that
assurance of adequate serviece in the future attracts industry to the area and
benefits ratepayers through more and higher paying jobs, broader tax base, and
improved economic outlook.

Public Staff witness Bright testified that inclusion of CWIP in rate base
could result in lower future rates for ratepayers remaining in the service
area, but that, in her opinion, such ineclusion is seldom in the publiec
interest due to the involuntary nature of the ratepayers” Investment in a
utility’s construction program. Witness Bright recommended that $309,519,000
of Harris Unit No. 1 CWIP be included in rate base.

Attorney General witness Stutz took the position that CWIP ineclusion should
be considered in light of the inter-generational equity issue, the used and
useful concept, and the relative cozt/benefit to ratepayers. Witness Stutz
recommended that only $218 million of CWIP for Harris Unit No. 1 be included
in rate base.

Department of Defense witness WMcCabe stated that all CWIP should be
excluded from rate base except for that amount previously authorized by ‘the
Commission of Harris Unit No. 1. Witness McCabe contended that inclusion of
CWIP violated the traditional used and useful concept since customers would be
paying for plants not yet in operation. Witness MecCabe testified that in his
opinion placing CWIP in rate base would not reduce the costs of construstion.

Kudzii Alliance witness Eddleman testified that no CWIP should be included
in rate base. Witness Eddleman stated that ineclusion of CWIP is not cost
effective and in reality is a forced loan from consumers to the Company.
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The Commission finds that in determining whether the public interest is
served, it is appropriate to consider a number of factors. Although the near
term impact on present ratepayers is certainly an important factor, it is not
totally dispositive of the issue., When the public interest is viewed in a
broader sense, it becomes clear that CWIP in rate base may serve the public
interest even if rates will be somewhat higher in the near term.

Evidence introduced in the proceeding has shown the relative importance of
the inter-generational equity issue to be slight when the CWIP in question
relates to a plant which will go into service in just a few years. Witness
Edge’s testimony that 8U%¥ of residential customers and 87% of the industrial
and commercial custcomers are still receiving service from CP&L after seven
years shows that the Commission can reasonably expect the vast majority of
present ratepayers to be ratepayers on the system in 1986 when Harris Unit
No. 1 goes into service.

In this proceeding, the quantitative evidence presented supports a finding
that inclusion of CWIP at the level requested by the Company would result in
lower revenie requirements on a net present wvalue basis through the year
2000, This ‘\is consistent with the policy of providing power at the lowest
cost over the\}ife of the plant. The Commisszion is also of the opinion that
ratepayers would benefit from the smoothing of rate increases to avoid rate
shock and from the pricing signmals that the Company’s requested level of CWIP
in rate base can provide. The Ccmmission notes that $582 million of CWIP
consisting primarily of pre-1979 congstruction expenditures on Harris Unit #1
is not included in the rate base. This amount in itself will cause a
significant rate shoek in 1986 when Harris #1 is completed and placed in rate
bage. Finally, the Commission finds that the publie interest is served by the
attraction of new industry through the assurance of adequate service in the
future.

In congidering the financial stability criterion, the Commission has
examined the record with regard to the finaneial condition of the Company, the
impact of CWIP inelusion, and the appropriateness of such inclusion versus
some obher method of ensuring the finaneial stability of the Company. Company
witness Lilly testified that CP&L’s fixed charge coverage at the end of the
test year was 1.9 times, and its ratio of AFUDC included in return for common
equity was almost 78% at the end of 1982. Witness Lilly further testified
that the Company’s forecast of construction expenditures from 1983 through
1985 is substantially greater than the industry average. Witness Lilly
econcluded that these factors contributed to the recent downrating of the
Company’s bonds and that absent c¢onsiderable improvement in the Company’s
finanecial condition in the near future, another downrating is possible.

Company witness Spann testified that including approximately $500 million
of CWIP in North Carolina rate base would result in improving some but not all
of CP&L’s financial indicators to the levels normally achieved by an average
HAY rated ubility. Witness Spann also stated the present value of revenue
requirements is less if CP&L’s cash earnings are improved by placing CWIP in
rate base than by granting signficantly higher rates of return than those
sought by CP&L in this case.

Publiec Staff witness Bright supported inclusion of $309,519,000 of CHWIP in
North Carclina rate base in that such inclusion was necegsary to the financial

stability of the Company. Ms. Bright stated that the relatively high (60%)
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ratio of construction to net plant and large amount of AFUDC (78%) as a
percent of income created such necessity. Wltness Bright atated that this
amount of CWIP would result in the Company receiving a 2.3 times pretax
interest coverage ratio excluding AFUDC, a ratio that would be indicative of
financial stability.

Attorney General witness Stutz testified that CWIP should be reserved for
utilities in dire finaneial situations, and CP&L did not meet this standard of
financial instability. Witness Stutz recommended that only the continued
allowance of $218 million of CWIP for Harris Unit No. 1 be authorized.

With regard to the finanecial stability criteria relating to the inclusion
of CWIP in rate base, the Commission has considered a compariscn of various
financial ratios of CPiL relevant to this issue to similar finaneial ratios of
the 100 electric utilities, reported by Salomon Brothers. The data was
obtained from the March 31, 1983, issue of Salomon Brothers Electric Utility
Quality Measurements.

Comparison of Various Financial Ratiecs
{March 31, 1983)
Average of 25
Average of 100 A-Rated
CP&L  Electric Utilities Electric Utilities

Pretax coverage

Including AFUDC 2.5 3.0 3.1

Excluding AFURC 1.9 2.5 2.7
Equity Ratio 38% 4oz 4o%
APUDC as a percentage of

earnings 78% Log 37%
Construction as a percentage

of gross plant 62% h3% g
Internal cash generation 38% 62% 63%

It is obvious to the Commission based on the preceding analysis that the
magnitude of CP&L’s construction budget is placing the Ccmpany in an adverse
financial position relative to other electric utilities in the country.
Specifically CP&L°s percentage of construction to gross plant is 62% as
compared to U43% for the 100 electric utilities and U44% for the 25 "A™ rated
electric utilities. Similarly AFUDC as a percentage of earnings of 78% for
CP4L materially exceeds the average of the 100 electrie utilities of 49% and
to the average of the 25 electric utilities with an A" bond rating of 37%.

It is also noted by the Commission that due to the magnitude of the
Company s construction budget relative to its total plant investment, the
determination of this issue may be more critical to CP&L than other major
electric utilities under the Commission’s jurisdiction.

Based upon the foregoing, the Commission concludes that inclusion of some
level of CWIP in the rate base of CP&L is imperative to the Company’s
finaneial stability and to its continued maintenance of an "A" bondrating.
The Commission believes that the preponderance of the evidence in this case
exemplifies the necessity of including some level of CWIP in rate base.
Tndeed with the exception of the Xudzu Alliance, all intervenors in the
proceeding advocated the inclusion of some level of CWIP in rate base. The
Commission recognizes that the amount of CWIP to be included in rate base is
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somewhat judgmental since the Commission must determine what level of
reasonable and prudent expenditures for CWIP in rate base is necessary to
CP&L°s financial stability and what level is in the best interest of the
ratepayer.

It is the finding of this Commission from the evidence presented that the
financial stability of CP&L requires the inclusion of the Company’s requested
amount of CWIP in rate base. The Commission has determined that inclusion of
$539,780,749 of CWIP associated with Harris Unit No. 1 represents reasonable
and prudent expenditures, is in the publiec interest, and is necessary for the
Company s financial stability.

Another issue raised by the Public Staff was the treatment of AFUDC on
pre-July 1, 1979, CWIP balances. Public Staff witness Bright testified that
she had been advised by counsel that it was not legally permissible to include
in rate base any CWIP which represented AFUDC accrued since July 1, 1979, on
any pre-July 1, 1979, CWIP balances. As the Commission has stated in the
past, AFUDC on CWIP expenditures is as much a part of the cost of construction
as the cost of bricks and mortar or labor. Therefore, even though a portion
of the AFUDC accrued since July 1, 1979, relates to CWIP balances created
prior to July 1, 1979, it is the Commission’s opinion that AFUDC is a current
cost of construction just like any other cost that occurred after July 1,
1979, on a project that was begun prior to that date. AFUDC on pre-July 1,
1979, property which accrued after July 1, 1979, is therefore found by the
Commission to be proper for inclusion in CWIP receiving rate base treatment.

The Public Staff also raised an issue during cross-examination of Company
witness Bradshaw concerning the derivation of the AFUDC rate used by the
Company subsequent to the Commission Order in Docket No. E-2, Sub 44N,
Company witness Bradshaw indicated that the Company has used a rate for equity
of 15.5% based on the Commission Order in that case. The Public Staff
disputes this equity rate and believes instead that a rate of 1U4.5% should
have been used. The Commission found in the last case that the appropriate
rate of return on equity for CP&L was 15.5% but reduced such return to 14.5%
as a penalty for the 1981 Brunswick outage for the purposes of calculating the
revenue requirements of the Company. In the Commission”s opinion, reducing
the AFUDC rate which would penalize the Company into the future for past
performance, would be a greater penalty than the Commission intended in its
last general rate Order. The Commission believes that any further penalty in
the allowed AFUDC rate would be clearly inappropriate and, therefore, finds
the Company’s computation of its AFUDC rate appropriate. Further in Evidence
and Conclusions for Findings of Fact Nos. 20 and 21, the Commission finds a
return on equity of 15.25% fair and reasonable for CP&L under prudent
management but has imposed a rate of return penalty for the reason stated
therein of .75% on the Company. Consistent with its previous findings the
Commission finds that 15.25% is the appropriate rate of return on equity to be
used by the Company in calculating its AFUDC rate in the future.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 17

Company witnesses Bradshaw and Faucette, Department of Defense witness
McCabe, Kudzu Alliance witness Eddelman, and Public Staff witness Winters
presented testimony regarding the reasonable original cost of the Company ‘s
investment in electric plant. The following chart summarizes the amounts
which the Company and the Public Staff contend are the proper levels of the
original cost of CP&4L°s electric plant to be used in this proceeding.
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(000°s Omitted)

Item Company Public Staff
Electric plant in service $2,432,859 $2,4831,733
Net nuclear fuel 25,172 25,386
Construction work in progress 539,781 309,519
Working capital 134,535 97,780
Accumulated depreciation (557, 168) (558,731)
Accumulated deferred income taxes (263,249 (313,632)
Total 42,311,930 $1,992,055

As is reflected above, the total net difference between the Company and the
Public Staff is $319,875,000. The first item on which the parties disagree is
the appropriate amount of electric plant in service. A difference of
$1,126,000 exists between the amounts proposed by the Company and Publie Staff
and results from an adjustment made by Public Staff witness Winters to remove
the allowance for funds used during construction (AFUDC} acerued on Roxboro
Unit No. U during the pericd September 15, 1980, to September 24, 1982.

Public Staff witness Winters testified regarding thlis adjustment as
follows:

2In CP&L’s last general rate case the Commission determined that the
AFUDC accrued on 4.97% of Roxboro Unit U4 should not be ineluded in
rate base. That determination was made based on the Commission’s
decision in the preceding case, Docket No. E-2, -Sub 391, that CP&L
should not be allowed to earn a return on 4.97% of Roxboro Unit 4.
However, CP&L accrued AFUDC on that portion of Roxboro during the
periecd it was not allewed in rate base and is again attempting in this
case to put that acerued AFUDC into rate base. If the Company is
allowed td do this, the Commission’s earlier adjustment will be
negated. Consequently, I have made an adjustment Lo remove this AFUDC
from rate base and to remove the related depreciation expense from the
cost of service. The impact of my adjustment i1s to reduce gross
revenue requirements by aporoximately $264,000."

Company witness Bradshaw testified that, in his cpinion, the Commission
should reconsider its decision; because it, in effect, made the stockholders

guarantors that vendors will meet design specifications without having to
perform warranty work.

The Commission carefully considered this issue in CP&L’s last general rate
proceeding. In making its decision in that case the Commission considered the'
context in which the Company undertook to remedy the problems at Roxboro
Unit 4 and the fact that such remedies may have only been rigorously pursued
upon the prompting of the Commission. Based upon the considerations made in
the Company’s last general rate proceeding, the Commission concludes that
AFUDC accrued on Roxbore Unit No. 4 in the amount of 41,126,000 should be
excluded from electric plant in service in this proceeding.

The next item on which the Company and Public Staff disagree is net nuclear
fuel. The $214,000 difference between the Company”s and Public Staff’s
position relates solely to an adjustment proposed by the Company to eliminate
the Power Agency ownership from net nuelear fuel. The Commission finds it
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appropriate to exclude from net nuclear fuel that portion owned by the Power
Agency and thus finds net nuclear fuel of $25,172,000 reasbonable and proper.

The next item of disagreement between the Company and Public Staff is
Construction Work in Progress (CWIP). Conslstent with the decision made in
this regard 1n Finding of Fact No. 16, thé Commission finds CWIP of
$532,781,000 appropriate for use herein.

The next item of difference between the Company and Public Staff relates to
the working eapital allewance. In Finding of Fact No. 15, the Commission
finds it reasonable to include in rate base a working capital allowance of
$98,087,000,

The Company and the Publle Staff are in disagreement regarding the proper
amount of accumulated depreciation to be used for setting rates in this
proceeding. The difference between the Company’s and Public Staff’s position
of $1,563,000 consists of an adjustment related to AFUDC accrued on Roxboro
Unit No. 4 during the period September 15, 1980, through September 24, 1982,
of $41;000 and an adjustment proposed by Public Staff witness Winters of
41,604,000 regarding the Brunawick plant augmented off-gas aystem.

The Commission, having previocusly found that the AFUDC accrued on the
Roxboro Unit No. 4 plant from September 15, 1980, to September 24, 1982,
should be excluded from plant 3in service, correspondingly finds that the
related accumulated depreciation should be adjusted accordingly.

The Commission will now discuss the adjustment made by Public Staff witness
Winters regarding the Brunswick plant augmented off-gas-system.

"In its final order in CP&L’s last general rate case, Docket No. E-2,
Sub 444, this Commission ruled that the Brunswick plant augmented off-
gas system should not be Iinc¢luded in rate base. In its Order of
September 24, 1982, the Commission stated:

“Witness Jacobstein testified that the Augmented Off Gas System
(A0G) is a system designed to remove radicactive gases which are
sometimes produced from atomlic flasion and released through the
main condenser at the Brunswick plant. These radioactive gases
must be filtered and allowed to decay before release from the
plant. Witnhess Jacobstein further testified that the AOG was of an
experimental design which was plagued by explosions during its
testing phase. The Company abandoned ftesting of the system in
approximately 1976 and did not repair or replace it. The AOG has
thus never functioned during the plant’s history.”’

During the test period in this case the Company retired this
equipment. In doing so the Company accounted for it as an ordinary
retirement by crediting electric plant in service and by deblting the
depreciation reserve. The net effect of the Company’s proposed
treatment of this item leaves the rate base at the same level after
the retirement as before. 1If the Company’s treatment of the item is
not adjusted, the Company will now be allowed to earn a return on
funds which the Commission ruled in the last general rate case should
be “removed” from rate base as property not used and useful in the
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.

production of electricity.” Thus, I have made an adjustment redueing

rate base for this item.”™

The Commission has carefully reviewed the testimony regarding this issue
and concludes that the retirement of the augmented off-gas system should be
treated as an extraordinary retirement and that the balance of accumulated
depreciation be increased by $1,504,000. However, the Commission believes
that it is entirely reasonable and proper for the Company to recover its
investment in the Brunswick augmented off-gas system while excluding the
investment from rate base. Thus the Commission finds it appropriate to
amortize to test period operating revenue deductions the extraordinary
retirement of the Brunswick plant augmented off gas systen. Further the
Commission finds a three-year amortization pericd for the retirement
appropriate.

The Commission finds it necessary to make a further adjustment to
accumulated depreciation relating to decommissioning costs. The methodology
used by the Company to adjust for future decommissioning of its nuclear units
utilizes in part CP&L°s capital structure, embedded cost of debt and preferred
stock, and return on common equity. In Findings of Fact Nos. 20 and 21
contained herein the Commission eatablishes the caplital structure, cost rates,
and return on equity appropriate for setting rates for CPEL in this
proceeding. Since the decisions made by the Commission in this regard differ
‘from that proposed by the Company, it is necessary to modify the Company’s
proposed adjustments for decommissioning cost to reflect the decisions made
herein. The Commission, therefore finds it appropriate to increase
depreciation expense and accumulated depreciation by $631,000 and to decrease
deferred income taxes and accumulated deferred taxes by $311,000, Based upon
the foregoing, the Commission finds accumulated deprecilation of $559,362,000
proper for setting rates in this procgeeding.

The final area of disagreement between the Company and the Public Staff
relates to the amount that should be reflected for accumulated deferred
taxes. The 450,383,000 difference between the Company’s and the Public
Staff’s proposals relates to the accumulated deferred taxes associated with
the gain on the sale of property to NCEMPA. As discussed 1n Evidence and
Conclusions for Finding of Fact No. 7, the Commission finds it appropriate to
increage accumulated deferred taxes by $50,383,000.

The Cemmission concludes, based upon the foregoing, and the decisions made
in Findings of Fact Nos. 15 and 16 that the proper level of the Company’s
investment in electric plant in service for use herein is $2,124,003,000; that
the reasonable allowance for working capital is $98,087,000, including
deferred debits and credits; and that the proper rate base for use herein is
$2,222,090,000 as detailed below:



157
ELECTRICITY - RATES

(0007"s Omitted)

Item Amount

Electric plant 1n service $2,431,733
Construction work in progress 539,781
Net nueclear fuel 25,172
Working capital 98,087
Less: Accumulated depreciation (559, 362)

Accumulated deferred taxes (313,321)

Total rate base $2,222,090

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 18

Company witness Chapman and Public Staff witness Dennis presented testimony
relative to the appropriate level of revenues under present rates to be
included in this proceeding. The difference between the revenues proposed by
the Company and the revenues proposed by the Public Staff relates solely to
the amount of supplemental revenues from NCEMPA. The Company includes
$1,103,090,000 as the end-of-period level of operating revenues whereas the
Public Staff included $1,101,548,000. The difference of $1,542,000 is due
solely to the different levels of NCEMPA supplemental revenues and consists of
both a fuel-related adjustment and a nonfuel related adjuatment.

The Company has treated the supplemental revenues from NCEMPA as proeperly
alloecable to current customers of the Company. Allocation of these revenues
to North Carolina retail customers has the effect of lowering the revenue
increase that would otherwise be requested. However, any expenses incurred by
the Company in providing this service are also allocated to current customers.
The net result is that any difference between expenses and revenues related to
supplemental sales will be allocated to present customers. This means that
retail customers could benefit if revenues exceed expenses or incur additional
costs 1f expenses exceed revenues. The Public Staff did not take issue with
the Company’s treatment of NCEMPA Supplemental Revenues and related expenses
as properly allocable to the current customer of the Company. Indeed, the
Public Staff’s methodology in this regard is identical to that of the Company.
The Commission finds it appropriate to treat the NCEMPA supplemental revenues
and related expenses as proper components of the Company Nerth Carolina retail
operations for purposes of setting rates in this proceeding.

The Company has calculated the test year Supplemental Revenues 1in
accordance with the Power Coordination Agreement but has made adjustments for
known changes including: the rate of return requested in this case, the
inclusion in plant in serviece of Mayo Unit No. 1 on an annualized basis, and
fuel expenses equal to the Company”’s proposed base fuel cost.

Public Staff witness Dennis testified that the Company should have priced
the supplemental revenues using end-of-periocd balances rather than test year
13-month balances for investment, accumulated depreciation, accumulated
deferred income taxes, and plant held for future use, as well as adjusted test
year expense levels. Witness Dennis maintained that the Company’s methods are
inconsistent with the traditional rate-making process followed by the
Commission.

The Company makes the argument that the methodology followed by the Public
Staff also fails to correspond completely to the rate-making methodology
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adhered to by the Commission since components of the investment base for the
NCEMPA differ from components of the rate base determined by this Commlssion.
The Company further argues that although neither the Company nor the Public
Staff has strictly followed the Power Coordination Agreement (PCA) and neither
made all of the adjustments that could be made, the Company’s treatment is
substantially closer to the provisions of that agreement.

The Commission concludes that it is appropriate to calculate supplemental
revenues utilizing end-of-period investment balances in the manner advocated
by the Public Staff. In making its decision the Commission recognizes that
the Power Coordination agreement is a negotiated contract between the NCEMPA
and CP&L. However, the Commission can find no plausible reason for not
adjusting NCEMPA supplemental revenues and related expenses to an end-of-
period level which can be anticipated to oceur in the future.

The Commission notes that this issue is direetly analogous to the
establishment of end-of-period toll service revenues in telephone ccmpany rate
proceedings where the telephone company is settling on an actuwal cost basis.
As the investment base in the PCA differs from that used by this Commission,
it is likewise true that the investment base for toll settlement purposes
differs from that used by this Commission to set rates for telephone companies
under its Jurisdiction. Likewlse average invesatment balances and actual
expenges are used in the toll settlement process as in the PCA. The
Commission has followed a methodolegy for many years in telephone rate
proceedings, of adjusting toll settlement revenues to an end-of-period level
using end-of-test period level of investment. The Commission thus finds it
proper to adjust NCEMPA supplemental revenues to an end-of-period level that
can be antieipated to occur on an ongolng basis in the future.

Both parties spoke of the difficulty and the time required to adjust the
per books amounts of supplemental revenues. Undoubtedly much of the
difficulty involved results from the newness of the contract and lack of
familiarity in dealing with this issue for rate-making purposes. The
Commission finds that the Company should in its next general rate proceeding
file all data and information necessary to make the end-of-period calculations
similar to those found fair herein by the Commission. Company witness Chapman
suggested that an alternative to the process of adjustmenta would bes to
allocate the NCEMPA supplemental sales separately as a class and to assign
directly the supplemental revenues to that class consistent with the treatment
of any retail rate class. The result of this separate alloecation would be
that any difference between revenues and expenses would no longer fall to
North Carolina retail customers. Instead, any excess or shortfall would fall
to the Company stockholders. The Company did not file sufficient information
to make such determinations in this proceeding. However, should the Company
find it prudent to use such methodology in its next general rate proceeding,
the Commisaion directs the Company to file such information in addition to the
information previously required herein.

The next issue to be resolved regarding supplemental revenues relates to
the proper rate of return on common equity to be used in ealeculakting
supplemental revenues. Witness Dennis testified that the contracts between
NCEMPA and CP&L provide that NCEMPA pay CP&L a return on cerfain investments
in utility property. The common equity portion of that return to be paid by
NCEMPA is specified to be the common equity rate of return granted by this
Commission in the Company’s most recent general rate proceeding minus .75%.
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The Company 1is requesting a 15.5% of return on common equity in thisa
proceeding. Alternatively, the Public Staff is recommending a 13.5% return on
common equity.

The Commission, in agreeing with the end-of-period concept of calculating
an ongoing level of supplemental revenues, also agrees that the common equity
pate found fair in this proceeding, less .75%, as specified in the contract
between NCEMPA and CPiL, should be used in caleulating those supplemental
revenues. 1In accordance with Finding of Faet MNo. 21, that 14,.50% is the
reasonable rate of return on common equity, the Commission concludes that
13.75¢ (14.50 - .75%) is the correct rate of return to use in calculating
NCEMPA supplemental revenues.

The final issue to be resolved regarding operating revenues relates to the
fuel-related supplemental revenues. Pubiic Staff witness Nightingale
presented testimony on the impact of the Power Agency on CP&L"s system fuel
eost. Basically, witness Nightingale used the actual test periocd Power Agency
impact ratic as a proxy for the impact in his fuel normalization discussed in
Evidence and Conclusions for Finding of Faet No. 13. Witness Nightingale
stated that the overall impact of the Power Agency as a ratio of the Company " s
total system "fuel only" cost remained relatively constant over a wide range
of possible generation mixes.

As noted by witness Nightingale the proportions of the Power Ageney
relative to CP&L’s %fuel only" fuel cost remained fairly constant over a
varied range of generation mixes. The Commission finds the Public Staff’s
position in this regard reasonable. However, for purposes of this case the
Commission has utilized the Company’s methodology with regard to fuel
expenses. The Commission therefore concludes that it is proper to adjust
supplemental revenues to reflect the impact of changes in fuel costs that are
associated with the adjusted fuel factor found appropriate in this
proceeding. The base fuel factor of $.01686 found proper by the Commission 1s
fully discussed in Evidence and Conclusions for Finding of Fact No. 13. Based
on the Commission’s findings therein, a fuel adjustment to increase
supplemental revenues of $1,527,000 is found to be proper. TIn summary, the
Commission finds that the rate-making treatment of both nonfuel related
supplemental revenues from NCEMPA advocated by the Publie Staff and the fuel
supplemental revenuss adjusted to reflect the fuel factor previously found
fair herein is proper. The Commission finds test period operating revenues of
41,105,194,000 appropriate for use herein.

In addition to the issues discussed above which were contested among the
parties to this docket, the Company included in its filing a number of
ad justments to reflect a 100% closing of the sale to NCEMPA. No objection has
been made to these adjustments, and they are hereby approved.

The Cormission recognizes that the sale of asseta to the NCEMPA, when
viewed as an overall package, has and will be of substantial benefit to the
ratepayers of North Carolina. Although there is disagreement among the
parties on the handling of certain aspects of the sale, no party has contested
the substantial overall benefit of the sale to the Company s ratepayers.
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EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 19

The evidence for this finding of fact 1s found in the testimony and
exhibits of Company witnesses Bradshaw, Nevil, Chapman, and McClellen, and
Publle Staff witnesses Nightingale, Lam, Winters, and Carter.

The following schedule sets forth the amounts proposed by the Company and
the Public Staff.

(00073 Omitted)

Item Company Public Staff
Operation and maintenance expenses $649, 145 $598, 366
Depreciation expense 91,755 91,714
Taxes other than income 82,223 81,892
Income taxes 92,917 122,306
Total coperating revenue deductions $916, 080 $595=27§

As the above chart indicates, the parties are in disagreement over all of
the items of operating revenue deductions. The Commission will now analyze
the reasons for these differences.

The first difference between the parties is the level of operation and
maintenance expenses recommended for use in this proceeding. The chart below

summarizes the components of this difference of $50,779,000.

(000°s Omitted)

Item fmount

Leslie and McInnes coal losses $°6,520
Fuel expenses 44, 259
Total $50,779

The first component of the difference arises from an adjustment made by
Public Staff witness Carter regarding the proper amount of losses attributable
to the purchases of coal from affiliated coal mines. The Commlssion fully
discussed this issue under Evidence and Conclusions for Finding of Fact No. 10
contained herein and concludes that operation and maintenance expenses should
be reduced by $6,519,808 for this item.

The next area of disagreement concerns the proper level of fuel expense
that should be included in operating expenses. Consistent with the
conclusions contained in Evidence and Conclusions for Finding of Fact No. 13,
wherein the proper base cost of fuel was determined to be '$.01686 per kWh, the
Commission finds total fuel expense of $352,616,000 consisting of base fuel
expenge and handling and analysis charges appropriate for use herein.

Based upon the foregoing discussion, the Commission finds operation and
maintenance expenses of $618,932,000 just and reasonable.

The next item on which the parties disagree is depreciation expense. The
$41,000 difference in the party’s proposals results frem the adjustment made
by the Publlic Staff to remove the depreciation expense related to the AFUDC
accrued on Roxboro Unit No. U4 from September 15, 1980, through September 24,
1982, The Commission has previously concluded in Evidence and Conclusicn for
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Finding of Fact No. 17 that AFUDC relating to Roxboro Unit Y should not be
included in rate base; therefore, the Commission finds and ecncludes that
depreciation should be reduced by $41,000 for this item.

In Evidence and Conclusions for Finding of Fact No. 17, the Commission also
discussed +*he appropriate rate-making treatment of the retirement of the
Brunaswick augmented off-gas system. Consistent with the previous decision
made in this regard, the Commission finds it appropriate to increase
depreciation expense by $535,000 for amortization expense related to the
Brunaswick augmented off-gas system.

The Commission finds it necessary tc make a further adjustment to
depreciation expense relating to decommissioning expense. The calculation of
test pericd decommissioning expense proposed by the Company and approved by
this Commission in previous general rate preceedings is dependent in part upon
the capital structure, embedded cost of debt, and preferred and rate of return
on equity found fair by this Commission. Since the findings of the Commission
differ from that proposed by the Company, it is necessary to adjust
decommissioning expense to reflect the impact of the capital structure,
embedded cost of debt and preferred and rate of return on equity found fair by
this Commission in Findings of Fact Nos. 20 and 21. Thus the Commission finds
it appropriate to increase the decommissioning expense proposed by the Company
by $631,000,

Based upon the foregeing, the Commission finds depreciation expense of
$92, 880,000 appropriate for use herein.

The next item on which the parties disagree 1s the proper level of taxes
other than income which should be used in this proceeding. The chart which
follows summarizes the components of this difference of $330,000.

Item Amount
Property taxes on Roxboro No. U AFUDC $ 7,000
Property taxes related to Public Staff 323,000
Total $330£000

The $7,000 component of the difference results from an adjustment made by
the Public Staff to remove property taxes from the cost of service related to
the AFUDC accerued on Roxboro Unit No. 4 from September 15, 1980, through
September 24, 1982, The Commission has concluded in another section of this
Order that this amount of AFUDC should not be included in rate base;
therefore, the Commission concludes that property tax expense should be
reduced by $7,000.

The other area of disagreement between the parties with respect to year-end
property taxes relates to the appropriate property tax rate to use in the
calcylation of property taxes allowable as an expense. Public Staff witness
Winters used a property tax factor for the calendar year ended December 31,
16B2: whereas Company witness Faucette used a property tax factor for the
calendar year ended December 31, 1981. Both factors were caleulated using
Plant in Service balances before full NCEMPA ouwnership .is excluded. The
result is an adjustment proposed by witness Winters to decrease property taxes
by $4lg,000,
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Thizs Commission concludes that the property tax factor used should be
determined on the most recent calendar year figures as proposed by the Public
Staff. It should, however, be adjusted to exclude full Power Agency ownership
to be oongistent with all other amounts in this ecase. Therefore, the
Commission has caleulated a property tax rate using ocalendar year-end
December 31, 1982, taxes paid and property investment, but exeluding full
NCEMPA ownership. This rate is .06565 and results in a decrease in property
taxes of $126,000 from the amount caleulated by the Company. The Commission
finds taxes other than income of $82,215,000 appropriate for use herein.

The next difference relates to state and federal income taxes. Since the
Commission has not accepted all of either the Company’s or the Public Staff’s
components of taxable income, it is necessary to calculate state and federal
income taxes based on the findings heretofore and herein made by the
Commission. The only substantial differences between the parties, with
respect to the level of income tax expenses, relate to two adjustments made by
Public Staff witness Winters: an adjustment to eliminate the Company’s
adjustment as related to the job development investment tax credit (JDITC) in
calculating interest expense and an adjustment to eliminate the accumulated
investment tax credits with respect to property which CP&L sold to the NCEMPA.

The Public Staff’s adjustment to inelude JDITC imputed interest in the
interest expense deduction decreases taxes and has the effect of reflecting
JDITC at less than the overall rate of return. The Public Staff has taken
this position in the last four rate cases, and the Commission in those cases
has ruled that the Public Staff”s position is improper. The Commission has
been upheld by the North Carolina Court of Appeals. State eXx. rel. Utilities
Commission v. Carclina Telephone & Telegraph Co., 6% N.C. App. 42 (1983}.
The Commission is aware of no new evidence presented in this case which would
warrant a change and, therefore, concludes that the JDITC imputed interest

should not be used as a deduction for purposes of caleulating income taxes.

The second JDITC adjustment proposed by the Public Staff relates to
property sold to NCEMPA. This issue was fully discussed in Evidence and
Conclusions for Finding of Fact WNo. 7 wherein the Commission found it
appropriate to treat JDITC related to property sold to NCEMPA as an addition
to the gain on the sale. Thus the Commission finds the adjustment to income
tax expense proposed by the Public Staff inappropriate. The Commission finds
income tax expense of $110,380,000 reasonable for use herein.

Based on the previous findings, the Commission concludes that total
operating revenue deductions are $904,407,000 as shown on the chart below.

(000°s Omitted)

Item Rmount
Operation and Maintenance Expenses $618,932
Depreciation expense 92,880
Taxes other than income 82,215
Income taxes 110,380

Total operating revenue deductions $90ﬁlH07
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EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 20 AND 21

Three witnesses testified infthe area of capital structure and cost of
capital. The Company offered the testimony of Sherwood H. Smith, Chief
Executive Officer and Chairman of the Board of Directors of CP&L, Edward G.
Lilly, Jr., Senior Vice-President and Chief Financial Officer of CP&L, and
Dr. James H. Vander Weide, Professor at the School of Buginess Administration
at Duke University. The Publie Staff offered the testimony of Dr. Carcline M.
Smith, Senlor Economist with the firm of J. W. Wilson & Associates, and
consultant to the Publie Staff. The Department of Defense offered the
testimony of John W. MecCabe III regarding this issue. In addition, the
Company offered rebuttal testimony of Archie W. Futrell, Jr., Director of the
Fconomic and Energy Forecast and Special Studies of CP&L, on the subject of
Public Staff witness Smith’s growth estimates for determining CP&L’s cost of
equity.

Company witness Lilly testified on the financial plans of CP&L. In his
original testimony, witness Lilly recommended that rates be set in this
proceeding upon a hypothetical or "normalized™ capital structure consisting of
49.5% debt at a cost of 9.59%, 12.5% preferred and preferenced stock at a cost
of 8.96%, and 38% common equity with a required return of 15.5%. Witness
Lilly testiffed that the actual capital strueture at September 30,1983, was
comprised of 48.98% long-term debt, 13.15% preferred stock, and 37.87% common
equity.

Public Staff witness Smith testified that the overall rate of return which
CP&L should be allowed to earn was 11.00%. Witness Smith’s recommendation was
derived using the Company’s requested hypothetical capital structure and
senior security costs rates, and included a common equity return of 13.50%.

After considering all of the evidence bresented by the parties on these
issues, the Commission concludes that the appropriate capital structure to be
used in this proceeding is as follows:

Item Percent
Long-term debt 19.5%
Preferred stock 12.5%
Common equity 28, 0%

Total 100. 0%

Consistent with the evidence supporting the abtove capital structure, the
Commission concludes that the appropriate reasonable embedded costs of
long-term debt and preferred stock are 9.59% and 8.96%, respectively.

Company witneas Vander Weide tegtified that the cost of equity capital for
CP&L ranges from 16.5% to 17.0%. However, the Company’s filing in %this
proceeding recognizes a requested equity return of 15.5%. Company wWitness
Sherwood Smith testified that the Company requested a return on equity in this
case of only 15.5% in recognition of the ecurrent economic conditions
experienced by ratepayers, although in his opinion the Company can only do so
onh a short-term basis.

Company witness Vander Weide conducted two studies consisting of a
discounted cash flow (DCF) study and a historical yield spread study in

arriving at his recommended cost of equity capital for CP&L. The DCF method
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utilized by witness Vander Weide assumes that the current market price of the
firm’s stock is equal to the discounted value of all expected future
dividends. The DCF formula equates the investors” required return on equity
capital to dividend yield plus expected growth in dividends per share.

Witness Vander Weide reviewed the past growth in CP&L’s earnings and
dividends per share for the last five- and 10-year periods. Additionally
witness Vander Weide testifled that he had reviewed published security
analysts” projections of CP&L’s future dividends and earnings growth. ©On the
basis of his examination of the past growth rates, his review of analysts”
projections, and his knowledge of current economic conditions, witness Vande
VWeide estimated the Company’s expected growth rate to be in the range of
5% - 6% which, when added to his dividend yield, produced a cost of equity by
the DCF method of 16.Y45% - 17.U5%, centering on 17%.

The second study performed by Company witness Vander Weide was the
historical yield spread study. The yleld spread study equates investors’
current expected return on equity to the sum of current bond yield plus the
past differences or spread between the ylelds on stocks and the ylelds on
bonds. Based upon the yleld spread study, witness Vander Weide arrived at a
cost of equity capital for CP&L of 18%.

In updating and summarizing his testimony from the witness stand, witness
Vander Weide reevaluated his recommended return on an equity capital in the
light of changes in economie and financial conditions subsequent to the time
his prefiled testimony was prepared. On this bagis Dr. Vander Weide
determined the cost of CP&L's equity to be the range of 16.5% and 17.0%.

bompany witnesses Vander Weide and Lilly testified regarding the erosion of
the Company’s financial integrity, its poor earnings quality in the
perspective of current economic events, the present unfavorable environment of
financial markets, and .the serious need for adequate regulatory relief.
Witness Lilly further pointed out that sinece 1977, CPAL fixed charge coverage,
excluding allowance for funds used during the construction (AFUDC), has fallen
from 2.9 times in 1978 to 1.9 times for the 12 mounths ended September 30,
1982. Moreover, AFUDC as a percentage of income for common equity during the
same time period increased from 46% in 1978 to 78% in 1982.

Witness Lilly further testified that the forecast of construction
expenditures for the period 1983-1985 for CP&L is substantially greater than
the industry average for the same period. Comparison of these forecasts
indicates greater construction risk in CP&L than in the industry generally.
Witness Lilly also testified that while the sale of assets to the Power Agency
has temporarily reduced somewhat the need for outside financing of required
construction, the Company will continue to face substantial outside financing
requirements. Additionally, Witness Lilly testified that the Company had
suffered a downgrading of its bonds after the last North Carolina retall rate
Order and that another downgrading is possible if CP&L’s financial stability
does not improve.

Public Staff witness Smith derived the Public Staff’ s recommended return on
common equity of 13.5% on the basis of a DCF analysis for CP&L and the
electrie utility industry as a whole. Witness Smith testified that CP&L’s
dividend yield was 11.5%, as compared to the industry average dividend yield
of 10.7%. Witness Smith stated further that actual historical growth
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indicators for CP&L were smaller than the industry average, ranging between
0.7% to 2.9% for the Company and 1.2% to 3.8% for the industry. Witness Smith
derived an estimate of the long-term dividend growth anticipated by investors
of 1.5¢ to 2,5%, which she stated is somewhat higher than CP&L‘s own
experienced growth and below the industry awverage historical experience.
Based upon her study, witness Smith coneluded that the current cost of common
equity to CP&L is in the 13% to 1Y% range, and proposed that the midpoint of
that range of 13.5% be used for setting the allowed rate of return,

Additionally witness Smith presented data concerning the historieal
earnings of utilities and non-regulated companies. According to witness Smith
electric utilities equity earnings have ranged from 11% to 13% over the past
decade. Alternatively withess Smith testified that unregulated companies,
which are 1less risky than CP&L and the other electric utilities on any
conventional measure, earned 11% on common equity in 1982.

Public Staff witness Smith testified that the study conducted by herself
assumes like the classic DCF model that a company’s cost of equity capital is
determined by 1ts dividend yield and the long-term dividend growth anticipated
by investors. Witneas Smith also explained that, although the electrie
utilities are similar, there are risk differences within the industry.
Variations in risk measures include equity ratios, price volatiiity,
management quality, and the nature of resource supply contracts. However,
witness Smith stated that the problem with attempting to test these risk
variatiocns is that no measureable risk indicators exist which completely
explain the variability in dividend yields remaining after growth expectations
are accounted for. Specifieally, it is not possible to build a perfectly
specified model of relationships between dividend yields and the combination
of growth and individual risk factors.

However, witness Smith testified that it is possible to measure the
collective effect of all the risks investors associate with an individual
utility. Witness Smith explained that, while in her opinion the individual
effect of each risk factor cannot be measured with precision, it is posaible
to measure their combined effects by comparing a company’s actual dividend
yield with the yield that would prevail if expected groWwth were only
determinant of variations in the stock”s price and yield. The differefice in
the actual dividend yield and the yleld that would prevail if expected growth
were the only determinant of wvariations in the stocks price and yield is
unexplained wvariability, or the E term, in witness Smith’s regression
equations.

Company witness Futrell testified in rebuttal to the testimony of Public
Staff witnegs Smith speecifically with regard to statistical analyses performed
by Dr. Smith. Witness Futrell stated as acknowledged by Public Staff withess
Smith that the specifie risk variations for CP&L as compared to other electric
utilities were not measurable. In witness Futrell’s opinion it is impossible
due %o the lack of specification of a parameter in witness Smith’s model
namely unknown risk variation to determine the cost of equity ecapital for CP&L
using witness Smith’s methodology. Witness Futrell stated that Dr. Smith
performed an ordinary least =squares regression analysis to solve for the
unknown risk variable. An ordinary least squares regression analysis has a
dependent variable and one or more independent variables. Witness Smith’s
independent variable was growth rate, and her dependent variable was dividend
yield. VWitness Futrell stated that Dr. Smith’s regression analysis simply
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determined the line of best flt between wvarious growth rates and various
dividend yields. According to withess Futrell, Dr. Smith erroneously used the
error. term contained in the ordinary least sqQuare regression analysis as a
substitute for the risk wvariable of CP&L. However, in witness Futrell’s
opinion the risk variation should properly have been treated as an independent
variable, in addition to dividend growth. The omission of the independent
variable risk variation in witness Futrell’s opinion makes 1t impossible to
determine the dividend yield which would best Ffit a regression with both
independent variables utilized. According to Company witness Futrell, Dr.
Smith simply attempted to substitute the error of the regression for the
independent variable risk variation. Tn witness Futrell”s opinion this cannot
be done because regression analysis minimizes the error of the regression,
rather than solving for it. Hence, witness Futrell maintains that the use of
the error of the regression as a risk variable is erronecus since a minimized
level of risk variation rather than the actual value of risk variation is
obtalned. Consequently, witness Futrell concludes that the analysis performed
by witness Smith should not be relied upon to determine the cost of equity
eapital for CP&L.

Department of Defense witness McCabe recommended a return on equity of
14, 75%. Witness MeoCabe’s recommendation was not based on any specifie
statistical analyses but rather equates the return on equity to that found in
the last rate case less T5 basis points comparable to the treatment prescribed
in the return component of CP&L’s Power Coordination Agreement with the North

Carelina Eastern Municipal Power Agency.

The determination of the appropriate fair rate of return for the Company is
of great importance and must be made with great care because whatever return
is allowed will have an immediate impact on the Company, its shareholders, and
ite customers. In the final analysis the determination of a fair rate of
return must be made by this Commissicn, using its own impartial judgment and
guided by the testimony of expert witnesses and other evidence of record.
Whatever return is allowed must balance the intereat of the ratepayers and
investors and meet the test set forth in G.3. 562-133(b)(4):

"...(tc) enable the public utility by sound management to produce a
fair return for 1ts shareholders, considering changing economic
conditions and other factors, as they then exist, to maintain its
facilities and services in accordance with the reasonable requirements
of its customers in the territory covered by its franchise, and to
compete in the market for capital funds on terms which are reasonable
and which are fair to its customers and to its exlsting investors.v

The return allowed must not burden ratepayers any more than is necessary
for the utility to continue to provide adequate service: The North Carolina

Supreme Court has stated that the history of G.S. 62-133(b):

"...supports the inference that the Legislature intended for the
Commission to fix rates as low as may be reasonably consistent with
the requirements of Due Process Clause of the Fourteenth Amendment Lo
the Constitution of the United States..."™ State ex rel. Utilities
Commission v. Duke Power Co., 285 N.C. 377, 206 S.E. 2d 269 (1974).

The nature of the evidence iIn a casé such as this makes it extremely
diffieult to balance all of the opposing interests, since much, if not all, of
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the evidence is based on individual witnesses” perceptions and interpretations
of trends and data from the eapital market. The Commission has considered
carefully all of the relevant evidence presented in this case, with the
constant reminder that whatever return that is allowed will have an immediate
impact on the Company, its stockholders and itas customers. The Commission
must use 1its impartial judgment to insure that all the parties involved are
treated fairly and equitably. In coming to a final decision on this matter,
the Commission is not unmindful of the upward pressure of capital costs
generally present in the economy over recent years.

Based upon a careful congideration of all of the foregoing, including the
statistieal procedures used by wiftness Smith, the Commission coneludes that,
in the absence of any consideration of CP&L°s history of poor nuclear
performance and the inefficiency and imprudence of CPEL’'s management in the
area of nuclear plant performance, a 15.25% rate of return upon equity would
be the fair rate of return for CP&L in this case. However, when CP&L’s poor
nuclear plant performance and the past history of dinefficiency and imprudence
of CP&L’s management in the area of nuclear plant performance is taken into
consideration, the Commission concludes that it cannot allow that level of
return upon equity. It is clear, based upon Finding of Fact No. 11 set forth
above and the matters set forth and discussed in connection with the Evidence
and Conclusions section for sald finding of faet, that CP&L’s inefficiency and
mismanagement in the past resulted in the Company mnot achieving reasonable
operation of its nuclear units during the test vyear. The Commission
recognizes that considerable changes in organization and procedure have now
been made but concludes that a penalty should remain in effect for the Company
because of its test year nuclear performance. The Commission therefore
concludes that CP4L should be allowed an opportunity to earn no more than a
14.5% rate of return on equity.

This Commission operates under a legislative mandate that requires it to
fix rates which will allow a utility "by sound management" to pay all of its
reascnable operating costs, including maintenance, depreciation, and taxes,
and to earn a fair return on its investment. G.S. 62-133(b)(4); State of
North Carolina ex rel. Utilities Commission vs. Duke Power Company,
285 NC 377, 206 SE 2nd 269 (1074), However, upon a finding that a utility is
not soundly managed; it may be penalized by being authorized to earn less than
a "fair return." State of North Carolina ex rel. Utilities Commission vs.
General Telephone Company of the Southeast, 285 NC 671, 208 S5E 2nd 681
(1974). 1In order to penallze a utxlity on rate of return, the Commission must
make speeifie findings showing the effeet upon its decizion of the poor
management it has found. Utilities Commission v. Morgan, Attorney
General, 277 N.G. 255, 177 S.E.2d 405 (1970). The penalty must not result in
a confiscatory rate of return. 285 NC 671.

In this case, the Commission has concluded that if CP&L’s Brunswick nuclear
units had been properly managed and reasonably operated, said Company would be
entitled to a 15.25% rate of return on its common equity. The Commission has
found, however, that CP&L‘s nuclear performance continues to be unsatisfactory
and that the cost of service to CPEL"s customers has been significantly
increased as a result. In Finding of Fact No. 11 above and the Evidence and
Conclusions set forth in support thereof, the Commiszssion has determined that
CP&L’s nuclear performance during the test year was unsatisfactory.
Congidering the evidence of corporate mismanagement with respeet to the
Brunswieck nuclear plant, the Commission concludes that CP&L should be
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penalized by not being allowed to earn the rate of return that it would have
been allowed if its Brunswick nuclear plant had been soundly managed.

Public Staf'f withess Thomas S. Lam testified that the 78 days of outages at
the Brunswick nuclear unit resulted in approximately $26.5 million purchase
power requirement, fuel cost expense, and caleulated replacement power costs.
Public Staff witness Caroline M. Smith testified that this figure would
translate intoc a penalty of 150 basis points or 1.5%. While Company witness
Lynn Eury agreed that the $26,5 million figure was a reasonable estimate, he
noted that improvements have been made in the management of the Brunswick
units since the time of these outages. He also noted that NRC has found
performance "at the plant level" at the Brunswick units to be Maceeptable™ and
has identified '"major strengths"™ at the plant in the areas of emergency
preparedness, sedurity and safeguards. Eury further testified that the
Company’s fossil plants’ performance compares quite favorably with appropriate
industry indicators. The Commission must consider all material evidence that
will help it determine what are reasonable and just rates. Further evidence
presented shows that in September 1982 CP&L made certain changes with respect
to the management of the Brunswieck nuclear units. Reorganization of
management was made to increase senior management oversight of the plant, to
improve communications and coordination, and improve organizational
accountability and strengthen management control. In recognition of these
initiatives and the evidence as a whole, the Commission has determined that a
rate of return penalty of 0.75% is appropriate.

The penalty imposed above will not result in a confiscatory rate of return.
The Commission has determined that allowing a 14.5% rate of return on common
equity and a 11.38% rate of return on the Company’s rate base will allow CP&L
to pay its operating expenses, including maintenance, depreciation, taxes, and
intereat on long-term debts, and still pay $2H,887,000 to its preferred

shareholders and $122,437,000 to its common shareholders. This is not
confisecatory.

The Commissien cannot guarantee that the Company will, in fact, achieve the
level of returns herein found to be just and reasonable. In fact, it sheuld be
noted that the revenue requirements established in this case reflect the
Cormission’s disallowance of CP&L s cost of debt and equity funds associated
with the Company’s abandoned plant facilities. These unrecognized costs would
serve to reduce the Company’s ability to earn the allowed returns stated
above. Indeed, the Commlssion would not guarantee it if it could. Such a
guarantee would remove necessary Ilncentives for the Company to achieve the
utmost in operational and managerial efficiency. The Commission believes, and
thus concludes, that the level of return approved herein will afford the
Company a reasonable opportunity %o earn a reasonable return for its
stockholders while providing adequate and economical service to ratepayers.

BVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 22

The Commission previcusly has discussed its findings and coneclusicns
regarding the rate of rsturn which CP&L should be given the opportunity teo
earn.

The Company is being granted rates which will produce total operating
revenues of $1,196,049,000 based on adjusted test period sales of

18,660,082, 846 kWh. This represents an inerease in operating revenues of
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490,855,000 based on the adjustéd test period kWh sales and the rates
previously in effect as of the date of this order. The Commission notes that a
major factor contributing to CP&L’s need for rate relief wasz the addition to
CP&L"s system of Unit No. 1 of the Mayo generating plant. The increased
revenue requirements associated with Mayo Unit No. 1 being placed into service
is approximately $41 million.

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 inereases approved herein. Such schedules, illustrating the
Company’s gross revenue requirements, incorporate the findings and conclusions
heretofore and herein approved by the Commission.

SCHEDULE I
CAROLINA POWER & LIGHT COMPANY
NORTH CAROLINA RETAIL OPERATIONS
DOCKET NO. E-2, SUB 451
STATEMENT OF OPERATING INCOME
TWELVE MONTHS ENDED SEPTEMBER 30, 1982
(000°S OMITTED)

Present Approved  Approved

Ttem Rates Increase Rates
Operating revenues $1,105,194 § 90,555 471,196,009
Operating revenue deductions:
.Operation and maintenance expenses 618,932 - 618,932
Depreciation -expense 92,880 - 92,880
Taxes other than income 82,215 5,451 87,666
Income taxes 110,380 42,053 152,433
Total 904, 307 07, 508 951,911
Operating income before adjustments 200,787 3,351 24y, 138
Ad justments to operating income 8,670 8,670

Net operating income $ 209,457 4 43,351 $252,808
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SCHEDULE II
CAROLINA POWER & LIGHT COMPANY
NORTH CAROLINA RETAIL OPERATIONS
DOCKET NO. E-2, SUB 461
STATEMENT OF RATE BASE AND RATE OF RETURN
TWELVE MOMTHS ENDED SEPTEMBER 30, 1982

(000"S OMITTED}

Ttem Amount
Investment in Electric Plant:
Electric plant in service $2, 431,733
Net nuclear fuel 25,172
Construction work in progress 539,781
Accumulated depreciation (559,362)
Accumulated deferred income taxes (313,321
Net investment in electric plant 2,124,003
Allowance for Working Capital:
Cash 3,467
Materials and supplies 96,071
Prepayments 6,594
Investor funds invested for operations 17,413
Miscellaneous projects (24,503)
Customer deposits . (5,898)
Total 98,087
Original cost rate base $2,222,090
Rabtes of Return
Present 9.43%
Approved 11.38%
! SCHEDULE ITI
CAROLINA POWER & LIGHT COMPANY
NORTH CAROLINA RETAIL OPERATIONS
DOCKET NO. E-2, SUB 461
STATEMENT OF CAPITALIZATION AND RELATED COSTS
TWELVE MONTHS ENDED SEPTEMBER 30, 1982
(000°S OMITTED)
Capital- Original Embedded Net
ization Cost Cost Operating
Item Ratio (%) Rate Base (%) Income
Present Rates - Original Cost Rate Base
Long-term debt 49,50 $ 1,099,935 9.59 $105, 1484
Preferred stock 12.50 277,761 8.96 24,887
Common equity 358.00 844,394 9. 37 79,086
Total 100. 00 $2!222!090 - $209, 4857
Approved Rates - Original Cost Rate Base
Long-term debt 49,50 $ 1,099,935 9.59 $105,484
Preferred stock 12.50 277,761 8.96 24,887
Common equity 38.00 84,394 14,50 122,437
Total 100.00 2,222,090 - $252!808
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EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 23 THROUGH 27

Evidence for these findings of fact is found primarily in the testimony and
exhibits of Company witness Edge, Public Staff witnesses Richard Smith and
Turner, 0NOD witness MecCabe, and Kudzu witneas Eddleman. The following
discussion of the rate designs proposed by the various parties is arranged by
rate schedule or by topiec.

Surmer/Winter Rate Differentials

In its residential rate Schedule RES, the Company proposes to retain the
summer/winter tate differential for all over 800 kWh. None of the rates
proposed for the nonresidential rate schedules ({exeluding time-of-day rate
schedules) contain summer/winter rate differentials for the energy charges.
In faet, the seasonal rate differential does not apply to all energy blocks
for residential service.

In the previous general rate cases in Docket Nos. E-2, Sub 416 and Sub hiy,
the Commission concluded that the summer/winter differentials in the
residential rates sghould not be increased until such time as it can be
determined what slze summer/winter differential would be appropriate for each
rate block of each rate schedule. The Commission further concluded that the
Public Staff and CP&L should examine in depth the appropriate level of
seasonal differentials and present their results in a docket as soon as

possible.

The cost allocation study presented by the Company in this proceeding
inecludes an attempt to quantify an appropriate summer/winter rate differential
for residential service. The study results indicate that almost all of the
summer /winter rate differential is dug to the difference in unit demand cost
between summer and winter. A review of the study methodology indicates that
the major factor affecting the difference in unit demand cost between summer
and winter is the fact that 50% of demand related fixed costs are allocated to
four summer months and 50% are alloecated to eight winter months. Such an
allocation would produce a higher summer rate and a lower winter rate even if
there were not other cost differences.

The Commission is of the opinion that further study of summer/winter rate
differentials is needed. Such studies might econsider the fixed plant mix
during summer months versus winter months, and the number of months associated
with summer peaks versus winter peaks.

TOD Rates for Residential Service

Public Staff witness Richard Smith testified that the customer responge to
the Company’s time-of-use rate Schedule R-TOU has been poor to date. In order
to make the schedule more attractive for the customer and more effective in
reducing system demand, he recommended that the on-peak hours in that schedule
be reduced. From the customer’s standpoint, shorter on-peak hours would give
more flexibility in scheduling baths and in the use of '‘dishwashers and clothes
Wwashers. Shorter on-peak hours would also permit pre-cooling of the residence
on summer mornings, earlier use of alr conditioning in .the evenings, and more
satisfactory heating opportunities in the winter.
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With respect to reducing system demand, witness Smith stated that with
rates which are revenue neutral it is necessary to increase the demand charge
to compensate for decreased on-peak hours. That increased demand charge then

becomes an added incentive for customers to reduce demand.

The reduced on-peak heours recommended by the Public Staff compared to the
present on-peak hours for Schedule R-TOU are as follows:

Schedule R-T0U
(n-Peak Hours

April-September QOctober-March
Present hours 10:00 AM. - 10:00 P.M. 6:00 A.M. - 1:00 P.M.
Hours proposed by
Public Staff Noon - 9:00 P.M. 6:30 A.M. - 1:00 P.M.

Witnegs Smith’s testimony 1ndicated that the proposed reduced hours would
permit demand reductions up to 7.73% in the Company’s system load curves and
that less than 6% demand reduction is forecast by the Company from time-of-use
rates and load control measures by the year 1995.

Chairman Koger asked the Company to determine what the effect would be 1n
1995 of shortening the summer on-peak period from 10:00 p.m. to 9:00 p.m.
Company witness Edge testified -that he was concerned with customers cutting
back on appliances at the end of the on-peak period, but that the Company does
not have a lot of difficulty with the idea of shortening the summer on-peak
period from 10:00 p.m. to 9:00 p.m.

The Commission coneluded in the previous general rate case -(in Docket No.
E-2, ‘Sub U4l48) that the 'Company should embark on an experimental trial program
to ascertain the effectiveness of an all-energy TOD rate (i.e., two-part rate)
for residential customers, and that such all-energy TOD rate, if proved valid,
could replace the present demand Eype TOD rate {(i.e., three-part rate) or
could be offered as an alternative TOD rate for residential service. The
Commission also concluded that such all-energy TOD rate should include the
same on-peak/off-peak hours recommended by the Publie Staff in that
procseding, which are also the same hours recommended by the Publiec Staff in
thizs case. The Company therefore implemented the experimental rate as
directed by the Commission.

Given the evidence presented in this proceeding, the need for succeasful
l1oad management, and the agreement by all parties that moving the residential
summer on-peak hours from 10:00 a.m, = 10:00 p.m. to 10:00 a.m. - 9:00 p.m.
would have no detrimental effeet at this time, the Commission accepts the
principle of shifting the April-September residential on-peak boundary from
10¢:00 p.m. to 9:00 p.m. Due to the uncertainties inherent in future
predictions, i.e., load forecasts, anticipated customer response, and overall
load management and conservation program success, the shift in on-peak hours
ghould apply t0 the HResidential TOU rate schedule only.

Since the Commission believes the changes to meters and communiecation of
the change to consumers will take some time, the change should be nade
effective by April 1, 1984, Present rating periods for all TOU rates should
remain unchanged through March 31, 1984, new rating periods for the
Residential TOU rate should become effective on April 1, 1984, and the Company
should notify the Commission when the necessary changes and communiecations
have been accomplished.
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In another matter affecting TOD rates, the cost allocation study presented
by the Company in this preoceeding ineludes an attempt to quantify a cost
differential between on-peak hours and off-peak hours. A review of the study
methodology indicates that demand-related fixed costs are alloocated to on-peak
hours only. The Public Staff recommended that CP&L conduct further study of
the allocation of fixed costs between on-peak and off-peak periods in
conjunetion with the cost allocation issues. The Commission is not convinced
that the rate differential between on-peak and off-peak hours should be
established, based on the study presented in this proceeding, and concludes
that further study and discussion is needed.

Residential Water Heater Load Control Program

CP4L‘s residential water heater load control program currently applies to
water heaters which have a storage capacity of U0 gallons or more. Public
Staff witness Richard Smith recommended that 30-gallon water heaters also be
eligible for the program. Witness Smith stated that including 30-gallon water
heaters in the program could increase the number of eligible heaters by 60%
and thereby expand by a like amount the potential demand reduction achievable
by the lcad control program.

Witness Smith offered water heater manufacturer’s test data which showed
that the temperature of the water withdrawn from a water heater did not
decline in direct proportion to the water used as assumed by both the Company
and the consultant’s study, but that 75% of a water heater’s capacity was
available before the temperature of the hot water outflow dropped 30 degrees.
Witness Smith suggested that this test data indicated that almost three times
more hot water was available than calculated.

Witness Smith stated that the Company had made, no drawdown tests on
30-gallon water heaters nor had it interrupted any 30-gallon water heaters on
its load control program. He also pointed out that the 8,434 customers on the
Raleigh test program in 1981, which was limited to water heaters 40 gallous
and larger, registered only 71 complaints in the winter and 17 complaints in
the summer. Witnesa Smith indicated that less than one percent had withdrawn
from the program, and that few, if any, bhad withdrawn as a result of the
Company’s test.

Witness Smith stated that the load control program was a voluntary one and
that ocustomers who are dissatisfied with the interruptions could withdraw from
the program. Witness Smith stated that the majority of customers with
30-gallon water heaters should find the program satisfactory and that this
large segment of customers should not be discriminated against but should be
offered the program. Commissioner Campbell inquired whether or not a
fact-finding determination could be made by plaecing 100 or 500 customers on
the load control program and then observing the complaints. Witness Smith
stated that such a test could be satisfactory, provided the customers were
treated normally and left completely alone without receiving any questions or
comments from the Company.

CP&L witness Edge tesbtified that the Company is opposed to the inclusion of
the 30-gallon capzcity water heaters in the load control program. Witness
Edge testified that there would be increased customer dissaticluded and that
such dissatisfaction could negatively affeect the present effort to expand the
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water heater control program. In addition, the Company incurs an expense in
installing and then removing the control device. Witness Edge testified that
information contained in a Publlc Staff Exhibit filed in Docket No. M-100,
Sub 78, showed that the control of the 30-gallon water heater would be
satisfactory during peak houra of the day, provided that the length of the
interruption was no more than one hour. Also, 40 and 50-gallon water heaters
could be interrupted beyond twe and three hours, respectively. Witness Edge
testified that the Company findings support the findings set forth in the
Public Staff Exhibit in Docket No. M-100, Sub 78. Witness Edge testified that
the current interruption period of two and three hours in the winter and
summer, respectively, would probably have to change Lo one and two hours in
order to minimize customer dissatisfaction if the 30-gallon water heaters are
allowed on the program. This would have the effect of substantially reducing
the benefits of the program.

The Commission concludes that the addition to the Company’s load control
program of 30-gallon water heaters is not in the. best interests of that
program at this time. The ¢Commission recognizes that CP&L is currently
expanding the load control program into new locations and that increased
customer dissatisfaction could negatively affeet that effort. This does not
mean, however, that the Company should not continue to seek ways to expand the
scope of its water heabter control program. The Company should continue to
expand into mnew areas of iIts territory and once the program becomes well
accepted consideration should be given to conducting an experiment using the
30-gallon water heater.

Revenue Requirement for Small General Service

The Commission has generally attempted to establish rates in prior
proceedings which would produce rates of return for each class that were
within 102 ~ of the overall North Caroclina retail rate of return. In
comparing the rates of return for each rate class resulting from three of the
cost allocation methods discussed herein (summer/winter coincident peak,
summer /winter peak and base, summer/winter peak and average), the Commission
notes that the small general service class is overpriced (i.e., has a high
rate of return) using all three methods. Furthermore, in making the same
comparison for the small general service class in the previcus rate case,
Docket No. E-2, Sub 4314, the Commission noted that the SGS class was
overpriced in that proceeding. Therefore, the Commission concludes that any
increase for the small general service rate c¢lass should be less than that
proposed by the Company in this proceeding.

On the other hand, a comparison of the rates of return for the small
general service c¢lass versus the rates of return for overall Yorth Carolina
retail service since 1972 (based on the annual cost of service studies filed
with the Commission) indieates that the small general service class was
overpriced in some years and underpriced in some years.

The Company proposed to increase the rates for S5GS class by 14.5% in this
proceeding versis a 14.9% increase for North Carolina retail service overall.
If the rates for the .5GS class were increased 10.8% instead of the proposed
14.4%, it would pesult in a rate of return which would be within 10% of the
North Carolina retail rate of return. The difference between a 14,5% increase
and a 10,8% increase for the SGS c¢lass is approximately $13,354,000 revenue

requirement.



175
ELECTRICITY - RATES

However, the Commission is of the opinion that a $13,354,000 reduction in
revenue requirement for the 5GS class, in addition to the same percentage
reduction applied to the other rate classes as described in Appendix &
attached to this order, would be oo large for this single proceeding. It
would alsc be an extreme correction in view of the unstable relationship since
1972 between the rates of return for the SGS class and overall North Carolina
retail service. The Commission concludes that an additional $3,000,000
reduction in revenue requirement for the 3GS class would bé appropriate for
this proceeding. -

Small General Service Schedule SGS Rate Blocks

In its small general serviee rate schedule SGS, the Company proposes to
retain a declining block rate for its energy charge. The declining block rate
congists of the middle block (second block) and the tall block {third block).
In prior general rate cases, the Commission concluded that multiple rate
blocks should be combined and that declining block rates should be eliminated
where possible. In this proceeding, the Company proposes to increase the tail
block by a considerably larger percentage than the middle block, thereby
¢losing the differential that exists between the middle and the tail block.
The Commission conecludes that reduction of said differential between the
middie and tail blecks is appropriate for this proceeding and should be
continued in its future general rate proceedings.

"Closed" Rate Schedules RFS, CSG, CSE, AHS & SCS

In Docket Mo. E-2, Sub 366, the Commission directed the Company to take
steps to withdraw its "Melesed" rate schedules. Subsequently, in Docket No.
E-2, Sub 391, the Company added a proviso to its "closed" rate schedules (RFS,
CSG CSE, AHS, 3SCS and MPS) whieh requires that a customer serviced under any
of the M"aolposed®™ rate schedules be automatically tranferred to another
available rate schedule (probably SGS) whenever the Company determines that
the customer would have paid less revenues over the previous 12 months for
service under the alternative rate schedule than he actually paid under his
current rate schedule.

As a supplement to this proviso, the Company proposed to apply greater than
average rate increases to the "closed" rate schedules in each successive rate
case. Each time rates for the "closed" rate schedules are increased more than
the rates for alternative rate schedules, an additional number of customers
will be required to transfer to alternate rate schedules pursuant to the
proviso Jjust described. The greater than average increases will continue
until all of the customers served under the M"closed" rate schedules have been
transferred to alternate rate schedules. In this manner, "closed" rate
schedule MPS was eventually withdrawn in a prior general rate proceeding.

In this proceeding, the Company proposed to increase the rates for four of
the remaining "elosed" rate schedules {(RF3, CSG, CSE, and AHS) by
approximately 24% to 26%, while increasing the rates for the other major rate
schedules by approximately 14% to 16%. ‘This is really nothing more than
giving the four "e¢losed" rate schedules a 10% inecrease relative to the other
rate schedules. The Comnission concludes that the Company’s proposed rate
incerease for the four (4) "eclosed" rate schedules should be approved.
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The Company alsc proposes bo withdraw "closed" rate schedule SCS (shopping

center service) in this proceeding as a result of the program degcribed above.
The proposal was unopposed and the Commission concludes that it should be

approved.

Demand Ratchets and TOD Rates for Large General Service

In its previous general rate order in Docket WNo. E-T, Sub U444, the
Commission noted that voluntary TOD rates were not available to large general
service customers unless they had thermal storage equipment, and that the
large general service class was the only major class of customers which did
not have a voluntary TOD rate available to all of the customers in the class.
The Commission further observed that TOD rates might be a reasonable
alternative to demand ratchets, and it concuded that the next general rate
case should include a discussion of voluntary TOD rates for LGS customers as
well as a discussion of alternatives to demand ratchets for LGS customers.

In this proceeding, the Company proposes to replace the present large
general service TOD rate schedule {LGS-TS) with a new large general service
TOD rate schedule {(LGS-TOU). The new rate schedule LGS-TOU will be available
on a voluntary basis to all LGS customers.

The proposed new schedule LGS-TOU will include a billing demand ratchet
based on the highest of: (1) the current month’s demand; or (2) B0% of the
maximum on-peak demand during the summer or winter season in the preceding 11
months. None of the Company’s other TOD rate schedules (for residential
service or small general service) contains a billing demand ratchet. Publie
Staff witness Turner and DOD withess McCabe proposed to eliminate the ratchet
from rate schedule LG3-TQU. The Company also proposes that Customer
Generation Service Rider No. 55 be revised to include a billing demand ratchet
in conjunction with rate schedule LGS-TOU.

Witness Turner redommended that the demand ratchet not be included in rate
schedule LGS-TOU or in Rider No. 55. He gave several reasons for his
proposal, First, at the time it was introduced, ratcheting was a peak load
pricing mechanism designed to discourage peak demand at the time of system
peak or to place the cost of the system peak upon those that caused it.
Today,. however, in the presence of sophisticated time-of-use metering
technology, it is a peor second choice as a peak load pricing mechanism. The
ratchet without time-of-use metering increases the demand portion of a
customer s bill regardless of when the customer’s peak occurred -- on the
system’s peak or off it. Time-of-use rates by design charges a higher rate
per KW for on-peak demand and lower rate for off-peak demand. With properly
designed time-of-use rates there 1s no need for a ratchet.  Second, the
ratchet allows the Company to present a weakened price signal. This occurs
because the ratchet increases the number of billing units that will be divided
into the revenue requirement when establishing the unit price. As a result,
the ratchet favors those customers who maintain a high load factor and who
levelize thelr demand requirements throughout the year.

Witness Turner further stated that he realized the ratchet grants the
Company some measure of revenue stability because it requires customers to pay
a fixed amount for demand per month independent of their actual monthly
demand. However, he testified that this reason does not Justify giving
customers lhecorrect price signals in a time-of-use rate.
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Kudzu witness Eddleman oppcesed the ratchet in either rate form indicating
that once the maximum demand is established, there is no incentive to
congerve. DOD witness MceCabe opposed the ratchet in the LGS Time-of-Use rate
but proposed that the ratchet in the standard LGS rate be revised to conform
to the seasonal nature of the ratchet proposed by the Company for rate
Schedule LGS-TOU. He supported this proposal based on the nature of the
summer and winter peaks included in the summer/winter peak and average
allocation factor. CIGFUR witness Prubaker, while opposing the SWP&A
allocation method, indicated that the demand ratchet was a useful tool and
supported its continuation.

Company witness Edge pointed out that to abruptly eliminate the ratchet
could cause significant changes In the amount of individual customer’s bills
with high lcad factor customers receiving large increases and low load factor
customers receiving substantial reductiona. Witness Edge also indicated that
the ratchet promoted conservation and load management and related the dramatic
inerease in the number of customers employing load control devices since the
implementation of the ratchet. He indicated that the ratchet enabled the
Company t0 recover the fixed costs related to distribution plant in an
equitable manner.

The Commission concludes that TOD rates should not include a billing demand
ratchet and that the demand ratchet should be eliminated from the proposed
Large General Service (time-of-use) rate schedule and from Rider 55, without
prejudice to the Company seeking a ratchet at a later date which would recover
distribution fixed costs only. However, the Commission also concludes that
the Company’s billing demand ratchets for its non-TOD large general service
customers should remain as they are proposed by the Company. Finally, the
Commission concludes that the proposed new rate schedule LGS-TOU, excluding a
billing demand ratchet, should be approved as modified.

Coincident Demand Billing for LGS or Wholesale Customers

Another rate design issue addressed by parties in this proceeding is the
use of colncident demand Ffor billing purposes for resale (wholesale)
customers. Public Staff witness Richard Smith testified that the Company
should institute coincident demand billing for its resale customers. DOD
witness MeCabe suggested that coineident demand billing be applied to DOD
customers of the Company. Witness Smith supported his position with the
argument that coincident demand billing would provide an incentive for resale
customers to reduce their demand at the time of the system peak, thereby
reducing that system peak and potentially the need for additional generation
facilities in the future. Witness McCabe had the same argument but also
presented data which indicated that defense facilities peak at times other
than the system peak. Presumably coineident demand billing for DOD would have
the effect of reducing their cosk.

The Commission has noted the evidence in the record in this case that the
Company is presently working with its resale customers in order to establish
coineident demand billing for those cuatomers. Although the Commission is
concerned about the amount of generating capability that will be required in
the future of this Company, it is of the opinjon that the Company’s dealings
Wwith its resale customers on this issue are not within the purview of this
Commission.
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Concerning the DOD request for coinecident demand billing, the Commlssion
notes that allocation of demand related production costs between rate classes
has always been based on coincident demands, for reasons discussed extensively
in this and prior general rate orders. Furthermore, allocation of demand
related costs between customers 1n a glven rate class has always been based on
the assumption that customers in the rate class are similar in some respects,
and thit allocation of such costs by individual maximum demand billing
reflects an appropriate distribution of cost responsibility within the class.
The Commission, therefore, concludes that it is improper :at this time to order
a change in the Company’s use of individual billing demand.

DOD witness Mcfabe has ralsed the issue that the composition of the LGS
rate olass 1s inappropriate and recommended that this rate be broken into
different categories by voltage levels. He indicates that line losses differ
by voltage level of service and that a customer should be responsible only for
Its specific line losses.

With perfect information, it would be theoretically possible to develop a
different rate for each of the utflity’s customers. However, as a practical
matter, it is necessary to group customers with other customers having similar
load characteristics in order to have a manageable number of rate schedules
for the utility to administer. In this grouping of customers into rate
classes, there will inevitably be diffeerences between 1ndividual customers
within a given rate class. Line losses would potentially be one of the
sources of those differences. The Commission i1s not convineed 1n this
proceeding that this particular example is more worthy of diatinetion than
other. potential differences. The: Commission 1s also -of the opinion that DOD
has available to it the option of applying for service under CP&L’s wholesale
rates, whereby it would then be grouped with other similarly constituted users
of electricity. The Commission, therefore, finds no reason to restructure the
LGS rate class.

Sports Field Lighting Service

The Commission has generally attempted to establish rates in prior
proceedings which would produce rates of return for each rate class that were
within 10% - of the overall North Carolina retail rate of return. In
comparing the rates of return for each rate class resulting from three of the
cost allocation methods discussed herein (summer/winter coincident peak,
summer/winter peak and base, summer/winter peak and average), the Commission
notes that the sports field lighting class is underpriced (i.e., has a low
rate of return) using all three methods. However, the Commission also notes
that said low rates of return occur even after a 21.4% increase proposed by
the Company 1n this proceeding for the rate class versus a 14.9% increase
proposed for North Carolina retail service overall. Therefore, the Commission
coneludes that the rates proposed for rate schedule SFLS (Sports Field
Lighting Service) should be reduced by the same percentage as the other rates
proposed by the Company, in the manner described on Appendix A attached to
this order.

General
In addition te those revisions already discussed herein, the Company
proposes various miscellaneous rate changes, administrative changés, and
alarifications on itas rate schedules and In {ts terms and conditions for
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service which were not cpposed by any party. Such changes and clarifications
include in part: provisions to list base fuel costs on tariffs and riders;
provisions to exclude availability of residential rate schedules from service
whieh is metered separately from residence; provisions to restrict
availability of Rider 7 (Standby Service) to retail rate schedules only;
provisions to add a customer charge during non-usage months for service under
Rider 5 (Seasonal Service); provisions to increase off-peak demand charges for
service under Rider 55 (Customer Generation); provisions to include power
factor adjustments on LGS Tariffs for c¢larity; provisions to increase the
attractiveness of Rider 5 (Curtailable Load); provisicns to add a new 5800
lumen S.V. fixture to the lighting rate schedules; and provisions to restrict
12,000 and 38,000 lumen S.V. Retrofit fixtures to existing appliecations only.

The Commissjon concludes that the rate designs, rate schedules and terms
and conditions for service as proposed by the Company should all be approved,

eXcept as discussed herein.
IT IS, THEREFORE, ORDERED as follows:

1. That Carolina Power & Light Company shall adjust its electrie rates and
charges so as to produce an increase in gross annual revenues from its North
Carolina retail operations of $90,855,000, said increase to be effective for
service rendered on and after the date of this Order.

2. That within five (5) working days after the date of this Order,
Carolina Power & Light Company shall file with this Commission five (5) copies
of rate schedules designed to produce the increase in revenues set forth in
Decretal Paragraph No. 1 above 1n accordance with the guidelines set forth in
Appendix A attached hereto. Said rate schedules shall be accompanied by a
computation showing the level of revenues which said rate schedules will
produce by rate schedule, plus a computation showing the overall North
Carolina retail rate of return and the rates of return for each rate schedule
which will be produced by said revenues.

3. That Carolina Power & Light Company shall prepare cost allocation
studies for presentation with its next general rate application which allocate
production plant based on the following methodologies: (1) summer/winter peak
and average; (2) summer/winter peak and base; (3) summer/winter coincident
peak; (4) summer coincident peak; and (5) summer peak and average. Both
jurisdictional and fully distributed cost allcoeation studies shall be made
using each method, and the studies shall be inecluded in items 31 and 37,
respectively, of Form E-1 of the minimum filing requirements for general rate

appliecations.

4, That Carolina Power & Light Company work with the Publie Staff during
the six (6) months following the date of this Order to develop a mutually
agreeable study which could be done at a reasonably limited cost and would be
responsive to the concerns discussed in this proceeding regarding:
(1) allocation of fixed costs and variable costs to each hour of the year, and
(2) allocation of costs incurred during a given hour to customer classes based
on usage during the given hour. The Company shall report to the Commission on
the details of the study from ktime to time as necessary, but not later than
aix (6) months following the date of this Order.
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5. That Carolina Power & Light Company shall take the steps necesgsary to
reduce the on-peak hours for residential TOD rate schedule R-TOU during the
summer months from 10:00 p.m. to 9:00 p.m. effective April 1, 1984, as
discussed herein.

6. That Carolina Power & Light Company shall give appropriate notice of
the rate increase approved herein by mailing a copy of the notice attached
hereto as Appendix B by first class mail to each of its North Carclina retail
customers during the mext normal billing cycle following the filing of the
rate schedules described in Deeretal Paragraph No. 2.

7. That any motions heretofore filed in this proceeding and not previously
ruled upon are hereby denled.

ISSUED BY ORDER OF THE COMMISSION.
Thiz the 19th day of September 1983.
NORTH CAROLINA UTILITIES COMMISSION
{ SEAL) Sandra J. Webster, Chief Clerk

APPENDIX A
GUIDELINES FOR DESIGN OF RATE SCHEDULES

‘Step 1 Determine the amount of rate schedule revenues and other
révenues, respectively, whieh are necessary to produce the overall revenue
requirement established by the Commission in this proceeding.

Step 2: Decrease the rate schedule revenues proposed by the Company for
each rate schedule by the same percentage to produce the total rate schedule
revenues determined in Step 1, except as follows:

(a) Reduce the revenue requirement for rate schedule SGS by $3,000,000 in
addition to the percentage reducticn described above.

(b) Reduce the revenue requirement for each of the four (4) "closed" rate
schedules RFS, AHS, CSG, and CSE by the same percentage as rate
schedule SGS. ,

Step 3: Reduce the individual prices in a given rate schedule by the
same percentage to reflect the decrease in revenue requirement for the rate

schedule as determined in Step 2, except as followa:

{a) Hold the basic customer charge for each rate schedule at the level
propogsed by the Company.

(b) Revise new schedule LGS-TOU and Rider 55 in order to exclude the
billing demand ratchet.

(e¢) Decrease prices in the ‘TOD rate schedules in such .a manner that they
will remain basically revenue neutral with comparable non-TOD rate
schedules, considering projected peak demand savings for the TOD
rates.

{d) Hold miscellaneous service .charges and extra charges at the same level
proposed by the Company.
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Step ﬂ: Round off individual prices to the extent necessary for

administrative efficiency, provided said rounded off prices do not produce
revenues which exceed the overall revenue requirement established by the

Commission in this proceeding.
DOCKET NO. E-2, SUB U461
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of

Application of Carolina Power & Light Company for an ) ,
Adjustment in Its Rates and Charges Applicable to Electric ) SUPPLEMENTAL
Service in North Carolina ) ORDER

BY THE COMMISSION: On September 19, 1983, thé Commission issued its Order
Granting Partial Increase In Rates and Charges for Carolina Power & Light
Company. Jt has comé to the Commission’s attention that certain information
was inadvertently excluded from the Order. The Appendix B, MNotice to
Customers, referred to in ordering paragraph § and the last line of page 55
were erroncously omitted from the Commission Order. The Commission therefore

concludes that the Order issued September 19; 1983, should be modified to
correet for the aforementioned omissions.

IT 1S, THEREFORE, ORDERED as follows:

1. That page 55 of the Commission Order Granting Partial Increase In Rates
and Charges issued September 19, 1983, shall be modified to includé the last
line as follows: Ma confiscatory rate of return. 285 NC 671.n

2. That the September 19, 1983, Order of the Commission shall be modified
to include Appendix B attached hereto.

ISSUED BY ORDER OF THE COMMISSION. -

This the 20th day of September 1983. °
NORTH CAROLINA UTILITIES COMMISSION

(SEAL) Sandra J. Webster, Chief Clerk

APPENDIX B

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of -
Application of Carolina Power & Light Company for )
an Adjustment in Its Rates and Charges Applicable ) NOTICE TO CUSTCMERS
to Electric Service in North Carolina )

The North Carolina Utilities Commission on September 19, 1983, after months
of investigation and following hearings held throughout the State, denied
CP4L°s request for an increase of $164,913,000 in current rates and approved
an increase of $90,855,000. If CP&L°s full rate request had been granted,
rates would have increased by 14.92% above current rates. The Commiszsion
Order allows an ificrease of 8.22% above current rates.
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The Commission estimates that the bill of a typical residential customer
using 1000 kiWh per month will increase frem approximately $65.00 per month to
aporoximately $71.00 per month.

In allowing the 8.22%9 increase, the Commission found that the approved
rates would provide CP&L under efficient management, an opportunity teo earn an
approximate 11.38% rate of return on the original cost of its property. 1In
its application, CP&L had sought rates which would allow it to earn an 11.TU%
rate of return on the original cost of its property based on a return to its
astockholders of 15.5%. The Commission’s Order found that in the absence of
any consideration of CPiL’s history of poor plant performance and the
ineffieciency and imprudence of CP&L's management in the area of nuclear plant
performance, a 15.25% rate of return upon stockholders equity would be the
fair rate of return for CP&L in this case. However, when CPAL’s history of
poor nuclear plant performance was taken into consideration the Commission
found that only a return on stockholders equity of 14.50% was warranted.

It should be noted that the revenue requirements established in this case
reflect the Commission’s disallowance of CP&L’S cost of debt and equity funds
associated with the Company’s abandoned plant facilities. These unrecognized
costs would serve to reduce the Company’s ability to earn the allowed returns
stated above.

The Commission imposed a rate of return penalty of 1% in CP&L’s last
general rate proceeding, Docket No. E-2, Sub 444, which became effective
September 24, 1982. 1In continuineg to impose a rate of return penalty on the
Company, the Commission found that CPAL"s nuclear plant performance continues
to be unsatisfactory and that the cost of service to CP&L°s customers has been
significantly increased as a result. However in reducing the penalty from
1.0% to .T5% in its Order, the Commission recognized the initiatives taken by
management to reorganize the genior management oversight of the Brunswick
plant, to improve communications and coordination, to improve organization
accountability, and to strengthen management control. In support of the rate
of return penalty, the Commission concludes that 78 days of outage at CP4L’s
Brunswick Unitas 1 and 2 during the summer of 1982 were largely the result of
past inefficiency in nuclear management practices.

One of the major factors contributing to the Company’s need for rate relief
was the addition to CPEL’s system of Unit Ne. 1 of the Mayo generating plant
which began commercial operation in March 1983. The increased cost associated
with the Mayo Unit No. 1 being placed into serviece is approximately &§41
million of the $90.9 million increase granted CP&L. The total cost of the new
Mayo plant was approximately $488 million.

The Commission also directed that more steps be taken to improve customer
participation in time-of-day (TOD) rates. A voluntary TOD rate was introduced
for large general service customers, and the number of on-peak hours was
reduced for the residential TOD rates.
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DOCKET NO. E-2, SUB 461

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of
Application of Carolina Power & Light Company for an )} :ORDER ON
Adjustment in Its Rates and Charges Applicadble to } RECONSIDERATION
Electric Service in North Carclina )

HEARD IN:

BEFORE:

APPEARANCES:

For the

For the
Publie:

Superlor Courtroom, 5th Floor, Buncombe County Courthouse,
Courthouse Plaza, Asheville, North Carolina, on May 16, 1983

Superior Courtroom, New Hanover County Courthouse, Third and
Princess Streets, Wilmington, North Carolina, on May 25, 1983

The Wayne Center, Corner of George ‘and Chestnut Streets,
Goldsboro, North Carolina, on May 26, 1983

The Commission Hearing Room, Dobbs Building, 430 North Salisbury
Street, Raleigh, North Carolina, on June 28-July 1, July 5-8,
July 18-22, and July :25-26, 1983

Commissioner Leigh H. Hammond, Presiding; and Chairman Robert K.
Koger and Commissioner A. Hartwell Campbell

Applicant:

R. ¢C. Howison, Jr., and Edward S. Finley, Jr., Hunton &
Williams, Attorneys ‘at Law, P. 0. Box 109, Raleigh, North
Carolina 27602 )

Richard E. Jonés, Vice President and Senior Counsel; Reobert W.
Kaylor, Associate General Counsel; and Margaret S. Glass,
Associate General Counsel, Carolina Power & Light Company,
P. 0. Box 1551, Raléigh, North Carolina 27602

For: Carolina Power & Light Company

Intervenor State Agencies Representing the Using and Consuming

G. Clark Crampton and Karen E. Long, Staff Attorneys, Publie
Staff -~ North Carolina Utjilities Commission, P. 0. Box 991,
Raleigh, North Carolina 27602

For: Publie Staff - North Carolina Utilities Commission

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

For: The Attorney General of the State of HNorth Carolina
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For the Qther Intervenors:

Ralph MecDonald and Carson Carmichael, III, Bailey, Dixon,

Wooten, MecDonald & Fountain, Attorneys at Law, P. 0. Box 2246,

Raleigh, Neorth Carclina 27602

For: Carolina Industrjal Group for Fair Utility BRates -
Weyerhaeuser Company; Federal Paper Board Company, Inc.;
Riegelwood Operations; Monsanto North Carolina, Inc.;
Union Carbide Corporation; Clark Equipment Company; Huron
Chemicals of America, Inc.; LCP Chemicals and Plastics,
Inc.; Masonite Corporation; and The Firestone Tire &
Rubber Company

Thomas R. Eller, Jr., Attorney at Law, P. 0. Box 27866, Raleigh,
North Carolina 27611
For: The North Carolina Textlle Manufacturers Association, Ine.

David A. MecCormick, Attorney, Regulatory Law Office (JALS-RL),

U. S. Army Legal Services Agency, 5611 Columbia Pike, Falls

Church, Virginia 22041

For: The Consumer Interest of the United States Department of
Defense and Other Affected Executive Agencies

M. Travis Payne, Edelstein & Payne, Attorneys at Law, P. 0. Box
12607, Raleigh, North Carolina 27605
For:; The Kudzu Alliance

BY THE COMMISSION: On February 11, 1983, Carolina Power & Light Company
(Applicant, the Company, or CP&L) filed an application with the North Carolina
Utilities Commission seeking authority to adjust and increase electric rates
and charges for its retail customers in WNorth Carolina. The requested
increase in rates and charges was designed to produce approximately $164.9
million of additional annual revenues from the Company’s North Carclina retail
operations when applied to a test period consisting of the 12 months ended
September 30, 1982, or approximately a 14.9% increase in total North Carolina
retail rates and charges. The Company requested that such inereased ratés be
allowed to take effect for service rendered on and after March 13, 1583.

The Company alleged in its application that the $164.9 million additicnal
annual revenues was necessary because present rates would be insufficient to:
{1) produce either an overall rate of return or a rate of return on common
equity which would be just and reasonable, (2) enable the Company to continue
to attract capltal on reasonable terms, and (3) permit it to finance its
operationg and construction program. Included among the reasons set forth in
the application as necessitating the rate relief requested were the addition
of Mayo Unit No. 1 on the Company’s system, the ongoing comstruction at the
Shearon Harris Huclear Power Plant, and the increased expense of overall
operations of the entire system.

The Company filed its letter of intent to file a general rate case with the
Commission on January 11, 1983. Subsequently, upon the Company’s motions and
pursuant to Orders issued Janvary 21, 1983, and February 1, 1983, the
Commission permitted the Company t¢ modify certain filing requirements which
would have otherwise been applicable to its rate request filing.
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On January 21, 1983, the Public Staff of the North Carolina Utilities
Commission filed its Notiece of Intervention. The intervention of the Publie
Staff in this procéeeding is deemed recognized pursuant tc Commission Rule
R1-19(e}.

On February 11, 1983, the Company filed its rate case application and an
Undertaking wherein it agreed to make refunds with interest of the amount, if
any, by which any rates and charges put into effeet pursuant to G.3. 62-135(a)
exceeded the amounts finally determined to be juat and reascnable herein.

On March 7, 1983, the Secretary of Defense, on behalf of the Department of
Defense of the United States, filed a petition requesting leave to intervene.
That request was granted by Order issued March 17, 1983.

On March 7, 1983, the Commission issued an Order declaring the Company’s
application to be a general rate case pursuant to G.S. 62-137, suspending the
rate Increase for a period of up to 270 days as permitted by the provisions of
G.S. 62-134, scheduling public hearings and directing the Company to give
public notice thereof, establishing the test period for use in the case, and
establishing certain dates for testimony and petitions to intervene to be
filed.

on March 11, 1983, a Petition to Intervene was filed on behalf of Publie
Service Company of North Carolina, Inec., which was allowed by Commission Order
issued March 17, 1983.

On March 22, 1983, a Petition was filed eon behalf of the North Carolina
Textile Manufacturers Association, Inme. (NCTMA), seeking leave to intervene
and participate in the proceedings. By Order issued March 24, 1983, that
intervention was allowed.

on April 21,.1983, the Attorney General of the State of North Carolina
filed a Notice of Interventicn in this proceeding.

on May 3, 1983, a2 Petition to Intervene was filed with the Commission on
behalf of the Kudzu Alliance. That Intervention was allowed by Order issued
May 16, 1983.

On May 5, 1983, the Commission issued an Order scheduling an initial
pretrial conference for June 1, 1983, which was subsequently rescheduled for
and held on June 13, 1983, at which time it was determined that there would be
no necessity for the additional pretrial conference which had been scheduled
for June 24, 1983, A Pretrial Order was issaued on June 17, 1983.

On May 5, 1983, the Commission issued its Order relating to an inspection
tour of CP&L"s Brunswick MNuclear Plant to be conducted by CP&L for the
Commission and for representatives of all parties of record who wished to
participate. The inspection tour of CP&L‘s Brunswick Nuclear Power Plant was
held as scheduled. All parties of record were permitted to send a
representative. The following persons attended: Chairman Robert K. Koger and
Commissioners Leigh H. Hammond and A. Hartwell Campbell; Karen E. Long and
G. Clark Crampton, Staff Attorneys - Publie Staffy S. R. Kirby, Staff
Attorney - NCUC, and D. F. Creasy, Chief Engineer - NCUC; and Richard E.
Jones, HNorris L. Edge, and Ronnie M. Coats - CP&L.
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On June 1, 1983, a Petition to TIntervene and Motion for Extension of Time
to File Testimony was filed on behalf of the Carolina Industrial Group for
Fair Utility Rates, "CIGFUR II," consisting of: Federal Paper Board Company,
Inc.; Huron Chemieals of America, Inc.; LCP Chemicals and Plasties, Inec.;
Monsanto Company; Union Carbide Corp.; and Weyerhaeuser Company. That
Petition and Motion was allowed by Order issued June 6, 1983.

on June 9, 1983, a Petition to Intervene was filed on behalf of Clark
Equipment Company, Masonite Corporation, and The Firestone Tire and Rubber
Company, alleging that those corporatiocns had become members of "CIGFUR II."
That petition was allowed by Order issued June 15, 1983.

on June 10, 1983, the Commission issued its Order directing the Publie
Staff to file certain data, exhibits, and schedules identified therein. The
time initially set in that Order for the subject data to be filed was
subsequently extended by the Commission, upon verbal motion by the Public
staff, and said data, exhibits, and schedules were timely filed and served
pursuant to such extension.

Prior to and during the course of the hearings, various other procedural
and discovery motions were made and Orders were entered relating thereto, all
of which are a matter of record. Further, pursuant %o various Commission
Orders or requests, also of record, various parties were directed or permitted
to file and serve certain late filed exhibits, either during or subsequent
to the hearings held in this matter.

The proceeding came on for public hearings in the territory served by CP&L
as noted herein. WYight hearings were scheduled and held by the Commission for
the specific purpose of receiving testimony from publie witnesses in
Asheville, on Monday, May 16, 1983; in Wilmington on Wednesday, May 25, 1983;
in Goldsbore, on Thursday, May 26, 1983; and in Raleigh, on Wednesday,
June 29, 1983, Public witnesses also appeared and testified in Raleigh, on
June 28, 19813, The following persons appeared and testified at these
hearings:

Asheville: David Spicer, Frank Fishburne, Jr., Richard N. Barber, Jr.,
L. W. Kraft, Kitty Boniske, Keith Thomson, Rebecca Williams, Carroll Rogers,
Jr., Fred Sealey, and Charles Brookshire;

Wilmington: R. F. Warrick, Llewellyn Bestal, Ron Shackleford, Jerry Cabot,
Larry Vestal, Stanley R. Addlemann, Herbert Slack, John Fitzpatrick, and
William S. Conners

Goldsboros Jim Barnwell, Fred Lutz, Marie Grant, Ron Staton, Lou Colombo,
Henry L. Stewart, Jr., Sylvester F. Lane, D. J. Pelt, George Mitchell, Ernest
Smith, Craig Kennedy, John W¥. Walker, Rachel Jefferson, Steve L. Herring,
Edwin H. Allen, Allen J. Griffin, Ralph Carraway, Karl Best, Gladys Thornton,
and Debbie Jones; and

Raleigh: Lonnie Knott, Christopher Scott, R. H. Beatty, William T. Fuller,
J. Franklin Drake, Jane Sharp, Gene Furr, Joseph Reinchens, Joseph R. Overby,
William Parrish, John Currin, Jr., Rex Paramore, F. R. Reobinson, William
Winston Sears, Alfred Compton, Joe R. Ellen, Jr., Curtis Sapp, Clarence
Knight, Elilsha Wolper, Carolyn Moore, John M. Green, William Bell, Elliot
Winit, and Johnny Lee Williams.
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The case in chief came on for hearing as ordered on June 28, 1983, for the
purpose of presenting the Applicant’s evidence. The Applicant presented the

testimony and exhibits of the following witnesses:

1. Sherwood H. Smith, Jr., President, Chief Executive Officer, and
Chairman of the Board of Directors of CP&L (direct testimony);

2. Edward G. Likly, Executive Vice President and Chief Financial Officer
of CP&L (direct, supplemental, and additional supplemental testimony);

3. Dr. James Vander Weide, Professor of Finance, Fuqua School of
Business, Duke iniversity (direct and supplemental testimony):

4. R. A&. Watson, Vice President - Fuel in the Fuel and Materials
Management Group of CP&L {direect and supplemental testimony};

5. Lynn W. Eury, Senior Vice President - Power Supply (direct testimony);

6. M. A. McDuffie, Senior Vice President - Engineering and Construction
(direct testimony);

T. Steven S. Faucette, Director of Regulatory Accounting ({direct and
supplemental testimony);

8. Paul S. Bradshaw, Vice President - Accounting Department and Cohtroller
of CP&L (direct and supplemental testimony);

9. Dr. Robert M. Spann, Principal and Member of Board of Directors of ICF,
Tncorported (direct testimony);

10. David R. Nevil, Manager - Rate Development and Administration in the
Rates and Service Practices Department of CP&L (direct, supplemental, and
additional supplemental testimony);

11. Joe A. Chapman, Supervisor - Rate Support in the Rates and Service
Practices Department of CP&L (direct and supplemental testimony);

12. Norris L. Edge, Vice President - Rates and Service Practices Department
of CP&L (direct, supplemental, and additional supplemental testimony)};

13. Archie W. Futrell, Director of Economic and Energy Forecasting and
Special Studies for CP&L (rebuttal testimony); and

14. John D. MeClellan, Partner and Regulatory Specialist with Deloitte
Haskins & Sells (rebuttal testimony).

The Public Staff presented the testimony and exhibits of the following
witnesses:

1. Dennis J. Nightingale, Director of the Electric Division of the Public
Staff (direet and supplemental testimony);

2. William E. Carter, Assistant Director of the Accounting Division of the
Public Staff (direct and supplemental testimony);
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3. Timothy J. Carrere, Engineer with the Electric Division of the Public
Staff (direct testimony);

4, Benjamin R. Turner, Jr., Engineer with the Electric Division of the
Public Staff (direct testimony);

5. George BE. Dennis, Supervisor of the Water 3ection of the Accounting
Division of the Public Staff (direct testimony);

6. Richard N. Smith, Engineer with the Electrie Division of the Publiec
Staff (direct testimony);

7. William W. Winters, Supervisor of the Electric Section of the
Accounting Division of the Publie Staff (direct and additional testimony);

8. Thomas 5. Lam, Engineer with the Electric Division of the Public Staff
(direct testimony);

9. WNancy B. Bright, Director of the Accounting Division of the Publie
Staff (direct testimony); and

10, Dr. Carcline M. Smith, Senior Consultant, J. W. Wilson and Agsociates,
Ine. {direct testimony).

The Attorney General of the State of North Carolina presented the testimony
and exhibits of the following witnesses:

1. Dr. John K. Stutz, Senior Research Seientist with Energy Systenms
Research Group, Ine.; and

?. Dr. Richard A. Rosen, Executive Viee President and Senior Research
Scientist with Energy Systems Research Group, Inc.

The Intervenor Department of Defense presented the testimony and exhibits
of John William McCabe ITX, of the consulting firm of MeCabe Associates, Ine.

The Intervenor Kudzu Alliance presented the testimony and exhibits of Wella
Eddleman.

The Intervenor Carolina Industrial Group for Fair Utility Rates presented
the testimony and exhibits of Maurice E. Brubaker, Vice President, and
Micholas Phillips, Jr., Consultant, Drazen - Brubaker and Associates, Inc.,
and those of Dr. Jay B. Kennedy, Executive Director of the Electricity
Consumers Resource {ouncil.

The Commission issued an Order Granting Partial Inecrease in Rates and
Charges in this docket on September 19, 1983,

On September 30, 1983, Carclina Power & Light Company filed a Motion for
Reconsideration asking the Commiasion to reconsider that portion of Finding of
Fact No. T in the September 19, 1983 Order which requires treatment of
investment tax credits associated with property sold to the North Carolina
Eastern Municipal Power Agency as an addition to the gain from the sale. On
October 7, 1983, the Public Staff filed a response to CP&L’s Motion for
Reconsideration urging that reconslderation be denied or, if reconsideration
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L
be undertaken, that no amendment or change be ordered. On Qctober 4, 1983,
the Attorney General filed a Motion for Reconsideration asking the Commission
to reconsider Finding of Fact No. 13 in the September 19, 1983 Order dealing
with fuel costs. On October 11, 1983, the Public Staff filed a Motion for
Reconsideration also asking the Commission to reconsider Finding of Fact
No. 13.

On that same date, October 11, 1983, the Public Staff filed a Motion
pursuant to G. 3. 62-90, as amended, asking for an extension of time within
which any party may appeal from the Septembef 19, 1983 Order. The Commission
issued an Order on October 14, 1983, allowing an extension of time within
which any party may appeal the September 19, 1983 Order for an additional
thirty days, up to and including November 18, 1983, and scheduling an oral
argument on the outstanding motiona for reconsideration for October 24, 1983,
Thé oral argument was convened as scheduled, and the Commission heard argument
on behalf of Carolina Power & Light Company, the Public Staff, the Attorney
General, the Carolina Industrial Group for Fair Utility Rates, and the North
Carolina Textile Manufacturers Association.

on November 17, 1983, the Publie Staff filed Exceptions and Notice of
Appeal, and on November 18, 1983, the Attorney General filed Exceptions and
Notice of Appeal. As of November 18, 1983, the deadline for parties to appeal
the September 19, 1983 Order, the Commission had not reached its decision on
reconsideration. However, the time for cross appeals having not yet edpired,
the Commission continued its reconsideration pursuant te the authority of
G. S. 62-80. See State ex rel. Utilities Commigsion v. Edmisten, 291 N.C.
575, 581-82 (1977). The Supreme Court wrote in that case, "We think it clear
that G. S. 62-80 is broad enough to permit the Commission to modify and amend
its order, even substantially, for: the reason that, upon further consideration
of the record before it, the Commission comes to the opinion that its order
was due to the Commission’s misapprehension of the facts, or disregard of
facts, shown by the evidence received at the original hearing." Id. at S84,
See also G. 5. 62-90(c), which provides that the Commission may on its cwn
motion set exceptions filed along with a notice of appeal for further hearing
before the Commission. On November 29, 1983, the Commission issued an Order
requesting that certain data be filed by the Company on or before December 1,
1983. The Company filed such data on December 1, 1983.

Upon reconsideration of Findings of Fact Wos. 7 and 13 of the September 19,
1983, Order pursuznt to G. S. 62-80 on the basis of the record already
compiled, the Commission now issues the present Order on Reconsideration.

Based upon the verified application, the testimony and exhibits received
into evidence at the hearings, and the record as a whole of these proceedings,
the Commission now makes the following
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FINDINGS OF FACT

1. (P&L is engaged in the ©business of developing, generating,
transmitting, distributing, and selling electrlc power and energy to the
general public within a broad area of eastern and western North Carolina, with
its principal office and place of business in Raleigh, North Carolina.

2. CP&L is a publie utility corporation organized and existing under the
laws of the State of North Carolina and is subjeet to the jurisdiction of this
Commission. CPEL is lawfully before this Commission based upon its
application for a general inerease in its WNorth Carolina retail rates and
charges pursuant to the jurisdiction and authority confeerred upon the
Commission by the Public Utilities Act.

3. The test peried for purposes of this proceeding is the 12-month period
ended September 30, 1982, adjusted for certain known changes based upon
circumstances and events occurring up to the time of the close of the hearings
in this docket.

4. CP&L, by its application, sought an inoresse in its basic rates and
charges to 1ts North Carolina retail customers of $164,912,650.

5. The overall quality of electric service provided by CP&L to its North
Carclina retail customers is adequate.

6. The "summer/winter peak and average" method as discussed herein is the
most appropriate method for making jprisdichional allocations and for making
fully distributed cost allocations between customer c¢lasses in this
proceeding. Consequently each finding of fact appearing in this Order which
deals with the overall level of rate base, revenues, and expenses for North
Carolina retail service has been deterpined based upon the summer/winter peak
and average cost allocation method.

T« The appropriate treatment in this case to reflect the sale of assets to
North Carolina Eastern Municipal Power Agency (NCEMPA) include: (a) a
three-year amortization of bthe gain flowed through to the ratepayers, (b) a
reduction from rate base for the unamortized portion of the gain on the sale,
(e¢) an additional rate base deduction of $50,383,000 related to Accumulated
Deferred Income Taxes associabed with the sale, and {(d) an allocation of 68.7%
of the gain to the North Caroclina retail customers.

8. The Company should be allowed to recover its abandonment loss sustained
as the result of the Company having terminated construction on, and having
abandoned, its Shearon Harris Nuclear Units Nos. 3 and U. The recovery of the
Company”s investment in those units should be over a 10-year amortization
period. It is neither fair nor reagonable teo include any portion of the
unamortized balance of this investment 1n rate base, and no adjustment which
would have the effect of ‘allowing the Company to earn a return on the
unamortized balance of this investment should be ordered.

9. The Company should be allowed to continue the recovery of its
abandonment loss sustained as the result of the Company having terminated
eonstruction on, and having abandoned, the South River Project and the
Brunswick cooling towers, as previously allowed by the Commiszion; however,
the unamortized balance of these investments should no longer be fncluded in

I's
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rate base nor should any adjustment be ordered which should have the effect of
allowing the Company to earn a return on the unamortized balance on these

investments.

10. CP&L has mistakenly interpreted and applied prior Orders of this
Commission which specified and directed the methodology to be used to compute
the amounts charged te North Carolina retail ratepayers for coal purchased
from CP&L’s affiliated coal mines. It is appropriate that such mistakes be
corrected by this Commission.

11. Seventy-eight days of outages at CP&L’s Brunswick Unit Nos. 1 and 2 in
the Summer of 1982 largely resulted from past inefficlency in nuelear plant
management practices. This inefficiency increased the cost of szervice to
CP&L s customers. For these reasons, a rate of return penalty should be
imposed on CP&L.

12. A normalized test period generation mix is apprepriate for determining
the baze fuel component in the rates.

13. A base fuel component of 1.677¢ per kWh excluding gross receipts tax
is appropriate for this proceeding, reflecting a reasonable fuel cost of
$315,593,000 for North Carolina retail service. The 1.67T¢ per kWh base fuel
component in the rates does not reflect an "experience factor."

14, A $76,079,959 working capital allowance for fuel inventory is appro-
priate for North Carolina retail service in this proceeding, consisting of
$69,489,429 for coal inventory, $6,507,444 for liquid fuel inventory, and
$83,086 miscellaneous fuel stock.

15. The reasonable working capital allowance and deferred debits and
eredits is $98,868,000.

16. The proper amount of reasonable and prudent expenditures for
construction work 1n oprogress (CWIP) to allow in rate base pursuant to
G. S. 62-133 is $539,781,000, 1Inclusion of this amount of CWIP in rate base
is in the public interest and is necessary to ensure the financial stability
of CP&L. This leaves a North Carolina retail amount of approximately $582
million CWIP not included in the rate base.

17. CP&L’s reasonable original cost rate base used and useful in providing
service to the public within the State of Neorth Carolina is $2,222,871,000;
consisting of electric plant in service of $2,431,733,000, net nuclear fuel of
$25,172,000, and construction work in progress of $539,781,000, a working
capital allowance of $98,868,000, reduced by accumulated depreciatlion of
$559, 362,000 and accumulated deferred income taxes of $313,321,000.

18. Appropriate gross revenues for CP&L for the test year, under presgent
rates and after accounting and pro forma adjustments, are $1,104,072,000.

19. The reasonable level of test year operating revenue deductions for the
Company after normalized and pro forma adjustments is $902,976,000.

20. The reasonable capital structure to be employed as a basis for
gsetting rates in this proceeding is composed as follows:
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Debt lg.5¢
Preferred stock 12.5%
Commen stock 38.0%

Total capitalization 100, 0%

21. That the Company’s embedded coat of debt and preferred stock are 9.59%
and 8.96%, respectively. 1In view of the poor nuclear performance resulting
from past management inefficleney and imprudence as described herein, the rate
of return for CP&L to be allowed to earn on its common equity is 14.5%. 1In
absence of its poor nuclear performance, CPAL would have been entitled to a
15.25% rate of return on common equity. Using a weighted average for the
Company’s cost of long-term debt, preferred stock, and common egquity, with
reference to the reasonable capital structure heretofore determined, yields an
overall fair rate of return of 11.38% to be applied to the Company’s original
cost rate base. Such rate of return will enable CP&L, by sound management, to
produce a fair return for shareholders, to maintaln its facilities and service
in accordance with the reasonable requirements of its customers, and to
compete in the market for capital on terms which are reasonable and fair to
its customers and to existing investora.

22. The Commissicn in its September 19, 1983, Order found that CP&L should
increage its annual level of gross revenues under the then current rates by
$90,855,000, The Commission further found that the annual revenue requirement
approved in the September 19, 1983, Order of $%1,196,049,000, would allow CP&L
a reascnable opportunity to earn the rate of return on its rate base which the
Commission has found just and reasonable, The revenue requirement approved
therein was based upon the original cost of CP&L’s property used and useful in
providing service to its customers and its reascnable test year operating
revenues and expenses as previously set forth in these findings of fact. The
Commission recognizes that the annual gross revenue inerease reflected herein
on reconsideration of $91,211,000 exceeds by $356,000 the annual gross revenue
increase established by the Commission’s Order Granting Partial Increase in
Rates and Charges issued September 19, 1983. However, due to the lack of
materiality of such an inerease relative to the Company’s total revenue
requirements (less than .0003) the Commission finds it unreasonable for CP&L
te increase the rates and charges which became effective on September 19,
1983, in order to recover such a de minimus amount. The Commission
therefore finds it reasonable for CP&L to mainbain without. change the rates
and charges which became effective September 19,1983,

23. Further study and discussion js needed with regard to quantifying an
appropriate cost differential between summer and winter months for residential
gervice and between on-peak and off-peak hours for all customer classes.

24, Tt is appropriate that the Company reduce the on-peak hours in its
Reaidential Time of Use rate schedule R-TOU from 10:00, p.m. to 9:00 p.m.
during the summer mcnths.

25, It is not appropriate that the Company expand its lecad control program
to include customers with thirty (30) gallon water heaters at this time.

26. It is appropriate that Large General Service Time of Use rate Schedule
LGS-TOU and Customer Generation Rider 55 exclude a billing demand ratchet, and
that such exclusion be without prejudice to the Company seeking a ratchet at a
later date which would recover distribution fixed costs only.
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27. The rate designs, rate schedules, and service rules filed by the
Company in response to the Commission’s September 19, 1983, Order, except for
the modifications thereto as desoribed herein, are appropriate and should be
maintained by the Company.

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 1 AND 2

The evidence supporting these findings of fact is contained in the
Company’s verifled application, in prior Commission Orders in this docket of
which the Commission takes notice, and G.S. 62-3(23)a.l and G.S. 62-133.
These findings of fact are essentially informational, procedural, and
jurisdictional in nature and the matters which they involve are egssentially
uncontested.

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 3 AND 4

The evidence supporting these findings of fact is contained in the
Company’s verified application, the Commission Order issued March 7, 1983, and
the testimony and exhibits of Company witnesses Smith, Lilly, Bradshaw, Nevil,
Faucette, Watson, and Edge.

EVIDENCE AND CONCLUSIONS JFOR FINDING OF FACT NO. 5

The evidence for this finding of fact is found in the testimony of Company
witness Smith and that of various public witnesses who testified at the
hearings which were held in this matter in Asheville, Wilmingbton, Goldsboro,
and Raleigh. Careful consideration of such evidence leads the Commission to
conclude that the quality of electric service whieh the Company is providing
to its North Carolina retail customers is adequate.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FAGT NO. b

The evidence for this finding of fact consistz primarily of the testimony
and exhibits of Company witness Chapman; Public Staff witness Turner;
Department of Defense {DOD) witness McCabe; Carolina Industrial Group for Fair
Utility Rates (CIGFUR) witnesses Brubaker, Phillips, and Kennedy; and. Kudzu
Alliance witness Eddleman.

CP&l, provides retail service in two states, as well as wholesale service.
For this reason, it 1is necessary to allocate the cost of service among
jurisdictions and among customer classes within each Jurisdietion. In its
four previocus rate cases in NWorth Carolina, the Company proposed the "summer
peak and average" method for allocation of production level costa. The
Commission did not change from the Summer coincident peak method to the peak
and average method in the first case, Docket No. E-2, Sub 366. However, in
the next two cases, Docket Nos. E-2, Sub 391, and E-2, Sub 316, the Commizsion
adopted the peak and average method. In the Company’s last rate cage, Docket
No. E-2, Sub 444, the Commission modified the peak porticn of the peak and
average method to reflect the average of the summer and winter coincident
peaks rather than the summer peak only.

In this case, the Company proposed the "summer/winter peak and average"
(SWPRA) approved by the Commission in Docket No. E-2, Sub 44h,.  The SWPEA
allocates approximately U40% of production plant and related expenses based on
peak responsibility, in this case the average of the summer and winter peak
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demands, and the remaining approximately 60% based on kWh consumption. ‘The
60/U0 split is determined by the system load factor caleculated using the
average of the summer and winter peaks. B

Public Staff witness Turner recommended that the SWP&A method be utilized
for the purpose of assigning costs to the North Carolina retail jurisdiction.
He recommended that the "summer/winter peak and base," or modified peak and
base (MPB), methodology be utilized for the purpose of assigning costs to the
retail rate classes. The MPB allocation method allocated 65% of production
plant and related expenses on an average of summer and winter coincident peak
demand (%W) and the remaining 35% based on energy (kWh). The MPB method
differs from the SWP&A method proposed by CP&L in that the MPB method
allocates 35% of production costs by energy.

Witness Turner stated that the Company’s proposed use of the summer/winter
peak and average method for rate design purposes may be unfair to certain
customer classes because, in his opinion, it does not reecognize the
possibility that the costs of fuel may vary among classes. For example, if a
particular customer class is assigned base load plant costs, witness Turner
contended that it should also be assigned the lower fuel costs assoclated with
the base locad plant. Conversely, if a2 class 1s assigned primarily peaking
plant costs, witness Turner contended that it should alsc be assigned the
higher fuel costs associated with the peaking plant.

Witness Turner cited a Public Utilities Fortnightly article entitled
"Bias in Traditional Capacity and Energy Cost Allocation™ which pointed out
that there can be significant differences in costs among customer classes if
the higher load facter customer is not assigned the lower fuel costs
associated with base load plant. Witnesa Turner also stated that a recent
NRRI Workshop which he attended concentrated on a method of allocating capital
costs and fuel costs based on actual loads, which tended to show that the
assignment of energy or fuel costs by the energy allocation factor may
overcharge some customers for fuel and undercharge others. Therefore, witness
Turner recommended that the Commission adopt the summer/winter peak and base
method for rate design purposes as a more conservative step in the recognition
of energy-related production plant coats.

CIGFUR witness Brubaker proposed to allocate production costs based on the
one-hour c¢oincident peak (CP) allocation method. Brubakér contended that it
is primarily the system peak demand that drives the need for the addition of
capacity. He contended that said capacity cost should be alloeated to each
customer class by each c¢lass’s kilowatt contribution to the system peak.
Witness Brubaker contended that allocating the fuel cost to each customer
class based on energy usage is not "symmetrical" with the peak and average
approach. The result, in his opinion, iz that the SWP&A method fails to give
the high lead factor customers the benefit of the lower fuel costs associated
with the production plant investment assigned to them.

CIGFUR witness Phillips also testified that the Company’s SWP&A allocation
method lacked "symmetry" between allocation of production plant investment and
allocatien of fuel costs. In support of the CP methed, Phillips argued that
allocation of plant I1nvestment on the basis of the single annual peak and
alloeation of fuel on the basis of energy usage did not suffer the same
problems with "symmetry.n
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Witness Eddleman testified that the most appropriate way to allocate costs
is to use the coineident peak method with the summer/winter contribution of
each customer c¢lass averaged.

The Commission concluded in previous rate cases, for reasons explained
extensively in Docket No. E-2, Sub 3UY4, that the cost allocation method
utilized for rate-making purposes should recognize the energy related portion
of fixed costs. Essentially, the Commission reasoned that not all fixed costs
represent the cost of meeting system peak demand, and that a significant
porticn of fixed costs represénts the cost of producing kWh during many hours
of the year and of producing such kWh at a lewer fuel cost per kWh. The
Commission continuwes $o be persuaded in this proceeding that the cost
allocation method utilized herein should recognize the energy related portion
of fixed costs.

CIGFUR withess Phillips presented an exhibit showing deelining system load
factors in more recent years and contended that the exhibit demonstrated the
detrimental effect of using the peak and average method for cost allocation
during the past three years. However, upon ¢loser examlnation of the exhibit
by the Commission, it appears that the load factors are calculated using a
mixture of summer peaks and winter peaks. If the exhibit is recalculated
using annual summer peaks only, the resulting system load factors in recent
years will be very consistent with all system load factors over the past 10
years. On the other hand, if the exhibit is recalculated using annual Winter
peaks only, the resulting system load factors in recent years will decline in
comparison with all system load factors over the past 10 years. Therefore,
any decline in system load factor appears to be the result of the winter peak,
not the summer peak, and appears to call for a cost allocation method which
places more emphasis on usage during the winter peak and less emphasis on
ysage during the summer peak.

The Commission concluded in the previous rate case, for reasons explalned
extensively in Docket No. E-2, Sub U4l that it is not persuaded that system
capacity is installed to meet a single system peak, and that both the summer
peak and the winter peak should be recognized in the cost allocation process.
THe evidence presented in this proceeding continues %o persuade the Commission
that the summer/winter peak as proposed by the Company is appropriate for use
as a part of the cost allocation process.

DOD witness McCabe testified that he preferred the 12-month coincident peak
allocation method. The Commission has reviewed the rates of return resulting
from various cost allocation methods in this proceeding and notes that the
rates of return are very similar when comparing: (1)} the 12-month peak and
average method with the summer/winter peak and average method; (2) the 12-
month peak and base method with the summer/winter peak and base method; and
(1) the 12-month coincident peak methed with the sumder/winter coincident peak
method. Therefore, the Commission is of the opinion that the summer/winter
peak (i.e., average of summer and winter peaks) produces results which are as
satisfactory as the 12-month peak (i.e., average of 12 monthly peaks) for cost
allocation purposes in this proceeding.

The Company presented two cost allocation studies in this proceeding based
on variations of a “stacking" methodology. The "stacking" method used for the
atudies is the same used for similar studies presented in the previous rate
case in Docket No. E-2, Sub U444, The Commission concluded in the previous
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rate case that the "production stacking" method, one of the two variations
presented, demonstrated that the energy-related portion of fixed costs might
well be as much as 60% of total fixed costs (of production plant).

For this oproceeding, Public Staff witness Turner pointed out several
inconsistencies in the "production stacking" methodology, including the
problem of different dollar vintages associated with the embedded cost of each
of the generating units. While the Commission recognizes the limitations of
the "production stacking" methed as a cost allocation method, it is of the
opinion that said method still represents a good faith effort to quantify the
amount of fixed costs which might be claszsified as energy related, and as such
it represents a useful tool for comparing the cost allocation methods proposed
by the varlious parties to this proceeding. The Commission would welcome any
improvements in the studies or any alternative studies which might be useful
in quantif'ying the energy-related portion of fixed costs.

The Commission concludes that the summer/winter peak and average method for
allocating costs 1s appropriate for this proceeding. The Commission further
concludes that the Company should continue to file alternative cost allocation
studies in future general rate proceedings in order to facilitate further
diseussion of the many issues raised regarding cost allocation.

Another area for discussion is the assertion by several parties to this
proceeding that allocation of energy-related fixed costs (of production plant)
by means of kifh usage, as provided .by the summer/winter peak and average
method, will cause high load factor customers tc bear a greater share of
responsibility for such fixed costs, and that such high load factor customers
will not at the same time be given a greater share of credit for the lower
fuel costs associated with the fixed costs.

The summer/winter peak and average method allocates energy-related fixed
eoats for base load plants by kWh usage in the same proportions as the low
cost fuel for said base load plants is allocated by kWh usage. The Commission
must reject any assertion that such allocation of energy-related fixed cost is
not. consistent with allocation of low eost fuel, because both types of costs
are allocated in exactly the same proportions.

The summer/winter peak and average method allocates demand-related fixed
costs (for base 1leoad plants and for peaking plants) by means of peak
responsibility (i.e., by one or more system peaks). There has not been any
serious assertion by proponents of the peak responsibility methods that the
fuel costs for said peaking plants (or for base load plants) should alsc be
allocated by peak resvonsibility.

Witness Turner suggested that the problem of quantifying the energy-related
portion of fixed costs {of production plant) might be resolved by means of a
cost allocation study which assigns both fixed costs and variable costs to
each of the B760 hours of the year, and he recommended that such a study be
undertaken. The study could alsc resolve limitations found in the Company’s
attempts to determine appropriate cost differentials between summer usage
versus winter usage and between on-peak wusage versus off-peak usage as
discussed elsewhere herein.

The Company pointed out that a study which would assign costs to the hours
during which those costs were incurred, and which would also allocate the



197
ELECTRLCITY - RATES

costs in egeh given hour to customer classes based on their kWh usage during
the given hour, would be a very large undertaking and ecould require a
significantly larger load survey effort in order to be statistically valid.
The Company suggested that it be allewed to work with the Public Staff to
develop a study which would be responsive to the concerns discussed herein and
would also be a reasonable undertaking from a cost and a technieal
standpoint. The Commission concludes that the Company s suggestion represents
the best course to follow in this proceeding.

Finally, the Commission would point out that the matter of assigning costs
is not an exact science, and therefore that further review and study is an
appropriate matter for continuing consideration. Some members of the
Commission prefer that the matter not be considered as a final judgment based
on the evidence presented in this case. For instance, the assigning of class
cost responsibilities may have a significant effect or 1impact on the
assignment of jurisdictional cost responsibilities. Thus, the Commission will
follow with interest the methodologies adepted by regulatory bodies in other
Jjurisdictions. in any event the Commission, in adopting the summer/winter
peak and average allocation method in this proceeding, does not preclude the
possibility that additional data may indicate the need for considering and
possibly adopting some other methodology in future proceedings.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. T

The evidence supporting this finding of fact is found in the testimony and
exhibits of Company witnesses Smith, Lilly, Faucette, Bradshaw, Nevil,
Chapman, and MeClellan; Public Staff witnesses Dennis and Winters; and DOD
witness MeCabe.

During 1981, CP&L concluded negotiations with the . North Carolina Eastern
Municipal Power Agency (NCEMPA) for the sale of interests in certaln of the
Company’s generating units. The agreements between CP&L and NCEMPA provided
for a series of closings to effect this transaction, with each closing
increasing the percentage ownership of assets by NCEMPA until 100% of the
agreed-upon share was transferred. The first closing of a 33% ownership share
took place in April 1982. After additicnal closings in August, October, and
November 1982, a final closing took place in April 1983, which brought NCEMPA
ownership to 100% of the agreed-upon share of facilities.

Company witness Chapman testified that as of the final closing, NCEMPA
owned generating capacity equal to approximately 524 of its present load
requirements. Until the completion of the purchased units, which are still
under construction, CP&L will provide for service to meet the remainder
{presently 48%) of the NCEMPA requirements under the provisions of the Power
Coordination Agreement (PCA). 1In addition, the Company will provide NCEMPA
with backstand power during periods when its share of owned units is
unavailable due to maintenance, modification, or forced outages. Sales by
CP4L to NCEMPA under the PCA are termed Supplemental Sales. Revenues related
to these sales are determined in accordance with pricing mechanisms specified
in the PCA.

A number of Company witnesses testified regarding the benefits of the sale
to NCEMPA. Witness Smith testified that these benefits included reduction of
the need for outside financing during 1982, reduction of future construction
expenditures, inecreased financial strength which prevented a further lowering
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of the Company’s security ratings, and the added assurance that adequate
generating capacity can be completed to provide Ffor future growth. Company
witness Smith testified that NCEMPA has paid the Company approximately $700
million during the 1982-1983 time period. Company witness Lilly testified
that NCEMPA will contribute another $670 million over the next 10 years toward
its share of new construction. Witness Lilly indicated that these funds would
slow the risé of embedded capital costs and thus hold down customer rates.

Company witness Bradshaw testified that the customer would also benefit
from the Company’s proposal to flow the majority of the profit realized above
book value back to the customer; from provisions for the buy-back of power
from NCEMPA at prices below CPAL's cost; and by the lower AFUDC rate that
would result due to reduced capital costs. Company witness Chapman testified
that an ongoing benefit to the customer of the sale is the additional load
portion of NCEMPA, comprised of load not previously served by CP&L which
reduces the portion of fixed costs each customer must pay.

A3 a vesult of the CP&L sale to NCEMPA and the associated agreements, the
Company has incorporated in its filing in this docket a number of adjustments.
These relate to the specific treatment of the various costs and revenues on
which the sale had an impact, including: profit above book value realized
from the sale, revenues from supplemental sales to NCEMPA, and adjustments to
pro forma test year results to exclude 100f of NCEMPA's ownership. The
Company contends that the overall result of its treatment of the NCEMPA sale
is a benefit. to the North Carolina retail customers. This is due primarily to
the improvement in Company’s finaneial condition and a reduction in fubure
need for espital which lowers capital costs, the flow-back of the profit or
gain to the customers, and provisions for buy-back of power at a discount from
NCEMPA’s portion of generating units. The Company believes that its treatment
of the elements of the NCEMPA transaction should be viewed as a negotiated
package and that, as such, it results in a substantial net benefit to the
ratepayer.

The Company and certain of the parties are in disagreement with respect to:

1. The time period for flawing back the gainj

2. The treatment of the unamortized balance of the gainj

3. The allocation of the gain;

4. The treatment of accumulated deferred taxes associated with the gaing

5. The time period for flowing back investment tax credits associated with
plant sold to WCEMPA; and

6. The calculation of Supplemental Revenues.

The first speeifie item for discussion is the profit or gain received by
CPEL as a resulbt of the sale. This gain of $37,327,000 is the amount by which
the price paid for shares of generating units exceeds the proportional
original cost of those units. There are three issues to be resolved arising
from this gain. These are:

1. Over what time period should the gain be flowed through to the
customer? ’

2. If the period is longer than one year, how should the unamortized
portion of the gain be treated?



199
ELECTRICITY - RATES3

3. What is the proper allocation of the gain to North Carolina retail
customers?

Regarding the time period for flowing the gain to the customers, the
Company has proposed three years. The Company accomplishes the flow-back by
an adjustment which increases Income for Return and, thereby, because of
associated taxes, decreases the North Carolina retail revenue requirement by
approximately twice the amount of the income for return adjustment. Company
witness Bradshaw testified that in his opinion the gain, under normal
accounting procedures, belongs to the stockholder but that the Company is
flowing it through to its customers to offset the costs.of cancelled plants.
Since the flow-through is a benefit to the ratepayer, it is being amortized
over only three years. Witness Bradshaw testified that if the gain had been
an expense of comparable magnitude, the Company would have requested a longer
amortization period.

Publie Staff witness Winters recommended that the entire gain be flowed
through to the ratepayer in the ocurrent rate case because the Company
presently has the proceeds from this sale available to it. Witness Winters
testified that if the Company’s position is accepted, the revenue requirement
in this case will be $35,838,000 greater than his recommendation. Witness
Winters additionally stated that the Company, in 1ts last rate case had
proposed flowing through the entire gain that had been realized at that time.

Company witness Bradshaw testified that the Company’s position has been
consistent between rate cagses because in the last cidse the Company proposed
flowing back one-third of the gain, which was- the gain that had been realized
at that time. The Company is again recommending that one-third of the gain be
flowed through per year.

The Commission, having reviewed the evidence in-this case, believes that a
three-year amortization of the gain is reasonable. The Commission recognizes
that an extraordinary event of this amount, whether a profit or an expense,
should be amortized over some period of time. The Commission believes it is
appropriate to adopt the amortization period proposed by the Company of three
years. Therefore, the three-year amortization periocd recommended by the
Company is found to be reascnable.

The second issue relating to the gain is the proper treatment of the
unamortized balance of the gain. The Company has included an adjustment to
increase income for return by $742,008 which represents a return on the debt
portion of the unamortized gain. The Company thereby reduces the revenue
requirement based on the debt portion of the gain. Company witness Bradshaw
testified that this is consistent with the Commission treatment of the Harris
Units Wo. 3 and 4 loss in Docket No. E-2, Sub 44U, and the Company’s requested
treatment of the Harris Units No. 3 and U4 unamortized ‘balance in this case.
In Docket No. E-2, Sub Ui, the Commission allowed the Company to earn a
return on only the debt portion of the loss by decreasing Income for Return by
such amount.

Public Staff wltness Winters recommended that if* thé gain is amortized over
a three-year period, the entire unamortized balance should be treated as
cost-free capital and be deducted from rate base. Witness Winters testified
that the Company’s position on this issue allows the Company to earn preferred
and common equity returns on funds which were not provided by the equity
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investors and have no costs to the Company. Witness Winters recommended that
these funds be treated in a similar manner to other cost-free capital.

After careful consideration of this issue, the Commission finds it
appropriate to deduct the unamortized gain on the sale to NCEMPA from the rate
hase in this proceeding. The unamortized gain on the NCEMPA sale represents
cost-free capital to the Company and in the Commissilon’s opinion it i=
unreasonable and improper to expect the ratepayers of the Company to pay a
return on ¢apital which has no costs to the Company.

The final issue related to the gain for consideration by the Commission
involves the proper allocation of the gain on the NCEMPA sale to the North
Carolina retail jurisdiction. Both the Company and the Publie Staff used a
production plant allocation factor to allocate the total Company gain to the
North Carclina jurisdietion. However the Company used an allocation factor
which reflected how production plant was allocable to this jurisdietion prior
to the sale of that production plant which gave rise to the gain in question.
The Public Staff, on the other hand, used an alleocation factor which reflected
how production plant was allocazble to this jurisdiction after the sale in
question.

Public Staff witness Winters presented an explanation of why and how the
sale in question changed the production plant alloecation factor. Witness
Winters” testimony in that regard was as follows:

"Immediately prior to the sale in question, CP&L was serving the customers
of the N. C. Eastern Munjcipal Power Agency as wholesale customers of CP&L.
However, by virtue of the sale itself those customers were eliminated as
CP&L wholesale customers. The interest in the generating units sold to the
Power Agency is now owned by it -- not CP&L -- and used by 1t -- not
CP&L -- to serve its member customers. Thus, the sale reduced the relative
percentage of the remaining production plant allocable to CP&L°= post-sale
wholesale customers. Concomitantly the sale increased the amount of CP&L‘s
post-sale production plant which is properly allocable to its N. C. retail
customers."

The evidence indicates that if the total Company gain of $37,327,000 is
allocated based upon CP&L’"s method, then only 62.8% of that gain is allocdted
to North Carolina retail customers. However, the evidence indicates that
after the sale, the Company’s production plant alloecable to this jurisdiction
is actually 68.7T%.

Presumably, under CP&L’s allocation method the 5.9% of the gain in
controversy would either go to 1ts sharehelders or would be {lowed back to its
post-sale wholesale customers. If that portion of the gain were flowed back
to CP&L’s post-sale wholesale customers, it would constitute a "windfall" to
them. Wor does there appear to be any logical reason why that portion of the
gain should inure to the benefit of CP&L‘s sharcholders. In any event,
neither treatment would be fair to the North Carolina retaill ratepayers. This
is true because those retail ratepayers must now pay a return on a higher
percentage of the production plant remaining on the CPEL system after the sale
to the Power Agency than they would have paid on the same plant prior to the
sale. Based upon a careful consideration of the evidence on this issue the
Commission concludes that the post-sale allocatien factor proposed by the
Publie Staff and the Department of Defense should be used for allocating the
gain on the sale to the North Carolina retail customers.
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The next area for consideration is the rate base treatment for the Deferred
Taxes associated with the gain from the sale to NCEMPA. The Company, in its
filing, made an adjustment to its per books values to reverse the booking of
Deferred Taxes in Account 190 associated with the gain from the sale to
NCEMPA. The effect of this adjustment was to reduce North Carolina retail
rate base by $36,500,247.

The Public Staff made an adjustment to Accumulated Deferred Income Taxes
which results in an additional rate base deduction of $50,383,000 on a North
Carolina retail basis. The difference of $50,383,000 results from the
ad justment made by witness Winters regarding the deferred income taxes related
to the sale of certain generating plant and transmission lines to the North
Carolina Eastern Municipal Power Agency. Witness Winters testified in this
regard as follows:

"The gain on the sale to the Power Agency was reduced approximately
488,000,000 for taxes which will not have to be paid until years into the
future. The Company has already received the funds to pay these taxes
through proceeds from the Power Agency. The Company has proposed not to
ineclude these deferred income taxes as a rate base deduction in this case;
and, if these deferred income taxes are not deducted from rate base, the
ratepayers will be required to pay a return on funds which were not
provided by the debt and equity investors. I recommend that the N. C.
retail portion of these deferred income taxes be deducted from rate base in
this proceeding as cost-free capital just as other deferred income taxes
are deducted as cost-free capital.

As part of my adjustment for deferred income taxes I have increased rate
base by approximately $15,000,000 to reflect the elimination of deferred
income taxes which the Company treats as cost-free capital. This
ad justment is necessary because these same deferred taxes were reflected as
an increase in the gain on the sale."

The Company, through witness Bradshaw, takes the view that the ratepayer
did not provide the funds associated with these deferred taxes and should not,
therefore, benefit from a rate base reduction resulting from them. Rather,
NCEMPA, which purchased from the Company’s investors certain generating
facilities, provided the funds associated with these deferred taxes to the
Company’s investors. Witness Bradshaw contended that the property that
created the deferred taxes is not in rate base, has not been requested to be
in rate base, and, therefore, the related deferred taxes should not be
deducted from rate base.

The Commission, after reviewing the evidence on this issue, recognizes that
the deferred taxes associated with the sale to NCEMPA represent cost-free
funds to the Company since these funds have been contributed to CP&L by
NCEMPA. CP&L has the use of these funds until such time as the taxes must be
paid. The Commission concludes that deferred taxes associated with the NCEMPA
sale should be treated as other cost-free capital to the Company and deducted
from rate base. Thus, the Commission concludes that deferred income taxes
should be increased by $50,383,000 and that the appropriate level of deferred
income taxes for use in this proceeding is $313,321,000.
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The next area for consideration relating to the sale to NCEMPA is the
proper treatment of Investment Tax Credits which are related to property sold
to NCEMPA. The Company has continued to treat these Investment Tax Credits as
it does all others and flows them back ratably over the life of the property.

Public Staff witness Winters recommended that the Investment Tax Credits
associated with property sold to NCEMPA be flowed back currently. Witness
Winters” opinion is that ecurrent flow-through of these amounts would not be in
violation of IRS regulations since the applicable Code provision refers to the
..useful life of property. Witness Winters further contends that the useful
life has terminated when the plant has been sold.

Company witness MoClellan testified that a current flow-through of the
Investment Tax Credits assceiated with the sale would be in violation of
Section H46(f){2) of the Internal BRevenue Code. In witness MeClellan’s
opinion, current flow-through will exceed the ratable flow-through mandated.
Witness McClellan testified that if the Company is found in violation of this
provision; it stands to lose Investment Tax Credits retroactively to 1975S.
The total projected loss for the period 1975-1984 would approximate
$300,000,000 on a total system basis. Witness McClellan supported his
interpretation of the IRS Code with a legal opinion from tax counsel.

The Commission concludes that the determination of the appropriate rate-
making treatment for the Job Development Investment Tax Credits relating to
the portion of the generating and transmission plant s0ld to NCEMPA should
properly be held in abeyance at this time. The Commission finds that the
Company should seek to obtain a ruling from the United States Internal Revenue
Service (IRS) regarding this matter. The Commission further comcludes that it
is prudent for the Company tc file with the Chief Clerk of the Commission a
draft of the Company’s proposed letter requesting a ruling on the matter for
review by the Commission and Public Staff prior to submitting the request to
the IRS. The resultant ruling or findings of the IRS or the current status of
the matter should properly be presented to the Commission in the Company’s
next general rate proceeding for resclutiecn of the iasue by the Commission at
that time.

The final area for consideration, which relates te the NCEMPA transactions,
is the proper treatment of the revenues from NCEMPA for supplemental sales.
The Commission will hereafter discuss this issue in Evidence and Conclusicns
for Finding of Fact No. 18.

EVIDENCE AND CONCLUSIONS FOR FiNDINGS OF FACT NOS. B AND 9

Evidence with respect to the rate-making treatment of abandonment losses
can be found in the testimony of Company witness Paul S. Bradshaw and Public
Staff witness Willlam W. Winters. The Public Staff takes the position that
the abandonment loss should be amortized over a 10-year period and that the
unamortized balance of the loss should be excluded from rate base and the
Company should not be allowed to earn any return on it. The Public Staff
argues that G. S. 62-133 only allows a utility to earn a return on property
which is ‘“used and wuseful™ in providing ubtility service or which is
construetion work in progress that meets the standards set forth in the
statutes. The Public Staff argues that abandonment 1losses gqualify under
neither category, that they must be excluded from the rate base, and that the
Company must not be a)lowed toc earn any return on them. In previous



/

A

4

203
ELECTRICITY - RATES

proceedings before the Commission, the Company has been allowed to amortize
the cost of the South River Project and the Brunswick cooling towers and to
include the unamortized balance of the projects in rate base. See Docket
Nos. E-2, Sub 391 and E-2, Sub 416. 1In the last CP&L rate case before the
Commission, the Commission allowed the Company to amortize the cost of Harris
Units Nos. 3 and Y4 over a 10-year period, and allowed that portion of the
unamortized balance supported by long-term debt to be included in rate base.
See Docket No. E-2, Sub U444, The Company argues that these treatments should
be continued.

The proper rate-making treatment of abandonment losses has been before the
Commission in several cases and will continue to arise in many future cases.
The Commission has, therefore, undertaken to re-examine this important issue
in order to develop a more consistent and equitable approach to it. The
Commission’s ultimate responsibility with respect to ratemaking is to fix
rates for the service provided which are fair and reasonable both to the
utility and to the consumer. G. S. 62-133(a); State ex rel Utilities
Commission vs. Morgan, 277 NC 255, 177 SE 2 405 (1970); State ex rel
Utiéi?ies Commission vs. Carolina’s Committee, 257 NC 560, 126 SE 24 325
(1962).

Although parties may disagree as to the amortization period, they agree
that the Company should be allowed to recover the prudently invested cost of
its abandonment losses through amortization over some period of time. The
Commission, based upon the evidence presented, must determine what is a fair
amortization period in order to fairly allocate the loss between the utility
and the consumer. 1In the last CP&L rate case, the Commission determined that
a 10-vear amortization period for abandonment losses resulting from
cancellation of Harris Units No. 3 and 4 "will more reasonably and equitably
serve to share the burden of the cancellation of Harris Units No. 3 and U
between present and future ratepayers. Furthermore, use of a ten-year
amortization period is also consistent with previous decisions of the
Commission regarding amortization of similar property losses set forth in
Orders."™ Amortization of these abandonment losses should be continued as
previously ordered. Similarly, the Commission believes that the amortization
of the losses resulting from cancellation of the South River Project and the
Brunswick cooling towers should continue as previously ordered by the
Commission.

Pursuant to the Commission’s reexamination of the proper ratemaking
treatment of abandonment losses, the Commission has determined that it is
neither fair nor reasonable to include any portion of the unamortized balance
of such investments in rate base and, furthermore, that no adjustment should
be allowed which would have the effect of allowing the Company to earn a
return on the unamortized balance. The Commission has concluded that this
treatment provides the most equitable allocation of the loss between the
utility and the consumer. Tt would be inequitable to place the entire loss of
expenditures that were prudent when made on the utility. Thus, amortization
should be allowed. However, on the other hand, the ratepayer must not bear
the entire risk of the Company’s investment. A middle ground must be found on
which the Company bears some of the risk of abandonment and the ratepayer is
protected from unreasonably high rates. The losses resulting from
cancellations of wutility plants will inevitably be borne by one or a
combination of three groups: the utility investors, the ratepayers, and the
income taxpayer. A recent study prepared by the United States Department of
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Energy indicates that a 10-year amortization of such losses will distribute
costs in proportions that the Commission considers fair and eguitable.
NUCLEAR PLANT CANCELLATIONS: CAUSES, COSTS, AND CONSEQUENCES, United States
Department of Energy, Washington, D. C. (April 1983). The Commission believes
this will result in a fair and reasonable treatment of both the utility and
the consumer. In the last CP&L rate case, the Commission allowed that porticn
of the wnamortized balance in Harris Units No. 3 and 4 that was supported by
a long-term debt to be ineluded in rate base. Based upon the examination of
the issue, the Commission believes it more fair and reascnable to exelude this
element from the rate base. Similarly, the Commis=sion has excluded from the
rate base herein the wnamortized balance of the Company’s investment in the
South River Project and the Brunswick cooling towers.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT KO. 10

Company witneas Watson and Public Staff witness Carter presented testimony
concerning the cost of coal produced by Leslie Coal Mining Company (Leslie)
and MecInnes Coal Mining Company (MeInnes), and the appropriate fair market
value of such coal. Leslie and McInnes are affiliated companies of CP&L, by
virtue of the fact that CP&L owns B80% of the "common stock of theae coal
companies., The remaining 20% of the common stock of Leslie and MeInnes is
owned by Pickands and Mather & Company (Plekands Mather).

Company wWitness Watson asserted that charges including transportation costs
for coal delivered to the CP&L system from Leslie and McInnes have been
determined in accordance with the Commission Order in Docket No. E-2, Sub 233,
which approved the Company”’s participaticn in the mining venture and specified
the coal-pricing mechanism for regulatory purposes. Witness Watson testified
that the "fair market wvalue" for the coal was determined as specified in
Exhibit E (the Coal Purchase agreement between CP&L and Leslie) of CP4L’s
application in Docket No. E-2, Sub 233, which states that "fair market valuen
shall mean the market price at the time of delivery of coal of the same or
comparable grade and quality being sold by a manager on the copen market at
arm’s length in bona fide transactions. {The term P"panager? under the
definition which was contained in the various agreements submitted for
Commission approval in early 1974 in Docket No. E-2, Sub 233, refers to Robert
Coal Company, a wholly owned subsidiary of Pickands Mather.) Witness Watson
testified that Pickands Mather has periodically provided CP&L with its opinion
of the "fair market value" of the Leslie and MeInnes coal in accordance with
the language contained in BExhibit E. Witness Watson further testified that
CP&L has continually monitered the "fair market value' amount provided to CP&L
by Pickands Mather by comparing such data to information contained in FERC
Form 423 concerning the delivered cost of coal of comparable grade and quality
to Leslie and MeInnes coal. Witness Watson further testified that the
delivered cost of the coal from Leslie and MeInnes, using the "fair market
value™ provided to CP&L by Pickands Mather has always been less than the
delivered cost of comparable gquality coal shown in FERC Form 423. Further
wiltness Watson stated that the FERC Form U423 mfair market value" amounts have
been included in exhibits filed by the Company in previous rate cases and fuel
clause proceedings. According to witness Watson, the Commissien has in prior
proceedings established rates based upon coal costs reflecting the fair market
value of the Leslie and MeInnes coal as submitted by CP&L. Finally, witness
Watson testified that operations at the Leslie and Meinnes mines were
suspended in mid-February of 1983, due to economic considerations. Witness
Watson testified that at the time of the hearing the affiliated coal mining
operations continue to be suspended.
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Publie Staff witness Carter testified that CP&L°s methodology for
determining fair market wvalue does not in his opinion comply with the
Commission’s intent in its Order in Docket No. E-2, Sub 233. Witness Carter
testified that it is his understanding and belief that the term "fair market
value," as is used in the Commission Order in Docket No. E-2, Sub 233, means
the price which CP&L is paying for coal of the same or comparable grade and
quality which it is purchasing at arm’s length from nonaffiliated long-term
contract suppliers. Witness Carter stated that the Public Staff ‘s position is
based upon the language contained in conclusion (g) and the last paragraph of
the Order in Docket No. EB-2, Sub 233, which states in part that:

"CP&L is being put on notice that the Seller’s cost of producing its
coal under these referenced agreements must be closely monitored by
CP&L and should they get out of line to the point that coal being
supplied CP&L under these agreements is substantially higher than the
fair market value of coal of the same or comparable grade and quality

being purchased from non-affiliated other sources the excess cost
would be disallowed for ratemaking purposes.” (Emphasis added), and

"Carolina Power & Light Company is also required to include as a part

purchased from Leslie Coal Mining Conpany to that coal 4§ has
purchased during the same report period from its other non-affiliated
sources." (Emphasis added)

Witness Carter further testified that the language in the Order requires
that reports be submitted by CP&L to the Commission reflecting prices which
CP&L is paying for coal purchased from CP&L‘s nonaffiliated sources and that
the Commission does not require CP&L to submit any reports or information
concerning the, prices which CP&L, or any parties other than CP&L, are paying
for coal purchased from U. S. Bureau of Mines, District 8.

Witness Carter also testified as follows:

"In my opinion, if the Commission had intended for CP&L to determine

"fair market value" from what either CP&L or other parties were paying

for coal purchased from U. S. Bureau of Mines, District 8, the

Commission would have required CP&L to submit reports concerning those

prices. However, as the order reflects, no such reports are

required. Reports reflecting prices which CP&L was paying for coal

purchased from its non-affiliated suppliers were required. That fact

leads me to the conclusion that the Commission clearly intended for

CP&L to determine "fair market value"™ based on prices it is paying non-
affiliated suppliers for comparable quality coal."

Witness Carter testified that CP&L has four nonaffiliated long-term
contracts with quality requirements comparable to the quality requirements
(similar sulfur content, BTU/LB, ash, and moisture content) of the Leslie and
McInnes contracts. The highest cost paid for coal of similar sulfur content,
BTU/LB, ash, and moisture content purchased from nonaffiliated long-term
contract suppliers is according to witness Carter considerably less than the
"fair market value" booked by CP&L.
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CP&L has been recording the difference between the production cost of
Leslie and McInnes coal and the "fair market value" of that coal, determined
by CP&L, in a deferred account. The deferred account which reflects the excess
of -coat: over fair market wvalue has been understated in witness Carter’s
opinion due to the Company’s method of determining fair market value.
According to witness Carter’s original testimony, the use of a fair. market
value, which equates to the priece of CP&L’s highest nonaffiliated long-term
contract with quality requirements comparable tco the Leslie and McInnes
contracts, would have resulted in a decrease in coal costs of $13,065,581, on
a total company basis, and $8,250,707 for North Carolina retail operations in
the Company’s fuel expenses. Such amounts were computed for the time periecd
Januvary 1979 through April 1983. Based on revised data from CP&L, witness
Carter modified the aforementioned amounts to $10,329,T720 on a total company
basis and to $6,519,808 on a North Carolina retail basis. Based on the
foregoing, witness Carter recommended that the Commission reduce CPEL’S
operating revenue deductions by the $6,519,808 to recognize previous charges
in excess of fair market value. Tt was witness Carter’s recommendation that
the Company’s cost of service be reduced by $6,519,808 in this proceeding and
that the adjustment be made separate from any ad justment to fuel expense.

Witness Carter stated that his recommendation in this regard is consistent
with the methodology used by the Commission in the recent Duke Power Company
(Duke) rate case, Docket No. E-7, Sub 338, to eliminate the excess of cost
over market value of coal purchased by Duke from its affiliated coal -mines.
In witness Carter’s opinion his recommendation is a very reasonable and
congservative interpretation of the language which appears in the Commission
Order in Docket No. E-2, Sub 233, sinee he proposes using the highest price
of comparable quality nonaffiliated long-term contract coal rather than the
average price of all comparable non-affiliated long-term contract coal.
Further, witness Carter believes that the recommended adjustment does not
constitute retroactive ratemaking since the Company’s departure from the
Commission’s ordered methodology of determining "falr market value" was an
error which must be corrected to comply with the Commission Order in Docket
No. E-2, Sub 233.

The Commission has carefully reviewed all the evidence in this regard,
ineluding the Commission Order in Docket Nos: E-2, Sub. 233, the testimony and
exhibita presented on the production costs and "fair market value" of Leslie
and MeInnés coal filed and presented in previous rate case and fuel clause
proceedings, as well as the Commisaion Order in Docket No. E-2, Sub 391,
whlch authorized the establishment of a deferred account to record differences
between production cost and fair market value of Leslie and McInnes coal. The
Commission concludes that CPEL has not determined "fair market valuen of the
Leslie and McInnes coal as required by the Order in Docket No. E-2, Sub 233,
and consequently, has overcharged the ratepayers for the coal the Company has
received from Leslie and McInnes. Although the term m™fair market value"
appears throughout the Order in Docket No. E-2, Sub 233, it is never
specifically defined. It is the Commission’s opinion that the term "fair
market wvalue"™ as used "in the Order means the price which CP&L is paying for
coal of the same or comparable grade and quality which it is purchasing at
arm”s length from its nonaffiliated long-term contract suppliers. This is
strongly suggested by the language contained in conelusion {(g) and the last
paragraph of the Order in Docket Ne. E-2, Sub 233.
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Based on the foregoing, the Commission concludes that operating revenue
deductions should be reduced by $6,519,808 in this proceeding. This is the
amount by which CP&L, through a mistaken interpretation of the prior, final
Orders of this Commission issued in Docket Nos. B-2, Sub 233, and E-2,
Sub 391, has overcharged its WNorth Carolina retail ratepayers for coal
purchased from its affiliated cozl mines. Such amount is calculated based on
the methodology described by Publie Staff witness Carter in his prefiled
testimony using the difference between the average annual cost of coal per ton
received by CP&L under its highest nonaffiliated contract coal supplier and
the average annual "fair market value" per ton used by CP&L to charge the
Leslie and MeInnes coal to fuel inventory and fuel expense.

The Commission recognizes that the mining operationa at the Leslie and
McInnes coal mines are currently suspended. However, should the mining
operations at these mines be resumed in the future, the Commission concludes
that the fair market value of coal purchased from these mines by CP&L shall be
determined based on the highest price which CP&L pays for coal of comparable
grade and guality purchased from a currently existing nonaffiliated long-term
contract supplier. Work papers showing a caleculation of the amount added to
or deducted from the nonearning reserve egtablished as a result of the
Commission Order in Docket No. E-2, Sub 3291, shall be filed with the
Commission on a monthly basis.

EVIDENCE AND CONCLUSIONS FOR CF FINDING OF FACT NO. 11

The evidence for this finding of fact is found In the testimony and
exhibits of Public Staff witnesses Thomas S. Lam and Caroline M. Smith and
Company witness Lynn Eury.

In CP&L°s last general rate case, Docket No. E-2, Sub U444, the Commission
issued an Order on September 24, 1982, that found that:

"GCP4L‘S nuclear performance has been declining since 1978 and the
Company”’s Brunswick Nuelear Units have not been available to meet the
system load at periods of peak summer usage for the past four
summers. Sueh nuclear performance is clearly unsatisfactory and is
related to mismanagement with respect to outage planning, preventive
maintenance, aspare parts and inventory and control, and quality
contreol and assurance.Y

The Commission further stated in that Order:

"The Commission strongly believes that the sooner Company management
faces up to inefficiencies and problema in itz own nuclear program,
the sooner nuclear production will improve. Specifiically, the
Commission concludes that the rate of return allowed in this docket
should provide an incentive for the Company bto do better. To that
end, the Commission concludes that a rate of return penalty is
appropriate in this case . . .V

The Commission imposed a rate of return penalty of 1% in its Order of
September 24, 1982.

In the present case, witneas Lam testified that 78 days of outages at the
Brunswick nuclear site, 43 days at Unit 1, and 35 days at Unit 2, were
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avoldable. Unit 1 was shut down on June 28, 1982, because of undervoltage
relays. The Unit returned to service on June 29, 1982; however, the Company’s
post-shutdown evaluation indicated that the underveltage relays on the
emergency electrical distribution systems had not been tested as required by
the Technical Specifications which are part of the plant’s license from the
NRC. The Company assured the NRC that it would review all Technical
Specifications surveillance requirements to insure plant safety. The review
revealed three additional surveillances that were not being vperformed. The
four surveillance requirements involved were the following:

1. Periodic checks, tests, and ealibrations of the emergency
electrical distribution system undervoltage relays. This system
insures that the nuclear reactor does not run unless there is
sufficient back-up power to operate the emergency core cooling system.
Channel checks are to be performed every eight hours, channel
function tests once each month, and channel calibrations once each
18 months. The teats, checks, and calibrations had not been performed
at either unit for two years.

2, Visual inspection of containment penetration to insure that
radiocactive contaminants do not esecape. Thnese inspections are
required every 31 days. The inspections had not been performed at
either unit for 55 months.

3. Check of operability of reactor water cleanup system isolation
instrumentation. The standby 1liquid econtrol system dumps a boran
soluticen into the water cooling the reactor core when there is no
other way to slow the nueclear reaction, and the reactor water cleanup
system must be separated at that time so that it does not remove the
beran. The check should be performed every 18 months. The check had
negev been performed at either of the Brunswick units until July
1982.

4. Tests for leaks in the transversing in-core probe guide tube
isolation valve and electrical penetrations of the containment vessel
to insure against leaks of radiocactive contaminants. The wvalves
should be tested for leaks every 24 months. They had not been tested
for 39 months and the electrical penetrations had not been tested for
29 months.,

After the Company discovered that these surveillance requirements were not
being met, the NRC issued a Confirmation of Aection letter outlining the work
that CP&L was fto complete before the Brunswick units could return to service.
Witness Lam conecluded that 43 days of outages at Brunswick Unit 1 were
avoidable since these were the days that the unit was out while the Techniecal
Specifications were being reviewed for compliance. For Brunswick Unit 2, 35
days of outages could have been aveided if surveillance tests had been carried
out in a proper and timely manner in compliance with the plant’s operating
license from the NRC.

The NRC' fined CP&L $600,000 for the violations described above. on
February %2, 1983, the NRC sent a letter to CP&L proposing the fine in which
it stated, "The cause of these violations appears to be a breakdown in
corporate and facility management controls in the areas of corporate
oversight, facility management and operations and problem identification and
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correction.” In its May 2, 1983, Response to Notice of Violation and proposed
impositien of civil penalties, CP&L admitted the wviolations and stated, in
part:

"The reasons for the violations can be contributed to procedures and
administrative controls that have become difficult to implement and
unduly burdensome as a result of numerous amendments and modifications
to plant systems and applicable regulatory requirements. Personnel
errors, which were the causze of the violations, were not detected by
administrative controls in place."

The NRC has otherwise expressed concern with management at the Brunswick
nuclear site. In its evaluation of the Company’s performance for the period
January 1, 1982, through January 31, 1983, the NRC stated in its Systematic
Assessment of Licensee Performance dated June 14, 1983, the following:

TPoorly stated or ill-understood procedures, identified the previcus
review periocd, continued to degrade the effectiveness of the operating
staff and contributed to the substantial numbers of the reported
personnel errors. Inadequate management involvement, indicated by a
demonstrated laxness in discipline of operations and adherence to
procedures, alsc had an adverse effect on operation’s performance.
These weaknesses were key elements in each of the violations
identified helow, in the civil penalties issued in June 1982 and
February 1983, and in the 65 Licensee Event Reports (LER) atbtributable
to personnel error that were issuved during this review period. NRC
concerns in the area of management and supervisory controls were
discussed at each of five enforcement conferences held during this
review period. A procedure upgrade program, renewed emphasis on
diseipline of operations and adherence to procedures are commitments
contained in the licensee’s long-range improvement program, confirmed
by NRC Order on December 22, 1982.v

In September 1982, CP&L made certain changes with respect to the management
of the Brunswick nuclear units. All operating and maintenance, engineering,
and construction activities for the plant were consolidated under the control
of the Vice President of Brunswick Nuclear Project who reports direectly to the
Executive Vice President of Operations, Engineering, and Construction.
Witness Eury testified that this reorganization was undertaken in order to
inerease senior management oversight of the Brunawick nuelear plant; to
improve communications and coordination by consclidating operations,
engineering, and construction; to insure sufficient and timely support to the
plant to meet engineering and construction requirements; and tc improve
organizational accountability and strengthen management control. He further
stated that these initiatives have resulted in certain operational
efficiencies at the nuclear plant; however, the Commission finds that
Brunswick”s capacity factor remains unsatisfactorily low.

While the Commission rvecognizes that a recognized national management
consulting firm recently Jjudged CPEL to be "in many respecta... one of the
best-managed utilities that we have audited in the past several years" and
while the Commission recognizes that CP&L has undertakeén recrganization of the
management of the Brunswick nuclear units in an effort to solve their problems
there, the Commission nonetheless finds that a rate of return penalty should
be continued. A penalty is being continued because the management problems at
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the Brunswick nuclear units continued to have adverse consequences on nuclear
performance, such as the 78-day outage and low capacity factors, during the
present test year. CP&L has now undertaken steps to eliminate the problem,
but the consequences of the problem in the test year cannot be discounted.
The amount of the penalty will be discussed in a later section of this Order.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 12

Company witness WNevil, Public Staff witness Nightingale, and Attorney
General witness Rosen provided testimony and exhibits regarding the use of a
normalized generation mix in determining fuel coasts for this proceeding.

The Company contended in the previous general rate proceeding that the
proper way to determine the base fuel component in the rates is by using
actual test year fuel costs adjusted for known and measurable changes in kWh
usage and in unit fuel prices. In this proceeding, the Company contends that
the proper way to determine the base fuel component in the rates is by using a
normalized generation mix (based on the Company’s own historical operating
experiences and adjusted for known charges in kWh usage and unit fuel prices)
plus an "experience factor." Under ecross-examination, witness Nevil
recommended that the actual test year fuel costs be utilized if the
"experience factor'" is not adopted by the Commission.

The Publiec Staff contends that the proper method to determine the base fuel
cost for general rate ease proceedings is by using a normalized generation mix
(based on national averages for the nuclear plant operations and adjusted for
known and measurable changes in system usage and in unit fuel prices).
Witness Nightingale testified that the use of a normalized generation mix for
calculating fuel costs would result in periecds when %the Company would over-
recover its actual fuel expenses and in periods when the Company would under-
recover its actual fuel expenses.

Witness Rosen testified that a normalized generation mix (based on national
averages for operating experience) would be desirable so that reasonable
target levels of techniecal and economic performance could be reflected by the
base fuel component in the rates. Kudzu witness Eddleman and DOD withess
McCabe also supported the use of a normalized generation mix.

The Commission coneiudes, as it did in the previous general rate proceeding
in Docket Wo. E-2, Sub 444, that the general concept of utilizing a normalized
test period generation mix is appropriate for establishing the base fuel
component in the ratea.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NQ. 13 *

Company witneases Nevil and Futrell, Public Staff witness Nightingale,
Attorney General witness Rosen, Department of Defense {DOD) witness McCabe,
and KudZu witness Eddleman presented testimony and evidence regarding the
appropriate base fuel component Iin the rates.

In his original prefiled testimony, Company witness Nevil proposed a base
fuel component of 1.867¢ per kWh based on actual test year generation mix (as
ad justed for weather, customer growth, the addition of Mayo No. 1, and the
additional load portion of NCEMPA). The actual test year nuclear capacity
factor for all units averaged 39.5%. For the calendar years 1980, 1981, and
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1982, the average nuclear capacity factor, taken over the three-year period,
was 143.908%.

Witness Nevil testified that the Company projects its actual fuel costs to
be 1.838¢ per kiWh for the period during which the rates established herein are
expected to be in effect. This eatimate gives consideration to other Company
witnesses” testimony that the steam generator at the Robinson nuclear unit
must be replaced and that the Company has planned a nine-month outage of the
unit beginning in March 1984,

In his supplemental prefiled testimony, witness Nevil proposed a base fuel
component of 1.818¢ per kWh based on a normalized gemeration mix plus an
"experience factor." He stated that the actual test period generation mix
should be utilized unless the Vexperience factor" is adopted. In calculating
his rormalized generation mix to use with his experience factor, witness Nevil
utilized a computerized production simulation model (PROMOD) to recreate the
test year generation mix which would have occurred if the test year were
ad justed to reflect: weather normalization, customer growth, addition of Mayo
No. 1, additional leoad portion of NCEMPA, the lifetime average capacity factor
of each of the Company’'s nuclear units, the five-year average equivalent
availability of each of the Company’s fossil steam units, the average hydro
generation over the last 22 years, and purchased power and IC turbine
generation "at levels which maintained reasonable levels of supply from both
sources." His normalization of the nueclear generation, using each plant’s
historiecal average generation, resulted in a total nuclear capacity factor of
aporoximately 52%.

To determine the portion of net fuel costs associated with NCEMPA, the
Company utilized its own computer model (ECAP) to determine the kWhs and fuel
costs to be charged to Power Agency under each of the five supply and pricing
classifications contained in the agreement with Power Agency.

Witness Nevil utilized March 1983 unit fuel prices to compute a total
Company fuel cost (subject to fuel charge adjustments) of $429,299,900. He
Ehen multiplied the fuel cost by his proposed "experience factor" of 1.1588 to
obtain a requested fuel cost of $497,472,700 total Company for $342,140,000
for North Carolina retail service) yielding a base fuel component of 1.818¢
per kWh excluding gross receipts tax. .

The "exparience factor" was presented to the entire Commission in Doeket
No. E-100, Sub 47, concerning fuel charge adjustments, and the Commission has
not yet made a determination in that proceeding. The "experience factor™ is
computed based on the ratio of three years actual fuel costs per kih to three
vears estimated fuel costs per kWh (utilizing any aspecific estimating
methodology), and is intended to compensate for estimating errors. The
Company multiplied the 1.569¢ per kWh base fuel component it estimated in this
proceeding (based on its historic normalization methodology) by the 1.1588
"experience factor" it calculated (based on actual and estimated fuel costs
for 1980, 1981 & 1982), to derive its recommended 1.818¢ per ¥Wh base fuel
component.

Public Staff witness Nightingale recommended that the base fuel component
be derived by a methodology which does not involve the use of a complex
computer program. His analysis normalizes the generation mix by: utilizing
the 10-year average capacity factor for each type of nuclear plant as reported
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by the Wationa)l Electric Relilability Council (NERC), Ten Year Review ~ Report
on Equipment Availability (1972-1981); setting hydro genératidn equal to the
median reported in the Company’s most recent Power System Statement (Form 12);
and prorating the remaining fossil fuel generation and outside purchases and
sales in proportion to thelr actual test peried generation mix. His
normalization of the nuclear generation, utilizing national averages, resulted
in a total nuclear capacity factor of approximately 57%.

Witness Nightingale utilized March 1983 unit fuel prices to compute a total
Company fuel cost (subject to fuel charge adjustments) of $412,515,200, or
$283,709,700 for North Carolina retail service, yielding a base fuel component
of 1.508¢ per %XWh excluding grosa receipts tax. DOD witness MeCabe also
accepted the Public Staff’s position on fuel expenses.

Attorney General witness Rosen advocated the determination of nuclear
capacity factors by means of a regression analysis equation developed by his
Company, Energy Systems Research Group (ESRG). Witness Rosen selected several
characteristics of a nuclear unit and he utilized data from the national data
base concerning those characteristies, and he performed a multiple regression
analysis of the data to determine an appropriate capacity factor for each
individual nuelear unit. He testified that the average normal Maximum
Dependable Capacity factor for Brunswick No. 1, Brunswick No. 2, and Robinson
MNo. 2 should be 60%, 63f and T3%, respectively, resulting in a total nuclear
capacity factor of approximately 65% for the Company. Witness Rosen took no
account of the actual experience factor for the CP&L units except to include
them in his national average statistics.

Kudzu witness Eddleman computed a range for the base fuel component by
aimply assuming a 60% nuclear capacity factor (NCUC Rule R8-LU&, level for
signaling a need for examination of outage problems) and a 70% nuclear
capacity factor (design level). His procedure yielded a base fuel component
of 1.312¢ per kWh to 1.429¢ per kWh (reflecting the T70% to 60% capacity
factors, respectively).

The Commission is of the opinion that the M"experience factor™ proposed by
the Company should not be adopted for this proceeding in order to reserve
Judgment regarding use of the "experience factor' for the entire Commission In
Docket No. E-100, Sub 47. The Commission also c¢oncludes that the 1.838¢
projected cost figure as testified to by the Company as well as the estimates
made by the Publie Staff and intervenors using national average nuclear
capacity figures are not representative of CP&L’s actual situation. The
Commission concludes that a more representative nuclear capacity factor would
be ¥1.74% - an average of the actual test year experience and the last three
calendar years. By averaging these factors, we arrive at a slightly higher
test year capacity factor than that experienced, but one that hopefully will
begin to reflect an improving trend of operaticna for the Company. The matter
of nuclear operations 1is dealt with further in our discussion of the
imposition of a pehalty on the Company. Given the evidence presented in this
case, we do not antieipate the Company beginning to approach national average
capacity factors In the next 12 to 18 months.

Using the above nuclear capacity factor and normalized fossil fuel, hydro,
and purchased power costs, the Commission arrives at a 1.677¢ per kWh base
fuel cost component. :
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In evaluating the 1.677¢ per kWh base fuel component adopted herein, the
Commission has carefully considered each element in the generation mnix,
including generation by nuelear fuel, fossil fuels and hydre, and ineluding
intersystem purchases and sales. The contribution by each element of the
generation mix which was utilized to produce the 1.87T¢ per kWh base fuel
component iz judged to be just and reasonable.

In setting the base fuel component of CP&L’s rates in this ease, the
Commission has established a reasonable normalized level of fuel expenses
which it anticipates to occur during the period of time the rates set herein
are expected to be in effect.

However, no matter what fuel factor the Commission might find as a fact to
be appropriate as reflective of a normalized test year, there are numerous
uncertainties, many of which are ocutside the control of either CP&L or this
Commission {e.g., changes in demand and hence costs resulting from weather
variations or in economie conditicns; WRC decisions on the operation or
non-operations of CP&L°s nuelear units; changes in fuel prices, etc.), that
could cause whatever fuel factor chosen bto be in error. This likelihood of
error in the fuel factor, regardless of any evidence that could be ascertained
in a general rate case or fuel clause procedure, gives the Cemmission concern
because of the large portion of total expenses attributable to fuel costs for
electric utilities. For the test year in this case, CP&L eXpenses
4$350,922,000 for fuel out of a total O & M expense of $617,238,000; i.e., fuel
expenses accounted for 56.85%. As a result, small deviations from a fuel
factor can cause encrmous swings in earnings of an electric utility such as
CPE&L. )

This State, bthrough its General Assembly, recognized this problem and
enacted special legislation for fuel charge adjustment proceedings in 1975.
A major revision to the law was passed in June of 1982, G.S. 62-133.2. Given
the wide differences in interpretations of the new law, no consensus could be
reached as %o a set of rules for the practical implementabion of
G. S. 62-133.2. The Commission has held lengbhy evidentiary hearings, and,
most recently, has heard oral arguments on the matter of establishing rules
for the implementation of the statute. Further public hearings have been
scheduled in February on the matter of a report to the General Assembly on the
statute. Due to its heavy rate case hearing schedule, which must by law take
precedence over all other matters, the Commission has not yet had sufficient
time to establish rules for implementing G. S. 62-133.2. The lack of rules
troubles this panel sinece we cannot be sure that sufficient recourse will be
available under G. S. 62-133.2 for adjusting for large overcollections or
undercollections by CP&L that may result from the fuel factor set herein.

Since minor changes in the normalized test year generation mix and
resulting changes in fuel costs can cause overcollections or undercollections
of tens of millions of dotlars, and in light of CP&L’s erratic nuclear
operational experience and the absence of Commission rules for implementing
G.S. 62-133.2, the panel is reluctant to set a fuel factor without providing
some explicit protection for the rabtepayers. Therefore, Lhe Commission finds
that the 1.677¢ per kWh fuel factor should be considered provisional in the
sense that it may be reduced if actual experience demonstrates that it has
been set too high, but fixed if actual reascnable fuel costs equal or exceed
it. By the Commission taking this approach, CP&L has the burden, and properly
so, to maintain its fuel costs at or below the level found to be reasonable
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herein. If it is unable to do so, it will have the burden of attempting to
institute a proceeding under G. S. 62-133.2, even in the absence of Commission
rules, to recover -1ts additional reagonable fuel costs. However, the
Commission is not willing to place such a burden on CP&L°s customers or their
represantatives. Accordingly, the Commission directs CP&L to establish a
deferred fuel expense account and place any net overcollections in it. The
Commission will review the Company’s actual fuel costs in its next general
rate case or in a G. 5. 62-133.2 proceeding and will requferred
account shall be reported to the Commission no later than one year from the
date of this Order or 30 days prior to the beginning of the hearings in CP&L’s
next general rate case. The status of this account iz to be made available to
the Public Staff at any time.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT ND. 14

The evidence for this finding is found in the testimony and exhibits of
Company witnesses Watson and Nevil and Public Staff witnesses Carrere and
Winters.

Company witness Watson recommended a system coal inventory, as further
ad justed by Company witness Nevil ¢%to exclude Power Agency ownership, of
2,104,956 tons. Public Staff witness Carrere recommended a system coal
inventory level of 1,593,516 tons. Both parties relied upon the maximum
drawdown method, variations of which have been utilized by the Public Staff
and/or the Company in previous rate cagses and have been adopted by the
Commission in Docket Nos. E-2, Subs 391, 416, and Lui,

The Company used the 110-day period from December 6, 1977, to March 26,
1978, having a maximum drawdown of 1,260,000 tons in its coal inventory. The
110-day period utilized by the Company represgents the longest period during
which coal deliveries were interrupted by a ecoal strike.

The Public Staff used the 130-day period from March 29, 1981, to August 2,
1981, having a maximum drawdown of 1,399,528 tons in the Company’s coal
inventory. The 130-day period utilized by the Public Staff included a T6-day
U.M.W.A. miners strike followed by 54 days of miners’ vacation. The 130-day
period represents the longest peried during which c¢oal deliveries were
interrupted by a coal strike or otherwise.

The Company translated the 1,260,000 tons drawdown during the 110-day
pericd to current levels by means of daily burn rates for coal. The Company
utilized 16,326 tons per diy to represent the daily burn rate during the
110-day period, and it utilized 27,274 tons per day Lo represent the current
daily burn rate, Multiplying the 1,260,000 ton drawdown by the ratio of
27,274 tons/day to 16,326 tons/day yields the 2,104,956-ton coal inventory
recommended by the Company.

The Public 3taff tranglated the 1,399,528 toh drawdown during the 130-day
pericd to current levels by means of coal-fired generating capacity. The
Public Staff utilized the 4,473 mW coal generating capacity available during
the 130-day period and the ocurrent coal generating capacity of 5,093 nW
including Mayo. Multiplying the 1,399,528 ton drawdown by the ratio of 5,093
oW to H,473 mW yields the 1,593,516 ton coal inventory recommended by the
Public staff.
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At the March 1983 coal inventory price of $48 per ton, the Company’s
requested 2,104,956-ton coal inventory represents an investment of
$101,037,888 total Company (or $69,489,429 for North Carolina retail service).
At the same prices, the Public Staff’s recommended 1,593,516-ton coal
inventory represents an investment of $76,488,768 total cCompany (or
$52, 605,624 for NWorth Carolina retail service). DOD witness McCabe supported
the Publie Staff position.

Witness Carrere contended that daily burn rates can be highly wvolatile due
te changes in system generation mix, availability of alternative fuels or
sources of supply, and fluectuations in system load. The Commission is of the
opinion that actual daily burn rates must be considered in establishing the
proper level of coal inventory for the system, even though =aid daily burn
rates tend to be unstable from month to month. The Commiasion observes that
neither the Company nor any other party to this proceeding attempted to
normalize the daily burn rates utilized in the calculations.

The Commission concludes that the coal inventory requested By the Company,
representing an investment of $69,489,429 for North Carolina retail service,
is appropriate for this proceeding.

Company witness Watson requested a total 1liquid fuels inventory, as
adjusted by Company witness Nevil to exclude Power Agency ownership of
$9,461,848 total Company (or $6,507,444 for North Carolina retail service).
The inventory would eonsist of 9,413,000 gallons of No. 2 oil at 86.14¢ per
gallon, plus 2,365,000 gallons of propane at 57.23¢ per gallen. The 9,413,000
gallens of Wo. 2 oil represents a maximum two-month drawdown during 1977-78.

Public Staff witness Carrere recommended a No. 2 oil inventory of
$6,408,988 total Company {or &4,407,821 for North Carolina retail service).
The inventory would consist of 7,440,200 gallons of No. 2 oil at 86.1U4¢ per
gallon representing a one-year supply at 1979 daily burn rate levels. The
currently allowed oil inventory was established in 1979.

In the prior rate proceeding in Docket Neo. E-2, Sub U444, the Commission
allewed a 23,000,000-gallon oil. inventory. The actual oil inventory at the
end of the test period in this proceeding was 14,448,144 gallons. The
Commission concludes that the Wo. 2 oil inventory requested by the Company,
representing an Investment of $8,108,358 total Company f(or §5,576,573 for
North Carolina retail service) is appropriate for this proceeding.

The Commission further concludes that a $76,079,959 working capital
allowance for fuel inventory is appropriate for North Carolina retail service
in this proceeding, consisting of the 469,489,429 coal inventory, the
$6,507,44% 1iquid fuel inventory, and $83,086 miscellaneous fuel stock.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 15

Company witnesses Bradshaw, Faucette, Watson, Nevll, and MecClellan and
Publie Staff witnessegs Winters and Carrere offered testimony regarding the
reagonable working capital allowance. The following chart summarizes the
Morth Carolina retail amounts the Company and Public Staff contend are the
proper levels of the components of CP&L s working capital allowance to be used
in this proceeding:
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(000°s Qmitted)

Public

Item Company Staff
Cash $ 3,467 $ 3,467
Materials and supplies - fuel stock 76,080 57,896
Materials and supplies - other 19,991 19,991
Prepaymenta 6,594 6,594
Investor funds advanced for operations 32,567 17,413
Miscellaneous projects 9,921 4,943
Other rate base deduections (8,187) (6,626)
Customers deposits (5,898) (5,898)
Total allowance for working capital $134,535 $97,780

The parties are in disagreement over the proper amount of materials and
supplies - fuel stock, investor funds advanced for operaticns, miscellaneous
projects, and other rate base deductions. The Commission will now analyze the
testimony regarding these differences.

The first difference between the parties is %the level of materials and
supplies ~ fuel stock recommended for use in this proceeding. This difference
of 318,184,000 is discussed in the Evidence and Conclusions for Finding of
Fact No. 14, Consistent with the determinations made by the Commission in
Finding of Fact No. 14 regarding this issue, materials and supplies-~fuel
stock of $76,080,000 is included as the reasonable level of fuel stock to be
included in the working capital allowance in this proceeding.

The next difference between the parties 1= the level of investor funds
advanced for operations recommended for use In this proceeding. The
$15,154,000 difference between the amounts proposeéd by the Company and Public
Staff results from the adjusted versus per books lead-lag study, the treatment
of federal income tax lag differences and the treatment of average employee
and use taxes held.

The first issue the Commission must resoclve is whether to use the lead-lag
study adjusted for pro forma adjustments and the proposed rate increase as
recommended by the Company or the per books lead-lag study as recommended by
the Public Staff. The Public Staff contends that the per books lead-lag
study, adjusted to reflect 100% of the closings related to the Power Agency
sale and the removal of the Leslie and MeInnes coal mine loss from the cost of
service, provides a reasonable level of investor-supplied funds before
reduction for any incidental collections. Public Staff witness Winters
testified as follows regarding the use of the per books study of average
employee and use taxes held.

WThe Commission, in Docket Nos. E-2, Sub U444, M6, and 391, CPEL‘s
last three general rate cases, has ruled, ‘...a lead-lag study,
applied to the per books amounts of cost of service, is the more
reasonable approach to use in determining the investeor funds advanced
for operations.” The Commission has also ruled in Docket No. G-5,
Sub 157, a general rate case involving Public Service Gas Company,
that “...a lead-lag study applied to the per books cost of service
results in a fair and reasonable analysis of the subject company’s
cash working capital needs.” I believe the per books computation
provides a reasonable representation of investor funds because it is
based upon the Company’s actual experience for the test-year."
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Company witness McClellen presented rebuttal testimony and contended that
accounting and pro forma :adjustments should be considered, because the
end-of-period level of revenues and expenses adjusted for the proposed
inecrease more nearly reflects the cost of service for the period in which the
' rates will be in effect. Witness MeClellen also criticized the Public Staff
for adjusting the per books cost of service to reflect 100% closings for the
Power Agency sale and to eliminate the Leslie and MéInnes coal mining losses.

Public Staff witness Winters testified that the adjustments to the per
books study proposed by the Public Staff increased working capital by
approximately $500,000 and that if the workingz allowance had been caleulated
based upon the Public Staff’s cost of sgervice after proposed rates, the
working capital allowance would have been substantially the same.

The Commission has evaluated and reviewed the results of the Company’s
end-of-period lead-ldg study and finds that the results of the study are
inapprooriate. The main problem area of CP&L's end-of-peried lead-lag study
is 1its classification of federal income taxes. As can be seen by examining
McClellan Rebuttal Exhibit MNo. 2, line 34, columns (f) and (h), CP&L has
assigned 90% of the income taxes associated with the proposed rate increase to
investment tax credits. This is inappropriate since no adjustment has been
made to adjust deferred income taxes to ‘an end-of-pericd basis. The
difference between end-of-period book depreciation expense and end-of-period
income tax depréciation expense has not been determined. If this were done,
deferred income taxes would increase and both investment tax credits and
current income taxes would decrease. Also, 1f deferred income taxes were
increased, it would not be appropriate to assign zZero lag days to the
inereased amount unless the increased amount of deferred income taxes were
deducted from rate base.

In addition, CPAL’s treatment has the effect of recognizing a level of
investment tax credits which have not been utllized and which will in all
probability not be recognized In the future. The additional 1level of
investment tax c¢redits based on 90% of federal income taxes associated with
the proposed rate inereaze will probably not be recognized in the future
because of the increased level of deferred Income taxes which is likely to be
recognized In the future. Based on a certaln level of federal income tax
expense, the higher the level of deferred tax expense the lower the level of
investment tax credits utilized. The Company’s level of deferred income taXes
as well as its level of interest expense, both operating interest expense and
nonoperating interest expense, continue to increase. All these items will
contribute to the likellhoood that CP3L's level of investment tax credits in
the coming year wili be léss than the $92,644,000 adjusted amount as shown of
MeClellan Rebuttal Exhibit No. 2. This seems especially 1likely since
investment tax ecredits of only $30,234,000 were utilized during the test
vear. Based on the likelihood that in the coming year the level of investment
tax credits will be less than the end-of-period level indicated by CP&L, and
the 1like 1likelihood that deferred income taxes will be greater than the
end-of-period level indicated by CP&L, the Commission concludes that the per
bhooks level of income tax expense, as well as all other pér books components
of cost of service, with the exception of the adjustments for Leslie and
McInnes ¢oal mine losses and 1009 Power Agency closing, is the appropriate
level to use in determining investor funds advanced for operations.
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The Commission finds witness Winters’ adjustments to the per books lead-lag
study of the 100% Power Agency closing and the cumulative write-off of the
Leslie and MeInnes coal mine losses appropriate. The adjustment for the 100%
Power Agency closing represents a permanent change in operations which did not
exist during the test year, but which will exist continuously from the final
closing. 1In the Commission’s opinion, the adjustment to remove the effect of
Leslie and McInnes coal mine losses incurred since 1979 and written-off during
the test year is appropriate because these losses are nonrecurring and it is
not anticipated that losses of this magnitude will be incurred in the future.
The Commission, therefore, finds that the per books method viewed in .its
entirety produces a reascnable level of working capital. The Commission
concludes that the preponderance of the evidence in this case indicates that a
lead-lag study applied to the per books cost of service, adjusted only for
abnormal events, results in a fair and reasonable analysis of the Company’s

cash working capital needs. ﬂ

The next item which the Commission must decide regarding investor funds
advanced for operations is the proper federal income tax lag to be used in
this proceeding. The Company proposed a 38-day lag bassed on the assumption
that estimated income tax payments would be made in equal quarterly
installments. Public Staff witness Winters proposed a 58.45-day lag based on
the statutory requirements for filing estimated income tax payments. Witness
Winters testified in that regard as follows:

"I do not believe that the Company should pay its taxes faster than is
legally required. Working capital requirements which arise from early
payments of income taxes, in my opinion, should not be borne by the
ratepayers. After all, the ratepayers have paid in through rates the
funds used by the Company to pay those taxes. The Company’s election
to give those funds to the Federal Government earlier than is legally
required diminishes the benefit which ‘the ratepayers should receive
from having paid them.n

The Commission finds that the working capital caleculation based on an early
payment of income taxes as proposed by the Company is inappropriate and
concludes that the appropriate lag for federal income taxes is 58.45 days.

The final item the Commission must decide regarding investor funds advanced
for operations is whether incidental collections should be deducted in the
calculation. Public Staff witness Winters deducted $1,296,000 for employee
tax withholdings and $273,000 of WNorth Carolina sales and use tax
collections. Witness Winters testified in regard to this issue as follows:

"After determining investor funds advanced for operations by
multiplying the average daily cost of service by the net interval
between the revenue lag and the expense lag, I have deducted the
average amount retained before payment of employee tax withholdings
and the North Carolina sales and use tax collections. These employee
tax withholdings and sales tax collections represent funds which the
Company has collected for later vemittance to governmental agencies.
Until they are remitted 'to the governmental agencies the Company has
unrestricted use of these funds. They are, therefore, cost-free funds
and should be deducted from investor funds advanced for operations in
determining the total amount of investor funds which should be
ineluded in the working capital allowance."
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The Company agrees as to the propriety of treating Bsuch deductions as
cost-free capital. However the Company classifies these items as other rate
base deductions to be discussed hereinafter.

The Commission finds that these incidental collections are in the nature of
cost-free capital and are properly used as a reduction in the caleulation of
investor funds advanced for operations. The Commission further finds and
concludes that the appropriate level of investor funds advanced for operations
to be used in this proceeding is $17,413,000.

The next difference between the parties is the level of miscellaneous
projects to be used in this proceeding. The Company included $4,978,000 in
this account for the Brunswick cooling towers and the South River Project.
Public Staff witness Winters removed these projects and testified regarding
them as follows:

T have excluded the unamortized balance of the Brunswick cooling
towera and the South River Project losses from the working capital
allowance, because, in my opinion, these items are not used and useful
in providing electrie service. Counsel for the Public Staff has
advised me that these abandoned projects do mnot meet the legal
requirements for inelusion in rate base."

The Commission discusses this issue fully in the Evidence and Conclusions
for Findings. of Faet Wos. 8 and 9. Based on the conelusions reached therein
the Commission finds it inappropriate to include the unamortized balance of
the Brunswick cooling towers and the South River Project losses in rate base.
Thus the Commission concludes that the appropriate level of miscellaneous
projects is $4,943,000.

The final difference between the parties is the appropriate level of other
rate base deductions. The 41,561,000 difference consists of $1,569,000
relating to differing categorization of average employee and use taxes by the
Company and Publie Staff. The Commission for purposes of this Order finds it
appropriate to treat average employee and use taxes as a reduction in investor
funds advanced for operations. The remaining difference relates to an
ad justment made by Public Staff witness Winters to include $246,000 in other
rate base deductions representing the acerual of an expense which was never
paid by the Company. Although the Company agrees that the Public Staff’s
proposed adjustment is proper, the Company advocates using a production
alloecation factor te allocate the item to North Carolina retail operations.
The Commission finds that it is proper to include this element of cost-free
capital in other rate base deductions and that the Company’s proposed
alloecation is proper.

In Evidence and Conclusions for Finding of Faet No. T, the Commission
discugses the treatment of the gain on the sale of property by CP&L to NCEMPA
and the treatment of accumulated JDITC related to the sale. Congistent with
the decisions made therein, the Commission finds that the unamortized portion
of the gain on the =sale of $17,105,000 should be included in other rate base
deductions. Based uwpon the foregoing the Commission finds other rate base
deductions of $23,722,000 appropriate for use in this proceeding.

The parties are in agreement as to appropriate levels of cash, materials
and supplies - other, prepayments, and customer deposits; therefore, the
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Commlssion concludes that the appropriate level of allowance for working
ecapital to be used for setting rates in this proceeding is $98,868,000 as
'gshown in the chart below:

(000°s Omitted)

Item Amount

Cash $ 3,087
Materials and supplies 96,071
Prepayments 6,594
Investor funds advanced for operations 17,413
Miscellaneous projects 4,943
Other rate base deductions (23,722)
Customer deposits (5,898)

Total allowance for working capital $ 98,868.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 16

Company witnesses Spann, Vander Welde, Bradshaw, and Lilly, Public Staff
witness Bright, Attorney General witness Stutz, Department of Defense witness
McCabe, and Xudzu Alliance witness Eddleman presented evidence as to the
proper level of construetion work in progress (CWIP) to be included in rate
base. 1In 1977, North Carclina G.S. 62-133(b)(1) was amended to provide for
reasonable and prudent expenditures of CWIP after July 1, 1979, to be included
in rate base. Since the effective date of that amendment, the Commission has
approved the inclusion of CWIP in CP4L’s rate base in four proceedirigs: NCUC
Docket Nos. E-2, Sub 366; E-2, Sub 391; E-2, Sub 416; and E-2, Sub 444,

on June 17, 1982, G.5. 62-133(b}(1) was further amended to provide that
reasonable and prudent expenditures for CWIP may be included in rate base to
the extent the Commission considers such inelusion to be in the public
interest and necessary to the financial stability of the utility involved.
The current amount of CWIP included in CP&L’s North Carolina retail rate base
is $392,199,000, Of this amount, $173,865,000 is attributable to Mayo Unit
No. 1 which began commercial operation in March 1983, The remaining amount of
$218,334,000 is applicable to Harris Unit No. 1. The Company is requesting in
this proceeding that $539,780,749 of CWIP relating to Harris Unit No. 1, net
of Power Agency ownership, be Included in its NYorth Carolipa retail rate
base.

As the Commisslon has noted in previous Orders, the amount of CWIP in rate
base determined to¢ be appropriate results from the application of the
following criterias (1) the expenditure must be reasonable and prudent,
(2) the inclusion must be in the public interest, and (3} the inclusion must
be necessary to the financial stability of the utility in question.

Company witness MeDuffie presented evidence indicating that the
expenditures made for construction of Harris Unit No. 1 to date have been both
reasonable and prudent. Company witness Sherwood Smith testified that the
audit of the Company performed at the request of the Commission by the firm of
Cresap, MeCormick and Paget found that productivity at the Harris asite
appeared good and that the Company had a sound management approach to the
Harris project. Public Staff witness Bright testified that there is no reason
to believe expenditures on Harris Unit No. 1 to date have not been reasonable.
Attorney General witneas Stutz testified on cross-examination that he had no
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evidence to offer that the expenditures for Harris Unit No. 1 CWIP were
unreasgsonable.

A number of witnesses offered testimony on the public interest eriterion.
Company witness Spann presented a quantitative study and testimony that the
inclusion of the Company’s requested amount of CWIP weuld benefit ratepayers
by minimizing the net present value of revenue requirements through the end of
the century. Witness Spann pointed out that although the percentage
difference was small, with and without CWIP in rate base, the magnitude of the
dollars resulted in a net savings of approximately $350 million. Witness
Spann testified that it is less costly on a present value basis to place CWIP
in rate base in order to maintain an "A" bond rating than not to place CWIP in
rate bagse and have CP&L’s bonds downgraded with a commensurate .increase in
interest expense. Finally, Dr. Spann testified that inclusion of CWIP in rate
base would help to smooth rates and minimize rate shock as new plants go into
service.

Company witness Edge testified that B8U4% of the Company’s residential
customers and 87% of the Company’s commereial and industrial customers have
been on the Company’s system for over seven years. Consequently, the Company
expects that the majority of current Company ocustcmers would still be
receiving service from the Company in 1986, the expected in-service date of
Harris Unit No. 1. Witness Edge also testified that CWIP in rate base
provides bétter pricing signals to consumers and reduces rate shock when a new
generating unit is placed in service. Finally, witness Edge testified that
assurance of adequate service in the future attracts industry to the area and
benefits ratepayers through more and higher paying jobs, broader tax base, and
improved economic ocutlook.

Public Staff witness Bright testified that inclusion of CWIP in rate base
ecould result in lower future rates for ratepayers remaining in the service
area, but that, in her opinion, such inclusion is seldom in the publie
interest due to the involuntary nature of the ratepayers® investment in a
utility”s construction program. Witness Bright recommended that $309,519,000
of Harris Unit No. 1 CWIP be included in rate base.

Attorney General witness Stutz took the position that CWIP inclusion should
be considered in light of the inter-generational equity issue, the used and
useful concept, and the relabive cosi/benefit to ratepayers. Witness Stutz
recommended that only $218 million of CWIP for Harris Unit No. 1 be included
in rate base.

Department of Defense witness McCabe stated that all CWIP should be
excluded from rate base except for that amount previously authorized by the
Commission of Harris Unit No. 1. Witness MeCabe contended that inclusion of
CWIP violated the traditional used and useful concept since customers would be
paying for plants not yet in operation. Witness MeCabe testified that in his
opinicn placing CHWIP in rate base would not reduce the costs of construction.

Kudzu Alliance witness Bddleman testified that no CWIP sheuld be included
in rate base., Witness Eddleman stated that inclusion of CWIP is not cost
effective and in reality is a forced loan from consumers to the Company.

The Commission finds that in determining whether the public interest is
served, it is appropriate to consider a number of factors. Although the near
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term impact on present ratepayers is certainly an important factor, it is not
totally dispositive of the issue. When the public interest is viewed in a
broader sense, it becomes clear that CWIP in rate base may serve the public
interest even if rates will be somewhat higher in the near term.

Evidence introduced in the proceeding has shown the relative importance of
the inter-generaticnal equity issuz to be slight when the CWIP in question
relates to a plant which will go into service in just a few years. Witness
Edge’s testimony that 84% of residential customers and 87% of the industrial
and commercial customers are still receiving service from CP&L after geven
years shows that the Commission can reasonably expect the vast majority of
present ratepayers to be ratepayers on the system in 1986 when Harris Unit
No. 1 goes into service,

In this proceeding, the quantitative evidence presented supports a finding
that inelusion of CWIP at the level requested by the Company would result in
lower revenue requirements on a net present value basis through the year
2000. This is consistent with the poliey of providing power at the lowest
cost over the life of the plant. The Commission is also of the opinion that
ratepayers would benefit from the sSmoothing of rate increases to avoid rate
shock and from the priecing signals that the Company’s requested level of CWIP
in rate base can provide. The Commission notes that $582 million of CWIP
consisting primarily of pre-1979 construction expenditures on Harris Unit f1
is not 1included in the rate base. This amount in itself will cause a
signifieant rate shock in 1986 when Harris #1 is completed and placed in rate
base. Finally, tile Commission finds that the public interest is served by the
attraction of new industry through the assurance of adequate service in the
future,

In considering the finaneial stability criterion, the Commission has
examined the record with regard to the financial condition of the Company, the
impact of CWIP inclusion, and the appropriateness of such inclusion versus
some other method of ensuring the financial stability of the Company. Company
witness Lilly testified that CP&L°s fixed charge coverage at the end of the
test year was 1.9 times, and its ratic of AFUDC included in return for common
equity was almost 78% at the end of 1982. Witness Lilly further testified
that the Company’s forecast of construction expenditures from 1983 through
1985 is substantially greater than the industry average. Witness Lilly
concluded that these factors contributed to the pecent downrating of the
Company’s bonds and that absent considerable improvement in the Company "s
finaneial eondition in the near future, another downrating is posaible.

Company witness Spann testified that including approximately $500 million
of CWIF in North Carolina rate base would result in improving some but not all
of CP&L’s financial indicators to the levels normally achieved by an average
"A" rated utility. Witness Spann also stated the present value of revenue
requirements is less if CPEL’s cash earnings are improved by placing CWIP in
rate base than by granting signficantly higher rates of return than those
sought by CPEL in this case.

Publie Staff witness Brigaht supported inclusion of $309,519,000 of CWIP in
North Carolina rate base in that such inclusion was necessary to the finaneial
stability of the Company. Ms. Bright stated that the relatively high (60%)
ratio of construetion to net plant and large amount of AFUDC (78%) as =
percent of income created such necessity. Witness Bright stated that this
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amount of CWIP would result in the Company receiving a 2.3 times pretax
interest coverage ratie excluding AFUDC, a ratio that would be indicative of
financial stability.

Attorney General witness Stutz testified that CWIP should be reserved for
utilities in dire finaneial situations, and CP&4L did not meet this standard of
financial instavility. Witness Stut2 recommended that only the continued
allowance of $218 million of CWIP for Harris Unit No. 1 be authorized.

With regard to the financial stability eriteria relating to the inclusion
of CWIP in rate base, the Commission has considered a comparison of various
financial ratios of CP&L relevant to this issue to similar financial ratios of
the 100 electrie utilities, reported by Salomon Brothers. The data was
obtained from the March 31, 1983, issue of Salomon Brothers Electric Utility
Quality Measurements.

Comparison of Various Financial Ratios
(March 31, 1983)
Average of 25
Average of 100 A-Rated
CP&L, Electric Utilities Electric Utilities

Pretax coverage

Including AFUDC 2.5 3.0 3.1

Exeluding AFUDC 1.9 2.5 2.7
Equity Ratio 384 40% u0%
AFUDC as a percentage of

earnings 8% 492 37%
Construction as a percentage

of gross plant 62% 43¢ 447
Internal cash generation 38¢% 62% 63%

It 1s obvious tc the Commission based on the preceding analysis that the
magnitude of CP&L‘s construction budget is placing the Company in an adverse
financial position relative to other electric utilities in the country.
Specifically CP&L“s percentage of construction to gross plant is 623 as
compared to U43% for the 100 electric utilities and U4YU% for the 25 "AY rated
electric utilities. Similarly AFUDC as a percentage of earnings of 78% for
CP&L materially exceeds the average of the 100 electriec utilities of 49% and
to the average of the 25 electric utilities with an "4" bond rating of 37%.

It is also noted by the Commission that due to the magnitude of the
Company ‘s construction budget relative to 1its total plant investment, the
determination of this issue may be more critical to CP&L than other major
electric utilities under the Commission’s jurisdiction.

Based upon the foregoing, the Commission concludes that inelusion of some
level of CWIP in the rate bagse of CP&L is imperative to the Company’s
financial stability and to its continued maintenance of an "A" bondrating.
The Commission believes that the preponderance of the evidence in this case
exemplifies the necessity of ineluding some level of CWIP in rate base.
Indeed with the exception of the Kudzu Alliance, all intervenors in the
proceeding advocated the inclusion of some level of CWIP in rate base. The
Commizsion recognizes that the amount of CWIP to be included in rate base is
gomewhat judgmental since the Commission must determine what level of
reasonable and prudent expenditures for CWIP in rate base 1is necessary teo
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CP&L’s financial stability and what level is in the best interest of the
ratepayer.

It is the finding of this Commission from the evidence presented that the
financial stability of CP&L requires the inelusion of the Company’s requested
amount of CWIP in rate base. The Commission has determined that inclusion of
$539,780,T49 of CWIP associated with Harris Unit No. 1 represents reasonable
and prudent expenditures, s in the public interest, and is necessary for the
Company’s finaneial stability.

Another issue raised by the Public Staff was the treatment of AFUDC on
pre-July 1, 1979, CWIP balances. Public Staff witness Bright testified that
she had been advised by counsel that it was not legally permissible to inelude
in rate base any CWIP which represented AFUDC acerued since July 1, 1979, on
any pre-July 1, 1979, CWIP balances. As the Commission has stated in the
past, AFUDC on CWIP expenditures is as much a part of the cost of construction
as.the cost of briecks and mortar or labor. Therefore, even though a portion
of the AFUDC acerued since July 1, 1979, relates to CWIP balances created
prior to July 1, 197%, it is the Commission’s opinion that AFUDC is a current
cost of construction just 1like any other cost that occurred after July 1,
1979, on a project that was begun prior to that date. AFUDC on pre-July 1,
1979, property which accrued after July 1, 1979, is therefore found by the
Commission to be proper for inclusion in CWIP receiving rate base treatment.

The Public Staff also raised an issue during cross-examination of Company
witness Bradshaw concerning the derivation of the AFUDC rate used by the
Company subsequent to the Commission Order in Docket No. E-2, Sub 44l
Company witness Bradshaw indicated that the Company has used a rate for equity
of 15.5% based on the Commission Order in that case. The Publie Staff
disputes this equity rate and believes instead that a rate of 14.5% should
have been used. The Commission found in the last case that the appropriate
rate of return on equity for CPEL was 15.5% but reduced such return to 14.5%
as a penalty for the 1987 Brunswick outage for the purposes of calculating the
revenue requirements of the Company. In the Commission’s opinion, reducing
the AFUDC rate which would penalize the Company into the future for past
perfermance, would be a greater penalty than the Commission intended in its
last general rate Order. The Commission believes that any further penalty in
the allowed AFUDC rate would be clearly inappropriate and, therefore, finds
the Company’s computation of its AFUDC rate appropriate. Further in Evidence
and Conclusions for Findings of Fact Nos. 20 and 21, the Commission finds a
return on equity of 15.25% fair and reasonable for CP&L under prudent
management but has imposed a rate of return penalty for the reason stated
therein of .75% on the Company. Consistent with its previous findings the
Commission finds that 15.25% i3 the appropriate rate of return on equity to be
used by the Company in caleulating its AFUDC rate in the future.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 17

Company witnesses Bradshaw and Faucette, Department of Defense witness
MeCabe, Kudzu Alliance witness Eddelman, and Public Staff witness Winters
presented testimony regarding the reasonable original cost of the Company’s
investment in electric plant. The following chart summarizes the amounts
which the Ceompany and the Public Staff contend are the proper levels of the
original cost of CP&L’s electric plant to be used in this proceeding.
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(000”3 omitted)

Item . Company Publie Staff
Electric plant in service $2,U32,859 $2,431,733
Net nuclear fuel 25,172 25,386
Construction work in progress 539,781 309,519
Working capital 134,535 97,780
Accumulated depreciation (557, 168) (558,731)
Accumulated deferred income taxes (263,249) (313,632)

Total $2,311,930 $1,992,055

As is reflected above, the total net difference between the Company and the
Public Staff is $319,875,000. The first item on which the parties disagree is
the appropriate amount of electric plant in service. A difference of
$1, 126,000 exists between the amounts proposed by the Company and Public Staff
and results from an adjustment made by Publle Staff witness Winters to remove
the allowance for funds used during construction (AFUDC) accrued on Roxboro
Unit No. Y during the period September 15, 1980, to Sepbember 24, 1982.

Public Staff witness Winters testified regarding this adjustment as
follows:

"In CP&L°s last general’?%te cage the Commission determined that the
AFUDC accrued on U4.97% of Roxboro Unit U should not be included in
rate base. That determination was made based on the Commission’s
decision in the preceding case, Docket No. E-2, Sub 391, that CP&L
should not be allowed to earm a return on 4.97% of Roxboro Unit U.
However, 0P&L accrued AFUDC on that portion of Roxboro during the
perlod it was not allowed in rate base and is again attempting in this
case to put that accrued AFUDC into rate base. If the Cempany is
allowed to do this, the Commission’s earlier adjustment will be
negated. Conzequently, I have made an adjustment to remove this AFUDC
from rate base and to remove the related depreciation expense from the
cost of service. The impact of my adjustment is to reduce gross
revenue requirements by approximately $264,000."

Company witness Bradshaw testified that, in his opinion, the Commission
should reconsider its declsion; because it, in effect, made the stockholders
guarantors that vendors will meet design specifications without having to
perform warranty work.

The Commission carefully considered this issue in CP&L"s last general rate
proceeding. In making 1ts decision in that case the Commission considered the
context in which &he Company undertock to remedy the problems at Roxboro
Unit U4 and the faet that such remedies may have only been rigorously pursued
upon the prompting of the Commission. Based upon the considerations made in
the Company’s last general rate proceeding, the Commission concludes that
AFUDC accrued on Roxboro Unit Ne. U4 in the amount of $1,126,000 should be
excluded from electric plant in service in this proceeding.

The next item on which the Company and Public Staff disagree is net nuclear
fuel. The $214,000 difference between the Company’s and FPublic Staff’s
position relates solely to an adjustment proposed by the Company to eliminate
the Power Agency ownership from net nuclear fuel. The Commission finds it
appropriate to exclude from net nuclear fuel that portion owned by the Power
Agency and thus finds net nuclear fuel of $25,172,000 reasonable and proper.
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The next item of dizagreement between the Company and Publie Staff .is
Construction WorkX in Progress {(CWIP). Consistent with the decision made in
this regard in Finding of Fact No. 16, the Commission finds CWIP of
$539,761,000 appropriate for use herein.

The next item of difference between the Company and Public Staff relates to
the working capital allowanee, In Finding of Fact Wo. 15, the Commission
finds it reascnable to ineclude in rate base a working capital allowance of
498,868,000,

The Company and the Public Staff are in disagreement regarding the proper
amount of accumulated depreciation to be used for setting rates in this
proceeding. The difference between the Company’s and Public Staff’s position
of $1,563,000 consists of an adjustment related to AFUDC accrusd on Roxbore
Unit No. Y4 during the period September 15, 1980, through September 24, 1982,
of $41,000 and an adjustment proposed by Public Staff witness Winters of
$1,604,000 regarding the Brunswick plant augmented off-gas system.

The Commission, having previously found that the AFUDC accrued on the
Roxbore Unit No. ¥ plant from September 15, 1980, to September 24, 1982,
should be excluded from plant in serviece, correspondingly finds that the
related acoumulated depreciation should be adjusted accordingly.

' The Commission will now discuss the adjustment made by Public Staff witness
Winters regarding the Brunswick plant augmented off-gas system.

"In its final order in CP&L"s last general rate case, Docket No. E-2,
Sub UL4¥, this Commission ruled that the Brunswick plant augmented off-
gas system should not be included in rate base. In its Order of
September 24, 1982, the Commisaion stated:

“Witness Jacobstein testified that the Augmented Off Gas Systen
(AQG) is a system designed to remove radiozctive: gases which are
sometimes produced from atomic fission and released through the
main condenser at the Brunswick plant. These radicactive gases
must be filtered and allowed to decay before release frem the
plant. Witness Jacobstein further testified that the AQG was of an
experimental design which was plagued by explosions during its
testing rphase. The Company abandoned testihg of the system in
approximately 1976 and did not repair or replace it. The AQC has
thus never functioned during the plant’s history.”’ N

During the test period in this case the Company retired this
equipment. In doing so the Company accounted for it as an ordinary
retirément by crediting electric plant in service and by debiting the
depreciation reserve. The net effect of the Company’s proposed
treatment of this item leaves the rate base at the same level after
the retirement as before. If the Company’s treatment of the item is
not adjusted, the Company will now be allowed to earn a return on
funds which the Commission ruled in the last general rate case should
be ‘removed” from rate base as property not used and useful in the
production of electricity.” Thus, T have made an ad Justment reducing
rate base for this item."
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The Commission has carefully reviewed the testimony regarding this issue
and concludes that the retirement of the augmented off-gas system should be
treated as an extraordinary retirement and that the balance of accumulated
depreciation be increased by $1,604,000. However, the Commission belileves
that it is entirely reasonable and proper for the Company to recover its
investment in the Brunswick augmented off-gas system while execluding the
investment {rom rate base. Thus the Commission finds it appropriate to
amortize to test period operating revenue deductions the extraordinary
retirement of the Brunswick plant augmented off gas system. Further the
Commission finds a three-year amortization period for the retirement
appropriate.

The Commission finds it necessary to make a further adjustment to
accumilated depreciation relating to decommissioning costs. The methodology
used by the Company to adjust for fubure decommissicning of its nueclear units
utilizes in part CP&L°“s capital structure, embedded cost of debt and preferred
stoek, and return on common equity. In Findings of Fact Nes. 20 and 21
contained herein the Commission eatablishes the capital structure, cost rates,
and return on equity appropriate for setting rates for CP&L in this
proceeding. Since the decisions made by the Commission in this regard differ
from that proposed by the Company, it is necessary to modify the Company’s
proposed adjustments for decommissioning cost to reflect the decisions made
herein. The Commission, therefore finds if appropriate to Iincrease
depreciation expense and accumulated depreciabion by $631,000 and to decrease
deferred income taxes and accumulated deferred taxes by $311,000. Based upon
the foregoing, the Commission finds aceumulated depreciation of $559,362,000
proper for setting rates in this proceeding.

The final area of disagreement between the Company and the Publie Staff
relates to the amount that should be reflected for accumulated deferred
taxes. The $50,383,000 difference between the Company’s and the Public
Staff’s proposals relates to the accumulated deferred taxes associated with
the gain on the sale of property to NCEMPA. As discussed in Evidence and
Conclusions for Finding of Fact No. T, the Commission finds it appropriate to
increase accumulated deferred taxes by $50,383,000.

The Commission concludes, based upon the foregoing, and the decisions made
in Findings of Fact Nos. 15 and 16 that the proper level of the Company’s net
investment in electric plant in service for use herein is $2,124,003,000; that
the reasonable allowance for working ecapital is $98,868,000, including
deferred debits and credits; and that the proper rate base for use herein is
$2,222,871,000 as detailed below:

(000"s Omitted)

Item Amount

Electric plant in service 42,031,733
Counstruction work in progress 539, 781
Net nuclear fuel 25,172
Working capital 98,868
Less: Accumulated depreciation E559,352;
Accumulated deferred taxes 313,321

Total rate bage $2=222!371
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EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 18

Company witness Chapman and Public Staff witness Dennis presented testimony
relative to the appropriate level of revenues under present rates to be
inceluded in this proceeding. The difference hbetween the revenues proposed by
the Company and the revenues proposed by the Public Staff relates solely to
the amount of supplemental revenues from NCEMPA. The Company includes
$1,103,090,000 as the end-of-period level of operating revenues whereas the
Public Staff included $1,101,548,000, The difference of $1,542,000 ia due
entirely to the different levels of NCEMPA supplemental revenues and consists
of both a fuel-related adjustment and a nonfuel related adjustment.

The Company has treated the supplemental revenues from NCEMPA as properly
alloeable to current customers of the Company. Allocation of these revenues
to North Carolina retail customers has the effect of lowering the revenue
increase that would otherwise be requested. However, any expenses incurred by
the Company in providing this service are also allogated to current customers.
The net result is that any difference between expenses and revenues related to
supplemental sales will be allocated to present customers. This means that
retail customers could benefit if revenues exceed expenses or incur additional
costs if expenses exceed revenues. The Public Staff did not take issue with
the Company’s treatment of NCEMPA Supplemental Revenues and related expenses
az properly allocable to the current customer of the Company. Indeed, the
Public Staff”s methodology in this regard is identical to that of the Company.
The Commission finds it appropriate te treat the NCEMPA supplemental revenues
and related expenses as proper components of the Company North Carolina retail
operations for purpoges of setting rates in this proceeding.

The Company has calculated the test year Supplemental Revenues in
accordance with the Power Coordination Agreement but has made adjustments for
known changes ineluding: the rate of return requested in this case, the
inclusion in plant in service of Mayo Unit No. 1 on an annualized basis, and
fuel expenses equal to the Company‘s proposed base fuel cost.

Public Staff witness Dennis testified that the Company should have priced
the supplemental revenues using end-of-period balances rather than test vear
13-month balances for investment, accumulated depreciation, accumulated
deferred income taxes, and plant held for future use, as well as adjusted test
year expense levels. Witness Dennis maintained that the Company’s methods are
inconsistent with the traditicnal rate-making process followed by the
Commission. -

The Company makes the argument that the methodology followed by the Public
Staff also fails to correspond completely to the rate-making methodology
adhered to by the Commission since components of the investment base for the
NCEMPA differ from components of the rate base determined by this Commission.
The Company further argues that although neither the Company nor the Public
Staff has strictly followed the Power Coordination Agreement (PCA) and neither
made all of the adjustments that could be made, the Company’s treatment is
substantially closer to the provisions of that agreement.

The Commission concludes that it is appropriate to caleculate supplemental
revenues utilizing end-of-period investment balances in the manner advocated
by the Public Staff. 1In making its decision the Commission recognizes that
the Power Coordination agreement is a negotiated contract between the NCEMPA
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and CP&L. However, the Commission ecan find no plausidble reascn for not
adjusting NCEMPA supplemental revenues and related expenses to an end-of-
period level which can be anticipated to occur in the future.

The Commission notes that this issue 1s directly analogous to the
establishment of end-of-pericd toll service revenues in telephone company rate
proceedings where the telephone company is settling on an actual cost basis.
As the investment base in the PCA differs from that used by this Commission,
it is likewise trus that the ihvestment base for toll settlement purposes
differs from that used by this Commission to set rates for telephone companies
under its jurisdietion. Likewise average investment balances and actual
expenses are used in the toll settlement process as in the PCA. The
Commission has followed a methodology for many Yyears in telephone rate
proceedings, of adjusting toll settlement revenues to an end-of-period level
using end-of-test period level of investment. The Commission thus finds it
proper to adjust NCEMPA supplemental revenues to an end-of-period level that
can be anticipated to oceur on an ongoing basis in the future.

Both parties spoke of the difficulty and the time required to adjust the
per books amounts of supplemental revenues. Undoubtedly much of the
difficulty involved results from the newness of the contract and lack of
familiarity in dealing with this issue for rate-making purposes. The
Commission finds that the Company should in its next general rate proceeding
file all data and information necessary to make the end-of-period calculations
gimilar to those found fair herein by the Commission. Company witness Chapman
sugggested that an alternative to the process of adjustments would be to
allocate the NCEMPA supplemental sales separately as a class and to assign
directly the supplemental revenues to that class consistent with the treatment
of any retail rate class. The result of this separate allocation would be
that any difference between revenues and expenses would no longer fall to
North Carolina retail customers. Instead, any excess or shortfall would fall
to the Company stockholders. The Company did not file sufficient information
to make such determinations in this proceeding. However, should the Company
find it prudent to use such methodology in its next general rate proceeding,
the Commission directs the Company to file such information in addition to the
information previously required herein.

The next issue to be resolved regarding supplemental revenues relates to
the proper rate of return on common equity to be used in calculating
supplemental revenues. Witness Dennis testified that the contracts between
NCEMPA and CP&L provide that NCEMPA pay CP&L a return on certain investments
in utility property. The common equity portion of that return to be paid by
NCEMPA is specified to be the common equity rate of return granted by this
Commission in the Company’s most recent general rate proceeding minus - T5%.
The Company 1is requesting a 15.5% of return on common equity in this
proceeding. Altermatively, the Public Staff is recommending a 13.5% return on
commen equity.

The Commission, in agreeing with the end-of-period concept of calculating
an ongoing level of supplemental revenues, alsc agrees that the common equity
rate found fair in this proceeding, less .75%, as specified in the contract
between NCEMPA and CP&L, should be used in calculating those supplemental
revenues. In accordance with Finding of Fact No. 21, that 14.50% is the
reasonable rate of return on common equity, the Commission concludes that
13.754 (14.50 - .75%) is the correct rate of return to use in caloulating
NCEMPA supplemental revenues.
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The final issue to be resolved regarding operating revenues relates to the
fuel-related supplemental revenues. Publice Staff witness Nightingale
presented testimony on the impact of the Power Agency on CP&L’s system fuel
cost. Basically, witness Nightingale used the actual test period Power Agency
impact ratio as a proxy for the impact in his fuel normalization discussed in
Evidence and Conclusions for Finding of Fact No. 13. Witneas Nightingale
stated that the overall impact of the Power Agency as a ratio of the Company’s
total system "fuel only" cost remained relatively constant over a wide range
of possible generation mixes.

As noted by witness Wightingale the proportions of the Power Agency
relative to CP&L’s "fuel only" fuel cost remained fairly constant over a
varied range of generation mixes. The Commission finds the Publiec Staff‘s
positien in this regard reasonable. However, for purposes of this case the
Commission has wutilized a method of calculating the change In supplemental
revenues necessitated by changes in fuel expenses in a manner similar to that
employed by the Company. The Commission therefore concludes that it is proper
to adjust supplemental revenues bto reflect the impact of changes in fuel costs
that are associated with the adjusted fuel factor found appropriate in this
proceeding. The base fuel factor of §.01677 per kWh found proper by the
Commission is fully discussed in Evidence and Conclusions for Finding of Fact
No. 13. In summary, the Commission finds that the rate-making treatment of
both nonfuel related supplemental revenues from NCEMPA advocated by the Public
Staff and the fuel supplemental revenues adjusted to reflect the fuel factor
previously found fair herein is proper. The Commission finds test period
operating revenues of $1,104,072,000 appropriate for use herein.

In addition to the issues discussed above which were contested among the
parties to this docket, the Company inecluded in its filing a number of
ad justments to reflect a 100% closing of the sale to NCEMPA. No objection has
been made to these adjustments, and they are hereby approved.

The Commission recognizes that the sale of assets to the NCEMPA, when
viewed as an overall package, has and will be of substantial benefit to the
ratepayers of North Carolina. Although there is disagreement among the
parties on the handling of ¢ertain aspects of the sale, no party has contested
the substantial overall benefit of the sale to the Company’s ratepayers.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 19
The evidence for this finding of faet is found in the testimony and
exhibits of Company witnesses Bradshaw, Yevil, Chapman, and MecClellen, and
Public Staff witnesses Wightingale, Lam, Winters, and Carter.

The following schedule sets forth the amounts proposed by the Company and
the Publie Starff.
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(000°s Omitted)

Ttem Company Public Staff
Operation and maintenance expenses $649,145 $598,366
Depreciation expense 91,755 91, T14
Taxes other than income 82,223 81,892
Income taxes 92,917 122,306
Total operating revenue deductions 4916,000 $891, 278

As the above chart indicates, the parties are in disagreement over all of
the items of operating revenue deductions. The Commission will now analyze
the reasons for these differences.

The first difference between the parties is the level of operation and
maintenance expenses recommended for use in this proceeding. The chart below
summarizes the components of this difference of $50,779,000.

(000”5 Omitted)

Item Amount

Leslie and MecInnes coal losses $ 6,520
Fuel expenses Uk, 259
Total $50,779

The first component of the difference arises from an adjustment made by
Public Staff witness Carter regarding the proper amount of losses attributable
to the purchases of coal from affiliated coal mines. The Commission fully
discussed this issue under Evidence and Conclusiong for Finding of Fact No. 10
contained herein and concludes that operation and maintenance expenses should
be reduced by %6,519,808 for this item.

The next area of disagreement ognecerns the proper level of fuel expense
that should be ineluded in operating expenses. Consistent with the
conclusions contained in Evidence and Conclusions for Finding of Fact No. 13,
wherein the proper base cost of fuel was determined to be $.0167T7 per kWh, the
Comnission finds total fuel expense of $350,922,000 consisting of base fuel
expense and handling and analysis charges appropriate for use herein.

Based upon the foregoing discussion, the Commission finds operation and
maintenance expenses of $617,238,000 just and reascnable.

The next item on which the parties disagree is depreciation expense. The
441,000 difference in the party’s proposals results from the adjustment made
by the Public Staff to remove the depreciation expense related to the AFUDC
acerued on Roxboro Unit No. U from September 15, 1980, through September 2U,
1982. The Commission has previously concluded in Evidence and Conclusion for
Finding of Fact No. 17 that AFUDC relating to Roxboro Unit Y% should not be
included in rate base; therefore, the Commission finds and concludes that
depreciation should be reduced by $41,000 for this item.

In Evidence and Conclusions for Finding of Fact No. 17, the Commission also
discussed the appropriate rate-making treatment of the retirement of the
Brunswick augmented off-gas system. Consistent with the previous decision
made in this regard, the Commission finds it appropriate to increase
depreciation expense by $535,000 for amortization expense related to the
Brunswick augmented off-gas system.
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The Commission finds. it necessary to make a further adjustment to
depreciation expense relating to decommissioning expense. The caloulation of
test period decommissioning expense proposed by the Company and approved by
this Commission in previous general rate proceedings is dependent in part upon
the capital structure, embedded cost of debt, and preferred and rate of return
on equity found fair by this Commission. Since the findings of the Commission
differ from that proposed by the Company, it 1is necessary to adjust
decommisslioning expense to reflect the impact of +the eapital structure,
embedded cost of debt and preferred and rate of return on equity found fair by
this Commission in Findings of Fact Nos. 20 and 21. Thus the Commission finds
it appropriate to increase the decommissioning expense proposed by the Company
by $631,000.

Based upon the foregoing, the Commission finds depreciation expense of
$92, 880,000 appropriate for use herein.

The next item on which the parties disagree ia the proper level of taxes
other than income which should be used in this proceeding. The chart which
follows summarizes the components of this difference of $330,000.

Item Amount
Property taxes on Roxbore No. 4 AFUDC $ T,000
Property taxes related to Public Staff 323,000
Total $330,000

The $7,000 component of the difference results from an adjustment made by
the Public Staff to remove property taxes from the cost of service related to
the AFUDC accrued on Roxboro Unit No. U4 from September 15, 1980, through
September 24, 1982. The Commission has coneluded in another section of this
Order that this amount of AFUDC should not be included in rate base;
therefore, the Commission concludes that property tax expense should be
reduced by $7,000.

The other area of disagreement between the parties with respect to year-end
property taxes relates to the appropriate property tax rate to use in the
calculation of property taxes allowable as an expense. Public Staff witness
Winters used a property tax factor for the calendar year ended December 31,
1982; whereas Company witness Faucette used a property tax factor for the
calendar vear ended December 31, 1981. Both factors were calculated using
Plant in Service balances before full NCEMPA ownership is excluded. The
result is an adjustment proposed by witness Winters to decrease property taxes
by $449,000.

This Commission coneludes that the property tax factor used should be
determined on the most recent calendar year figures as proposed by the Publie
Staff. It should, however, be adjusted to exclude full Power Agency ownership
to be consistent with all other amounts in this case. Therefore, the
Cemmission has calculated a property tax rate using calendar year-end
December 31, 1982, taxes paid and property investment, but excluding full
NCEMPA ownership. This rate is .06565 and results in a decrease in property
taxes of $126,000 from the amcunt calculated by the Company. The Commission
finds taxes other than income of $82,215,000 appropriate for use herein.
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The next difference relates to- state and federal income taxes. Since the
Commission has not accepted all of either the Company’s or the Public Staff’s
components of taxable income, it is necessary to calculate state and federal
income taxes based on the findings heretofore and herein made by the
Commission. The only substantial differences between the parties, with
respect to the level of income tax expenses, relate to two adjustments made by
Public Staff witness Winters: an adjustment to eliminate the Company’s
ad justment as related to the job development investment tax credit (JDITC) in
calculating interest expense and an adjustment to eliminate the accumulated
investment tax credits with respect to property which CP&[ sold to the NCEMPA.

The Public Staff’s adjustment to include JDITC imputed interest in the
interest expense deduction decreases taxes and has the effeet of reflecting
JDITC at less than the overall rate of return. The Publie Staff has taken
this position in the last four rate cases, and the Commission in those cases
has ruled that the Public Staff’s position is improper. The Commission has
been upheld by the North Carolina Court of Appeals. State ex. rel. Utilities
Commission v. Carolina Telephone & Telegraph Co., 61 N.C. App. 42 (1983).
The Commission is aware of no new evidence presented in this case which would
warrant a change and, therefore, concludes that the JDITC imputed interest
should not be used as a deduction for purposes of calculating income taxes.

The second JDITC adjustment proposed by 4the Publie Staff relates o
property sold to NCEMPA. This issue was fully discusased in Evidence and
Coneclusions for Finding of Fact No. 7 wherein the Commisaion cenecludes that
the determination of the appropriate rate-making treatment for the Job
Development Investment Tax Credit relating to the portion of the generating
and transmission plant sold to NCEMPA should properly be held in abeyance at
this time. fThus the Commission finds the adjustment to income tax expense
proposed by the Public Staff inappropriate. The Commission finds income tax
expense of $110,643,000 reasonable for use herein.

Based on the previous findings, the Commission concludes that total
operating revenue deductions are $902,976,000 as shown on the chart below.

(000°s Omitted)

Ttem Amount

Operation and Maintenance Expenses $617,238
Depreciation expense 92,880
Taxes other than income 82,215
Income taxes 110, 643
Total operating revenue deductions $902,976

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 20 AND 21

Three witnesses testified in the area of capital structure and cost of
capital. The Company offered the testimony of Sherwood H. Smith, Chief
Executive Officer and Chairman of the Board of Directors of CP&L, Edward G.
Lilly, Jr., Senior Vice-President and Chief Financial Qfficer of CP&L, and
pPr. James H. Vander Weide, Professor at the School of Business Administration
at Duke University. The Publie Staff offered the testimony of Dr. Caroline M.
Smith, Senior Economist with the firm of J. W. Wilsen & Associates, and
consultant to the Public Staff. The Department of Defense offered the
testimony of John W. MeCabe IIT regarding this issue. In addition, the
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Company offered rebuttal testimony of Archie W. Futrell, Jr., Director of the
Eeconomic and Energy Forecast' and Special Studies of CP&L, on the subject of
Public Staff witness Smith’s growth estimates for determining CP&L’s cost of
equity.

Company witness Lilly testified on the financial plans of CP&L. In his
original testimony, witness Lilly vecommended that rates be set in this
proceeding upon a hypothetical or "normalized™ capital structure consisting of
49.5% debt at a cost of 9.59%, 12.5% preferred and preferenced stock at a cost
of 8.96%, and 38% common equity with a required return of 15.5%. Witness
Lilly testified that the actual capital structure at Septembder 30,1983, was
comprised of 48.98% long-term debt, 13.15% preferred stock, and 37.87% common
equity. .

Public Staff witness Smith testified that the overall rate of return which
CP&L should be allowed to earn was 11.00%. Witness Smith’s recommendation was
derjived using the Company’s requested hypothetical capital structure and
senior security costs rates, and included a common equity return of 13.50%.

After consgidering all of the evidence presented by the parties on these
issves, the Commission coneludes that the appropriate capital structure to be
used in this proceeding is as follows:

Item Percent
Long~term debt 49,5%
Preferred stock 12.5%
Common equity 38.0%

Total 100. 03

Congistent with the evidence supporting the above capital structure, the
Commission concludes that the appropriate reasonable embedded costs of
long-term debt and preferred stock are 9.59% and 8.96%, respectively.

Company witness Vander Weide testified that the cost of equity capital for
CP&L ranges from 16.5% to 17.0%. However, the Company’s filing in this
proceeding recognizes a requested equity return of 15.5%. Company witness
Sherwood Smith testified that the Company requested a return on equity in this
case of only 15.5% in recognition of the current economic conditions
experienced by ratepayers, although in his opinion the Company can only do so
on a short-term basis.

Company witness Vander Weide conducted two studies consisting of a
discounted ecash flow (DCF) study and a historical yield spread study in
arriving at his recommended cost of equity capital for CP&L. The DCF method
utilized by witness Vander Weide assumes that the current market price of the
firmn’s stock is equal to the discounted value of all expected fubure
dividends. The DCF formula equates the investors’ required return on equity
capital to dividend yield plus expected growth in dividends per share.

Witness Vander Welde reviewed. the past growth in CP&L’s earnings and
dividends per share for the last five- and 10-year periods. Additionally
witness Vander Welde testified that he had reviewed published security
analysts” projections of CP&L’s future dividends and earnings growth. On the
basis of his examination of the past growth rates, his review of analysts”
projections, and his knowledge of current economiec conditions, witness Vande
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Weide estimated the Company’s expected growth rate to be in the range of
5% - 6% which, when added to his dividend yield, produced a cost of equity by
the DCF method of 16.45% - 17.45%, centering on 17%.

The s=second study performed by Company witness Vander Weide was the
historical yield spread study. The yield spread study eguates investors’
current expected return on equity to the sum of current bond yield plus the
past differences or spread between the yields on stocks and the yields on
bonds. Based upon the yield spread study, witness Vander Weide arrived at a
cost of equity capital for CP&L of 18%.

In updating and summarizing his testimony from the witness stand, witness
Vander Weide reevaluated his recommended return on an equity capital in the
light of changes in economic and financial conditions subsequent to the time
his prefiled testimony was prepared. On this basis Dr. Vander Weide
determined the cost of CP&L‘s equity to be the range of 16.5% and 17.0%.

Company witnesses Vander Weide and Lilly testified regarding the erosion of
the Company’s financial integrity, its poor earnings quality in the
perspective of current economic events, the present unfavorable environment of
finaneial markets, and the serious need for adequate regulatory relief.
Witness Lilly further pointed ocut that since 1977, CP&L fixed charge coverage,
excluding allowance for funds used during the construction (AFUDC), has fallen
from 2.9 times in 1978 to 1.9 times for the 12 months ended September 30,
1982, Moreover, AFUDC as a percentage of income for common equity during the
same time period increased from 46% in 1978 to 78% in 1982,

Witness Lilly further testified that the forecast of construction
expenditures for the pericd 1983-1985 for CP&L 1s substantially greater than
the industry average for the same period. Comparison of these forecasts
indicates greater construction risk in CP&L than in the industry generally.
Witness Lilly also testified that while the sale of assets to the Power Agency
has temporarily reduced somewhat the need for outside finanecing of required
construction, the Company will continue to face subatantial outside financing
requirements. Additionally, Witness Lilly testified that the Company had
suffered a downgrading of its bonds after the last North Carolina retail rate
Order and that another downgrading is possible if CP&L°s financial stability
does not improve.

Publie Staff witness Smith derived the Publie Staff s recommended return on
commen equity of 13,5% on the basis of a DCF analysis for CP&L and the
electric utility industry as a whole. Witness Smith testified that CP&L’'s
dividend yield was 11.5%, as compared to the industry average dividend yield
of 10.7%. Witness Smith stated further that actual historical growth
indicators for CP&L were smaller than the industry average, ranging between
0.7% to 2.9% for the Company and 1.2% to 3.8% for the industry. Witness Smith
derived an estimate of the long-term dividend growth anticipated by investors
of 1.5% te 2.5%, which she stated is somewhat higher than CP&L’s own
experienced growth and below the industry average historical experience.
Based upon her study, witness Smith concluded that the current cost of common
equity to CP&L is in the 13% to 14% range, and proposed that the midpoint of
that range of 13.5% be used for setting the allowed rate of return.

Additionally witness Smith presented data concerning the historieal
earnings of utilities and non-regulated companies. According to witness Smith
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electric utilities equity earnings have ranged from 11% to 13% over the past
decade. Alternatively witness Smith testified that unregulated companies,
which are 1less risky than CP&L and the other eleetric utilities on any
conventional measure, earned 11% on common equity in 1982.

Public Staff witness Smith testified that the study conducted by herself
assumes like the classic DCF model that a company’s cost of equity capital is
determined by its dividend yield and the long-term dividend growth anticipated
by investors. Witness Smith also explained that, although the electric
utilities are similar, there are risk differences within the industry.
Variations in risk measures include equity ratios, price volatility,
management quality, and the nature of resource supply contracts. However,
witness Smith stated that the problem with attempting to test these risk
variations is that no measureable risk indicators exist which completely
explain the variability in dividend yields remaining after growth expectations
are accounted for. Speeifically, 1t 1s not possible to build a perfectly
specified model of relationships between dividend yields and the combinaticn
of growth and individual risk factors.

However, witness Smith testified that it is possible to measure the
collective effect of all the risks investors assoclate with an individual
utility. Witness Smith explained that, while in her opinion the individual
effect of each risk factor cannot be measured with precision, it is possible
to measure their combined effects by comparing a company’s actval dividend
yield with the yield that would prevail if expected growth were only
determinant of variations in the stock’s price and” yield. The difference in
the actual dividend yield and the yield that would prevail if expected growth
were the only determinant of variations in the stocks price and yleld is
unexplained variability, or the E term, in witness Smith’s regression
equations.

Company witness Futrell testified in rebuttal to the testimony of Public
Staff witness Smith specifically with regard to statistical analyses performed
by Dr. Smith. Witness Futrell stated as acknowledged by Public Staff witness
Smith that the specific risk variations for CP&L as compared to other electrie
utilities were not measurable. In witness Futrell’s opinion it is impossibdle
due to the lack of specification of a parameter in witness Smith’s model
namaly unknown risk variation to determine the cost of equity eapital for CPEL
using witness Smith’s methodology. Witness Futrell stated that Dr. Smith
performed an ordinary least squares regression analysis to solve for the
unknown risk variable. An ordinary least squares regression analysis has a
dependent variable and one or more independent variables. Witness Smith’s
independent variable was growth rate, and her dependent variable was dividend
yield. Witness Futrell stated that Dr. Smith’s regression analysis simply
determined the 1line of best fit between various growth rates and various
dividend yields. According to witness Futrell, Dr. Smith erroneously used the
error term contained in the ordinary least aquare regression analysis as a
gubgtitute for the risk wvariable of CP&L. However, in witness Futrell’s
opinion the risk variation should properly have been treated as an independent
variable, in addition to dividend .growth. The omission of the independent
variable risk variation in witness Futrell’s opinion makes it impossible to
determine the dividend yileld which would best fit a regression with both
independent variables utbilized. According te Company witness Futrell, Dr.
Smith simply attempted to substitute the error of the regression for the
independent variable risk variation. In witness Futrell’s opinion this cannot
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be done because regression analysis minimizes the error of the regressioen,
rather than solving for it. Hence, witness Futrell maintains that the use of
the error of the regression as a risk variable is erroneous since a minimized
level of risk variation rather than the aectual wvalue of risk varlation is
obtained. Consequently, witness Futrell conecludes that the analysis performed
by witness Smith should not be relied upon to determine the cost of equity
capital for CP&L.

Department of Defense witness McCabe recommended a return on equity of
14, 75%. Witness MeCabe’s recommendation was not based on any speeific
statistical analyses but rather equates the return on equity to that found in
the last rate case less T5 basis points comparable to the treatment prescribed
in the return component of CP&L°s Power Coordination Agreement with the Worth
Carolina Hastern Municipal Power Agency.

The determination of the appropriate fair rate of return for the Company is
of great importance and must be made with great care because whatever return
is allowed will have an immediate impact on the Company, its shareholders, and
ita customers, In the final analysis the determination of a fair rate of
return must be made by this Commisgsion, using its own impartial judgment and
guided by the testimony of expert witnesses and other evidence of record.
Whatever return is allowed must balance the interest of the ratepayers and
investors and meet the test set forth in G.S. 62-133(b}(4):

"...(to) enable the public utility by sound management to produce a
fair return for 1its shareholders, considering changing economic
conditions and other factors, as they then exist, to maintain its
facilities and services in accordance with the reasonable requirements
of its customers in the territory covered by its franchise, and te
compete in the market for capital funds on terms which are reasonable
and which are fair to 1ts customers and to its existing investors."

The return allowed must not burden ratepayers any more than is necessary
for the utility to continue to provide adequate service. The North Carolina
Supreme Court has stated that the history of G.S. 62-133(b):

#,,.supports the inference that the Legislature intended for the
Commission to fix rates as low as may be reasonably consistent with
the requirements of Due Process Clause of the Fourteenth Amendment to
the Constitution of the United States..." State ex rel. Utilitles
Commission v. Duke Power Co., 285 N.C. 377, 206 S5.E.” 24 269 (7978).

The nature of the evidence in a case such as this makes it extremely
difficult to balance all of the opposing interests, since much, if not all, of
the evidence is based on individual witnesses® perceptions and interpretations
of trends and data from the eapital market. The Commission has considered
carefully all of the relevant evidence presented in this case, with the
constant reminder that whatever return that is allowed will have an immediate
impact on the Company, its stockholders and its customers. The Commission
must use its impartial judgment to insure that all the parties involved are
treated fairly and equitably. In coming to a final deeision on this matter,
the Commission iz not unmindful of the upward pressure of ecapital costs
generally present in the economy over recent years.
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Bagsed upon a careful consideration of all of the foregeing, including the
statistical procedures used by witness Smith, the Commission concludes that,
in the absence of any consideration of CP&L’s history of poor nuclear
perfdrmance and the inefficiency and imprudence of CP&L‘s management in the
area of nuclear plant performance, a 15.25% rate of return upon equity would
be the fair rate of return for CP&L in this case. However, when CP&L’s poor
nuclear plant performance and the past history of inefficiency and imprudence
of CP&L’s management in the area of nuclear plant performance is taken into
congideration, the Commissionh concludes that it cannot allow that level of
return upon equity. It is clear, based upon Finding of Fact No. 11 set forth
above and the matters set forth and discussed in connection with the Evidence
and Conclusions section for said finding of fact, that CP&L’s inefficiency and
mismanagement in the past resulted in the Company not achieving reasonable
operation of 4its nuelear units during the +test year. The Commission
recognizes that considerable changes in organization and procedure have now
been made but concludes that a penalty should remain in effect for the Company
because of its fest year nuclear performance. The Commission therefore
concludes that CP&L should be allowed an opportunity to earn no more than a
14.5% rate of return on equity.

This Commission operates under a legislative mandate that reguires it to
fix rates which will allow a utility "by sound management" to pay all of its
reasonable operating costs, ineluding maintenance, depreciation, and taxes,
and to earn a fair return on its investment. G.S. 62-133(b)(4); State of
North Careolina ex rel. [tilities Commission vs. Duke Power Company,
285 NC 377, 206 SE o2nd 269 (1978). However, upon a finding that a utility is
not soundly managed, it may be penalized by being authorized to earn less than
a "fair return.” State of North Carolina ex rel. Utilities Commission vs.
General Telephone Company of the Southeast, 285 NC 671, 208 SE 2nd 681
(1974), 1In order to penalize a utility on rate of return, the Commission must
make sgpecific findings showing the effect upon 1its deecision of the poor
management it has found. Jtilities Commission v. Morgan, Attorney
General, 277 N.C. 255, 177 S.E.2d 405 (1970). The penalty must not result in
a confiscatory rate of return. 285 NC 671.

In this case, the Commission has concluded that if CP&L‘s Brunswick nuclear
units had been properly managed and reagonably operated, sald Company would be
entitled to a 15.25% rate of return on its common equity. The Commission has
found, however, that CP&L’s nuclear performance continues to be unsatisfactory
and that the cost of service to CP&L’S customers has been significantly
increased as a result. In Finding of Faet No. 11 above and the Evidence and
Conclusions set forth in support thereof, the Commission has determined that
CP4L’s nuclear performance during the test year was unsatisfactory.
Considering the evidence of corporate mismanagement with respeet to the
Brunawick nuélear plant, the Commission concludes that CP&L should be
penalized by not being allowed to earn the rate of return that it would have
been allowed if its Brunswiek nuclear plant had bgen soundly managed.

Publie Staff witness Thomas S. Lam testified that the T8 days of outages at
the Brunswig¢k nuclear unit resulted in approximately 3$26.5 million purchase
power requirement, fuel cost expense, and calculated replacement power costs.
Public Staff witness Caroline M. Smith testified that this figure would
translate into a penalty of 150 basis points or 1.5%. While Company witness
Lynn Eury agreed that the $26.5 million figure was a reasonable estimate, he
noted that improvements have been made in the management of the Brunswick
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units since the time of these outages. He also noted that NRC haa found
performance Mat the plant level" at the Brunswick units to be "acceptable™ and
has identified "major strengths" at the plant in the areas of emer gency
preparedness, security and safeguards. Eury further testified that the
Company’s fossil plants’ performance compares quite favorably with appropriate
industry indicators. The Commission must consider all material evidence that
will help it determine what are reasonable and just rates. Further evidence
presented shows that in September 1982 CP&L made certain changes with respect
to the management of the Brunswick nuclear units. Reorganization of
management was made to Inerease senlor management oversight of the plant, to
improve communications and coordination, and improve organizational
accountability and strengthen management econtrol. In recognition of these
initiatives and the evidence as a whole, the Commission has determined that a
rate of veturn penalty of 0.75% is appropriate.

The penalty imposed above will not result in a confiscatory rate of return.
The Commission has determined that allowing a 14.5% rate of return on common
equity and a 11.38% rate of return on the Company’s rate base will allow CP&L
to pay its operating expenses, including maintenance, depreciaticn, taxes, and
interest on long-term debts, and still pay 424,896,000 to its preferred
shareholders and $122,480,000 to its common shareholders. This is not
confiscatory.

The Commission cannot guarantee that the Company will, in fact, achieve the
level of returns herein found to be just and reasonable. In fact, it should be
noted that the revenus requirements established in this case reflect the
Commission’s disallowance of CP&L’s cost of debt and equity funds associated
with the Company’s abandoned plant facilities. These unrecognized costs would
serve to reduce the Company’s ability to earn the allowed returns stated
above. Indeed, the Commission would not guarantee it if it could. Such a
guarantee would remove necessary incentives for the Company to achieve the
utmost in operational and managerial efficiency. The Commission believes, and
thus coneludes, that the level of return approved herein will afford the
Company a reasonable opportunity to earn a reascnable return for its
stockholders while providing adequate and economical service to ratepayers.

EVIDENCE AND CONCLUSIONS FQR FINDING OF FACT NO. 22

The Commission previocusly has discussed its findings and conclusions
regarding the rate of return whieh CP&L should be given the opportunity to
earn. .

In the Commission’s September 19, 1983, Order Granting Partial Increase in
Rates and Charges, the Company was granted rates which produce total operating
revenues of $1,196,049,000, based on adjusted test period sales of
18,660,082,846 kWh. Said Order reflected an annual increase in operating
revenues of $90,855,000. In its September 19, 1983, Order the Commission
noted that a major factor contributing to CP&L‘s need for rate relief was the
addition to CP&L’s system of Unit No. 1 of the Mayo generating plant. The
inereased revenue requirements agsociated with Maye Unit No. 1 being placed
into service was approximately $41 million.

The Commission upon reconsideration has determined that the Company’s total
gross revenue requirement for 1its North Carolina retail operations is
$1,195,283,000, based upon the adjusted test year ended September 30, 1982,
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which reflects an annual increase in operating revenues of $91,211,000. The
Commission hotes that the gross revenue increase reflected herein of
$91,211,000 exceeds by $356,000 the gross revenue increase granted in the
Commission’s September 19, 1983, Order. However, due to the lack of
materiality of such an increase in revenue requirements relative to the
Company’s total revenue reguirements (less than .0003) the Commission finds
it unreasonable for CP&L to increase the rates and charges which became
effective September 19, 1983, in order to recover such a de minimus amount.
Therefore, the Commission finds that CP&L should maintain without change the
rate and charges which became effective September 19, 1983.

The following schedules summarize the gross revenues and the rates of
return wliich the Company should have a reasonable opportunity to achieve based
upon the increases approved herein. Such schedules, illustrating the
Company"s gross revenue requirements, incorporate the findings and coneclusions
heretofore and herein approved by the Commission.

SCHEDULE I
CAROLINA POWER & LIGHT COMPANY
NORTH CAROLINA RETAIL OPERATIONS
DOCKET NO. E~2, SUB U6t
STATEMENT OF OPERATING INCOME
TWELVE MONTHS ENDED SEPTEMBER 30, 1982
(000°S QMITTED)

Present Approved Approved

Iten . Rates Increase Rates
Qperating revenues $1,104,072 $ 91,211 $1,195,283
Operating revenue deductions:
Operation and maintenance expenses 617,238 - 617,238
Depreciation expense 92,580 - 92,880
Taxes other than income - 82,215 5,473 87,688
Income taxes 110,643 42,217 152,860
Total 902,973 7,690 950,336
Operating income before adjustments -~ - 201,096 43,521 244,617
Adjustments to operating income 8,280 8,280

Net operating income $ 209,376 $ 43,521 $252,897
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SCHEDULE II
CAROLINA POWER & LIGHT COMPANY
NORTH CARCLINA RETAIL OPERATIONS
STATEMENT OF RATE BASE AND RATE OF RETURN
TWELVE MONTHS ENDED SEPTEMBER 30, 1982
(000”8 OMITTED)

Ttem

Investment in Electric Plant:
Electric plant in service
Net nuclear fuel
Construction work in progress
Accumulated depreeciation
Accumulated deferred income taxes
Net investment in electric plant

Allowance for Working Capital:
Cash
Materials and supplies
Prepayments
Investor funds invested for operations
Miscellaneous projects
Other rate base deductions
Customer deposits
Total
Original cost rate base

Rates of Return

Amount

$2,431,733

25,172

539,781
(559,362)

{313,321)
2,124,003

3,467
96,071
6,594
17,013
h,9u3
(23,722}
(5,898)
98,868
~ $2,222,871

Present 9.42%
Approved 11.38%
SCHEDULE IIT
CAROLINA POWER & LIGHT COMPANY
NORTH CAROLINA RETAIL OPERATIONS
STATEMENT OF CAPITALTZATION AND RELATED COSTS
THELVE MONTHS ENDED SEPTEMBER 30, 1982
(C00"S OMITTED)

Capital- Original Embedded Net
ization Cost Cost Operating
Item Ratio (%) Rate Base (%) Income
Present Rates - Original Cost Rate Base
Long-term debt 49.50 $ 1,100,321 9.59 $105,521
Preferred stock 12.50 277,859 8.96 24,896
Common equity 38.00 844,691 9.35 78,959
Total 100.00 $2,222,871 - $209,376
Approved Rates - Original Cost Rate Basge
Long-term debt Lg.50 $ 1,100,321 9.59 $105,521
Preferred stock 12.50 277,859 8.96 24,896
Common equity 38.00 BUb, 691 14.50 122,480

Total 100.00 $2,222,871 - $252,897
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EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 23 THROUGH 27

Evidence for these findings of fact is found primarily in the testimony and
exhibits of Company witness Edge, Public Staff witnesses Richard Smith and
Turner, DOD witness McCabe, and Kudzu witness Eddleman. The following
discussion of the rate designs proposed by the various parties is arranged by
rate schedule or by topic.

Summer/Winter Rate Differentials

In its residential rate Schedule RES, the Company proposes to retain the
summer/winter rate differential for all over 800 kih. Nene of the rates
proposed for the nonreslidential vate schedules (excluding time-of-day rate
gchedules) contain summer/winter rate differentials for the energy charges.
In fact, the seasonal rate differential does not apply to all energy blocks
for residential service.

In the previous general rate cases in Docket Nos. E-2, Sub 416 and Sub 444,
the Commission concluded that the summer/winter differentials in the
residential rates should not be inereased until such time as 1t can be
determined what size summer/winter differential would be appropriate for each
rate block of each rate schedule. The Commission further concluded that the
Public Staff and CP&L should examine in depth the appropriate level of
seasonal differentials and present their results in a docket as soon as
possible.

The cost alloeation study presented by the Company in this proceeding
includes an attempt to quantify an appropriate summer/winter rate differential
for residential service. The study results indicate that almost all of the
summer /wWwinter rate differential is due to the difference in unit demand cosg
between summer and winter. A review of the study methodology indicates that
the major facktor affecting the difference in unit demand cost between summer
and winter is the fact that 50% of demand related fixed costs are allocated to
four summer months and 50% are allocated to eight winter months. Such an
alloeation would produce a higher summer rate and a lower winter rate even if
there were not other cost differences.

The Commisaion is of the opinion that further study of summer/winter rate
differentials is needed. Such studies might consider the fixed plant mix
during summer months versus winter months, and the number of months associated
with summer peaks versus winter peaks.

TOD Rates for Residential Service

Public Staff witness Richard Smith testified that the customer response to
the Company’s time-of-use rate Schedule R-TOU has been poor to date. In order
to make the schedule more attractive for the customer and more effective in
reducing system demand, he recommended that the on-peak hours in that schedule
be reduced. From the customer’s standpoint, shorter on-peak hours would give
more flexibility In scheduling baths and in the use of dishwashers and clothes
washers. Shorter on-peak hours would also permit pre-ccoling of the residence
on summer mornings, earlier use of air conditicning in the evenings, and more
satisfactory heating opportunities in the winter.
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With respect to reducing system demand, witness Smith stated that with
rates which are revenue neutral it is necessary to increase the demand charge
to compensate for decreased on-peak hours. That increased demand charge then
becomes an added incentive for customers to reduce demand.

The reduced on-peak hours recommended by the Public Staff compared to the
pregent on-peak hours for Schedule R-TOU are as follows;

Schedule R-TOU
On-Peak Hours

April-September October-March
Present hours 10:00 A.M. - 10:00 P.M. 6:00 A.M. = 1:00 P.M.
Hours propoaed by
Publie Staff Noon — 9:00 P.M. 6:30 A.M, — 1:00 P.M.

Witness Smith“s testimony indicated that the proposed reduced hours would
permit demand reductions up to 7.73% in the Company’s system load curves and
that less than 6% demand reduction is forecast by the Company from time-of-use
rates and locad control measures by the year 1995.

Chairman Koger asked the Company to determine what the effect would be in
1995 of shortening the summer on-peak period from 10:00 p.m. to 9:00 p.m.
Company witness Edge testified that he was concerned with customers cutting
back on appliances at the end of the on-peak peried, but that the Company does
not have a lot of difficulty with the idea of shortening the summer on-peak
period from 10:00 p.m. to 9:00 p.m.

The Commission concluded in the previous general rate case (in Docket No.
E-2, Sub 444) that the Company should embark on an experimental trial program
to ascertain the effectiveness of an all-energy TOD rate (i.e., two-part rate)
for residential customers, and that such all-energy TOD rate, if proved valid,
could replace ‘'the present demand type TOD rate (i.e., three-part rate) or
could be offered as an alternative TOD rate for residential service. The
Commission also concluded that such all-energy- TOD rate should include the
same on-peak/off-peak hours recommended by the Publie Staff in that
proceeding, which are also the same hours recommended by the Public Staff in
this case. The Company therefore implemented the experimental rate as
directed by the Commissicn.

Given the evidence presented in this proceeding, the need for successful
load management, and the agreement by all parties that moving the residential
summer on-peak hourz from 10:00 a.m. - 10:00 p.m. to 10:00 a.m. - 9:00 p.m.
would have no detrimental effect =zt this time, the Commission accepts the
principle of shifting the April-September residential on-peak boundary from
10:00 p.m. to 9:00 p.m. Due %o the uncertainties inherent in future
predictions, i.e., load forecasts, anticipated ecustomer response, and overall
load management and conservation program suceess, the shift in on-peak hours
should apply to the Residential TOU rate schedule only.

Since the Commission believes the changes to meters and communication of
the change %o consumers will take some time, the change should be made
effective by April 1, 1984, Present rating periocds for all TOU rates should
remain unchanged through March 31, 1984, new rating periods for the
Residential TOU rate should become effective on April 1, 1984, and the Company
should notify the Commission when the necessary changes and communications
have been accomplished.
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In another matter affecting TOD rates, the cost allocaticn study presented
by the Company in this proceeding includes an attempt to quantify a cost
differential between on-peak hours and off-peak hours. A review of the study
methodology indicates that demand-related fixed costz are allocated to on-peak
hours only. The Publie Staff recommended that CP&L conduet further study of
the allocation of fixed costs between on-peak and off-peak periods in
conjunction with the cost allocation issues. The Commission is not convineed
that the rate differential between on-peak and off-peak hours should be
egtablished, based on the study presented in this proceeding, and concludes
that further study and discussion is needed.

Residential Water Heater Load Control Program

CP&L"s residential water heater load control program currently applies to
water heaters which have a storage capacity of 40 gallons or more. Publie
Staff witness Richard Smith recommended that 30-gallon water heaters also be
eligible for the program. Witness Smith stated that including 30-gallon water
heaters in the program could increase the number of eligible heaters by 60%
and thereby expand by a like amount the potential demand reducticn achievable
by the load control program.

Witness Smith offered water heater manufacturer’s test data which showed
that the temperature of the Wwater withdrawn from a water heater did not
decline in direct proportion to the water used as assumed by both the Company
and the consultant’s study, but that 75% of a water heater’s capacity was
available before the temperature of the hot water outflow dropped 30 degrees.
Witness Smith suggested that this test data indicated that almest three times
more hot water was available than calculated.

Witneass Smith stated that the Company had made no drawdown tests on
30-galleon water heaters nor had it interrupted any 30-gallon water heaters on
i%s load control pregram. He also pointed out that the 8,434 customers on the
Raleigh test program in 1981, which was limited to water heaters 40 gallons
and larger, registered only 71 complaints in the winter and 17 complaints in
the summer. Witness Smith indicated‘that less than one percent had withdrawn
from the program, and that few, if any, had withdrawn as a result of the
Company’s test.

Witness Smith stated that the load control program was a voluntary one and
that customers who are dissatisfied with the interruptions could withdraw from
the program. Witneas Smith stated that the majority of customers with
30-gallon water heaters should find the program satlisfactory and that this
large segment of customers should not be diseriminated against but should be
offered the program. Commissioner Campbell inquired whether or not a
fact-finding determination could be made by placing 7100 or 500 customers on
the load econtrol program and then observing the complaints. Witness Snith
stated that such a test could be satisfactory, provided the customers were
treated normally and left completely aleone without receiving any questions or
comments from the Company.

CP&L witness Edge testified that the Company is opposed to the inelusion of
the 30-gallon cavacity water heaters in the load control program. Witness
Edge testified that there would be increased customer dissaticluded and that
such dissatisfaction could negatively affect the present effort to expand the
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water heater control program. In addition, the Company incurs an expense in
installing and then removing the control device. Witness Edge testified that
information contained in a Public Staff Exhibit filed in Docket No. M-100,
Sub 78, showed that the control of the 30-gallon water heater would be
satisfactory during peak hours of the day, provided that the length of the
interruption was no more than one hour. Also, 40 and 50-gallon water heaters
could be interrupted beyond two and three hours, respectively. Witness Edge
testified that the Company findings support the- findings set forth in the
Public Staff Exhibit in Docket No. M-100, Sub T8. Witness Edge testified that
the current interruption period of two and three hours in the winter and
summer, respectively, would probably have to change to one and two hours in
order to minimize customer dissatisfaction if the 30-gallon water heaters are
allowed on the program. This weuld have the effect of substantially reducing
the benefits of the program. .

The Commission concludes that the addigion to the Company’s load control
program of 30-gallen water heaters 1s not in the best .interests of that
program at this time. The Commission recognizes that CP&L is currently
expanding the load control program into new locations and that increased
customer dissatisfaction could negatively affect that effort. This does not
mean, however, that the Company should not continue to seek ways to expand the
scope of itz water heater control program. The Company should continue to
expand into new areas of its territory and once the program becomes well
accepted consideration should be given to conducting an experiment using the
30-gallon water heater. '

Revenue Regujirement for Small General Service

The Commissien has generally attempted to establish rates in prior
proceedings which would produce rates of return for each class that were
within 10% * of the overall North Carolina retail. rate of return. In
comparing the rates of return for each rate claszs resulting from three of the
cost allocation methods discussed herein (summer/winter coineident peak,
summer /winter peak and base, summer/winter peak and average), the Commission
notes that the small general service class is overpriced (i.e., has a high
rate of return) using all three methoda. Furthermore, in making the same
comparison fer the small general service class in the previous rate case,
Docket No. E-2, Sub 444, the Commission noted that the SGS class was
overpriced in that proceeding. Therefore, the Commission concludes that any
increase for the small general service -rate class should be less than that
proposed by the Company in this proceeding.

»On the other hand, a comparison of the rates of return for the small
general serviee class versus the rates of return for overall North Carolina
retail service since 1972 (based on the annual cost of service studies filed
with the Commission) indicates that the small general service class was
overpriced in some years and underpriced in some years.

The Company 'pr'oposed to increase the rates for SGS class by 14.5% in this
proceeding versus a 14.9% increase for North Carolina retail service overall.
If the rates for the SGS class were increased 10.8% instead of the proposed
14,4%, it would result in a rate of return which would be within 10% of the
North Carolina retail rate of return. The difference between a 14.5% increase
and a 10.8% increase for the SGS c¢lass is approximately $13,354,000 revenue
requirement.
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However, the Commission is of the opinion that a $13,35%,000 reduction in
revenue requirement for the S5GS class, in addition to the same percentage
reduction applied to the other rate classes as described in Appendix A
attached to this order, would be too large for this single proceeding. It
would also be an extreme correction in view of the unstable relationship since
1972 bebtween the rates of veturn for the SGS class and overall North Carolina
retail service. The Commission concludes that an additional $3,000,000
reduction in revenue requirement for the SGS class would be appropriate for
this proceeding.

Small General Service Schedule SGS Rate Blocks

In its small general service rate schedule SGS, the Company proposes to
retain a deeclining block rate for its energy charge. The deelining bloeck rate
consists of the middle block (second block) and the tail block (third block).
In prier general rate cases, the Commission concluded that multiple rate
blocks should be combined and that declining block rates should be eliminated
where possible. In this proceeding, the Company proposes to increase the tail
block by a considerably larger percentage than the middle block, thereby
closing the differential that exists between the middle and the tail bloek.
The Commission concludes that reduction of said differential between the
middle and tail blocks is appropriate for this proceeding and should be
continued in its future general rate proceedings.

"Closed" Rate Schedules RFS, C3G, CSE, AHS & 3CS

In Docket No. E-2, Sub 366, the Commission directed the Company to take
steps to withdraw its "elosed" rate schedules. Subsequently, in Docket No.
E-2, Sub 391, the Company added a proviso to its "closed" rate schedules (RFS,
CSG CSE, AHS, 3CS and MPS) which requires that a customer serviced under any
of the "eclosed" rate schedules be automatically tranferred to another
available rate schedule {(probably SGS) whenever the Company determines that
the customer would have paid less revenues over the previcus 12 months for
service under the alternative rate schedule than he actually paid under his
current rate schedule.

A5 a supplement to this provisc, the Company proposed to apply greater than
average rate increases to the "closed” rate schedules in each successive rate
case. Each time rates for the "closed" rate schedules are increased more than
the rates for alternative rate schedules, an additional number of customers
will be required to transfer tc alternate rate schedules pursuant to the
proviso jJjust desecribed. The greater than average I1necreases will continue
until all of the cusiomers served under the "closed™ rate schedules have been
transferred to alternate rate schedules. In this manner, "eclosed" rate
schedule MPS was eventually withdrawn in a prior general rate proceeding.

In this proceeding, the Company proposed to inerease the rates for four of
the remaining "elosed™" rate schedulea (RFS, CSG, CSE, and AHS) by
approximately 24% to 26%, while increasing the rates for the other major rate
schedules by approximately 144 to 16%. This is really nothing more than
giving the four m™eclosed" rate schedules a 10% increase relative to the other
rate schedules. The Commission concludes that the Company’s proposed rate
increase for the four (U) "elosed® rate schedules should be approved.
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The Company also proposes to withdraw "elosed" rate schedule SCS (shopping
center service) in this proeceeding as a result of the program described above.
The proposal was unopposed and the Commission concludes that it should be
approved.

Demand Ratchets and TOD Rates for Large General Service

In its previous general rate order in Docket No. E-7, Sub 444, the
Commission noted that voluntary TOD rates were not available to large general
service customers unless they had thermal storage equipment, and that the
large general service class was the only major class of customers which did
not have a voluntary TOD rate available to all of the customers in the class.
The Commission fucether observed that TOD rates might be a reasonable
alternative fo demand ratchets, and it concuded that the next general rate
case should include a discussion of voluntary TOD rates for LGS customers as
well as a discussion of alternatives to demand ratchets for LGS customers.

In this proceeding, the Company proposes to replace the present large
general service TOD rate schedule (LGS-TS) with a new largé general service
TOD rate schedule (LGS-TOU). The new rate schedule LGS-TOU will bé available
on a voluntary basis to all LGS customers.

The proposed new schedule LGS-TOU will ineclude a billing démand ratchet
based on the highest 6f: (1) the current month’s demand; or {2) B0% of the
maximum on=peak demand during the summer or winter seascn in the preceding 11
months. - None of the Company’s obther TOD rate schedules (for residential
service or small general service) contains a billing demand ratchet. Publie
Staff witness Turner and DOD witness MeCabe propesed to eliminate the ratchet
from rate schedule LGS-TOU. The Compahy also proposes that Customer
Generation Service Rider No. 55 be revised to include a billing demand ratchet
in conjunction with rate schedule LGS-TOU.

Witness Turner recommended that the demand ratehet not be ineluded in rate
schedule LGS-TOU or in Rider Ho. G55. He gave several reasons for his
proposal. First, at the time it was introduced, ratcheting was a peak load
prieing mechanism designed to discourage peak demand at the time of system
peak or to place the cost of thée system peak upon those that caused it.
Today, however, in the presence of sophisticated time-of-use metering
technology, it is -a poor second choice as a peak load pricing mechanism. The
ratchet without time-of-use metering increases the demand portion of a
customer’s bill regardless of when the ocustomer’s peak occurred —- on the
system’s peak or off it. Time-of-use rates by design charges a higher rate
per KW for on-peak demand and lower rate for off-peak demand. With properly
designed time-of-use rates there is no need for.a ratchet. Second, the
ratchet allows the Company to present a weakened price siguwal. This occurs
because the ratchet increases the number of billing units that will be divided
into the revenue requirement when establishing the unit price. As a result,
the ratchet favors those customers who maintain a high load factor and who
levelize their demand requirements throughout the year.

Witneis Turner further stated that he realized the raﬁbhét grants the
Company some measure of revenue stability because it requires customers to pay
a fixed amount for demand per month independent of their actual monthly
demand. However, he testified that this reason does not justify glving
customera incorreet price slignals in a time-of-use rate.
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Kudzu witness Eddleman opposed the ratchet in either rate form indicating
that once the maximum demand is established, there 1s nc incentive to
conserve. DOD witness McCabe opposed the ratchet in the LGS Time-of-Use rate
but proposed that the ratchet in the standard LGS rate be revised to conform
to the seasonal nature of the ratchet proposed by the Company for rate
Schedule LGS-TOQU. He supported this proposal based on the nature of the
summer and winter peaks ineluded in the summer/winter peak and average
allocation factor. CIGFUR witness Brubaker, while opposing the SWP&A
allocation method, indicated that the demand ratchet was a useful tool and
supported its continuation.

Company witness Edge pointed out that to abruptly eliminate the ratchet
could cause significant changes in the amount of individual customer’s bills
with high load factor customers receiving large increases and low load factor
customers receiving substantial reductions. Witness Edge also indicated that
the ratchet promoted conservation and load management and related the dramatic
inerease in the number of customers employing load control devices since the
implementation of the ratchet. He indicated that the ratchet enabled the
Company to recover the fixed costs related to distribution plant in an
equitable manner.

The Commission concludes that TOD rates should not inelude a billing demand
ratchet and that the demand ratchet should be eliminated from the proposed
Large General Setvice (time-of-use) rate schedule and from Rider 55, without
pre judice to the Company seeking a ratchet at a later date which would recover
distribution fixed costs only. However, the Commission also concludes that
the Company’s billing demand ratchets for its non-TOD large general service
customers should remain as bthey are proposed by the Company. Finally, the
Commission concludes that the proposed new rate 'schedule LGS-TOU, excluding a
billing demand ratchet, should be approved as modified,.

Coincident Demand Billing for LGS or Wholesale Customers ‘

Another rate design issue addressed by parties in this proceeding is 'the
use of coincident demand for billing purpeoses for reszale (wholesale)
custoqers. Publie Staff witness Richard Smith testified that the Company
should ingstitute coineident demand billing for its resale customers. DOD
witness McCabe suggested that coincident demand billing be applied to DOD
customers of the Company. Witness Smith supported his position with the
argument that coincident demand billing would provide an incentive for resale
customers bto reduce their demand at the time of the system peak, thereby
reducing that system peak and potentially the need for additional generation
facilities in the future. Witness McCabe had the same argument but also
presented data which indicated that defense facilities peak at times other
than the system peak. Presumably colncident demand billing for DOD would have
the effect of reducing their cost.

The Commlssion has noted the evidence in the record in this case that the
Company 1s presently working with its resale customers in order to establish
coineident demand billing for those customers. Although the Commission is
concerned about the amount of generating capability that will be required in
the future of this Company, it is of the opinion that the Company’s dealings
with its resale customers on this issue are not within the purview of this
Cormission.
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Concerning the DOD request for coincident demand billing, the Commission
notes that allocation of demand related production costs between rate classes
has always been based on coincident demands, for reasons discussed extensively
in this and prior general rate orders. Furthermore, allocation of demand
related costs between customers in a given rate class has always been based on
the assumption that customers in the rate class are similar in some respects,
and that allocation of such costs by individual maximum demand billing
reflects an appropriate distribution of cost responsibility within the class.
The Zommission, therefore, concludes that it is improper at this time to order
a change in the Company’s use of individual billing demand.

DOD witness McCabe has raised the issue that the composition of the LGS
rate class is inappropriate and recommended that this rate be broken into
different categories by voltage levels. He indicates that line losses differ
by voltage level of service and that a customer should be responsible only for
its specific line losses.

With perfect information, it would be theoretically possible to develop a
different rate for each of the utility’s customers. However, as a practical
matter, it is necessary to group customers with other customers having similar
load characteristics in order to have a manageable number of rate schedules
for the utility to administer. In this grouping of customers into rate
classes, there will inevitably be differences between individual customers
within a given rate class. Line losses would potentially be one of the
sources of those differences. The Commission is not convinced in this
proceeding that this particular example is more worthy of distinetion than
other potential differences. The Commission is also of the opinion that DOD
has available to it the option of applying for service under CP&L’s wholesale
rates, whereby it would then be grouped with other similarly constituted users
of electricity. The Commission, therefore, finds no reason to restructure the
LGS rate class.

Sports Field Lighting Service

The Commission has generally attempted to establish rates in prior
proceedings which would produce rates of return for each rate class that were
within 10% % of the overall North Caroclina retail rate of return. In
comparing the rates of return for each rate class resulting from three of the
cost allocation methods discussed herein (summer/winter coincident peak,
summer/winter peak and base, summer/winter peak and average), the Commission
notes that the sports field lighting class is underpriced (i.e., has a low
rate of return) using all three methods. However, the Commission also notes
that said low rates of return occur even after a 21.4% increase proposed by
the Company in this proceeding for the rate class versus a 14.9% increase
proposed for North Carclina retail service overall. Therefore, the Commission
concludes that the rates proposed for rate schedule SFLS (Sports Field
Lighting Service) should be reduced by the same percentage as the other rates
proposed by the Company, in the manner described on Appendix A attached to
this order.

General
Tn addition to those revisions already discussed herein, the Company

proposes various miscellaneous rate changes, administrative changes, and
eslarifications on its rate schedules and in its terms and conditions for
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gervice which were not opposed by any party. Such changes and clarifications
include in part: provisions to list base fuel costs on bariffs and riders;
provisions to exclude availability of residential rate schedules from service
which 1is metered separately from residence; provisions to restrict
availability of Rider 7 (Standby Service) to retail rate schedules only;
provisions to add a customer charge during non-usage months for service under
Rider 5 (Seasonal Service); provisions to increase off-peak demand charges for
service under Rider 55 (Customer Generation); provisions to include power
factor adjustments on LGS Tariffs for clarity; provisions to increase the
attractiveness of Rider 5 (Curtailable Load); provisions to add a new 5800
lumen §.V. fixture to the lighting rate schedules; and provisions to restrict
12,000 and 38,000 lumen S.V. Retrofit fixtures to existing applications only.

OTHER CONCLUSIONS ON RECONSIDERATION

The Commission recognizes that the annual gross revenue increase reflected
herein of $91,211,000 exceeds by $356,000 the annual gross revenue increase
established by the Commission’s Order Granting Partial Increasé in Rates and
Charges issued September 19, 1983, However due to the lack of materiality of
such an increase in revenue requirements relative to the Company’s btotal
revenue requirements (less than .0003) the Commission finds it reasonable for
CP&L to maintain without change the rates and charges which became effective
on 3eptember 19, 1983. The Commission recognizes, however, that it will be
necegsary for CP&L to file revised tariffs reflecting the new base fuel
component established herein.

The Commission concludes that the rate designs, rate schedules and terms
and conditions for service as proposed by the Company should all be approved,
except as discussed herein.

IT IS, THEREFORE, ORDERED as follows:

1. That Carolina Power & Light Company shall maintain without change the
rates and charges established by this Commission in its Order Granting Partial
Increase in Rates and Charges issued September 19, 1983; however, the Company
shall file with this Commission five (5) coples of rate schedules reflecting
the revised base fuel component established herein.

2. That Carolina Power & Light Company shall prepare ecost allocation
studies for presentation with its next general rate application which alloeate
production plant based on the foliowing wethodologies: (1) summer/winter peak
and average; (2) summer/winter peak and base; (3) summer/winter coincident
peak; (4) summer coineident peak; and (5) summer peak and average. Both
Jurisdietional and fully distributed cost allocation studies shall be made
using each method, and the studies shall be included in items 31 and 37,
respectively, of Form E-~1 of the minimum filing requirements for general rate
applications.

3. That Carolina Power & Light Company work with the Public Staff during
the six (6) months following the date of this Order to develop a mutually
agreeable study which could be done at a reasonably limited cost and would be
responsive to the concerns discussed in this proceeding regarding:
(1) allocation of fixed costs and variable costs %o each hour of the year, and
(2) allocation of costs incurred during a given hour to customer classes based
on usage during the given hour. The Company shall report to the Commission on
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the details of the study from time to time as necessary, but not later than
aix (6) months following the date of this Order.

4. That Carolina Power & Light Company shall take the steps necessary to
reduce the on-peak hours for residential TOD rate s¢hedule R-TQU during the
summer months from 10:00 p.m. to 9:00 p.m. effective April 1, 1984, as
discussed herein.

5. That any motions heretofore filed in this proceeding and not previously
ruled upon are hereby denied. '

6. That CP&L shall seek to obtdin a ruling from the IRS regarding the tax
consequences of possible rate-making treatments of the Job Development
Investment Tax Credits relating to that portion of the generating and
transmission plant sold to NCEMPA. The Company shall file within thirty (30)
days from the date of this Order a .draft of the Company’s proposed letter to
the IRS requesting a ruling on the matter for review by the Commission and
Public Staff. The Company shall obtain approval of the Commission prier to
submitting the request for ruling to the TRS. The resultant ruling or finding
of the IRS or the current status of the matter shall be presented to the
Commission in CP&L‘s next general rate proceeding.

ISSUED BY ORDER OF THE COMMISSION.
This the Tth day of December 1983.
NORTH CAROLINA UTILITIES COMMISSION
(SEAL) Sharon Credle Miller, Deputy Clerk

DOCKET NO. E-T, SUB 338
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of
Application by Duke Power Company for Authority to Adjust ) ORDER UPON
and Increase Its Electric Rates and Charges } RECONSIDERATION

BY THE COMMISSION: On November -4, 1982, Duke Power Company (Duke) filed a
motion requesting that the full Commission reconsider and alter or amend its
Order of November 1, 1982, entered in this docket (E=T, Sub 358) with respect
to Decretal Paragraph 16 appearing on page 147 of said Order and the related
findings and conclusions and in support thereof offered the following
justifieation(a):

n1. on December 21, 1981, the full Commission in Docket No. E-T,
Sub 331 entered its Order authorizing and approving Duke Power Company”’s
proposal:

“To issue a maximum of 3,750,000 shares of the Company’s common stock
without nominal or par value during December of 1981 in exchange for
certain of the Company’s First and Refunding Mortgage Bonds not to
exceed $125,000,000 principal amount to be purchased on the open market
by Salomonh Brothers at a composite weighted average price of 55 to 70
peréent of the obprincipal amount of such bonds...” "
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"The Commission further ordered that:

“The accounting methods and entries as set forth in the application
reflecting the results of and recording of the transaction are hereby
authorized, approved and directed as submitted ineluding specifiecally
the inelusion of the stock (at market value) and the nonoperating
extraordinary gain in common equity on the books and records of the
eompany.” (Emphasis added)"

On November 9, 1982, the North Carolina Textile Manufacturers Asscclatlon,
Inc. {(NCTMA) filed 4its response 1in opposition to Duke’s Motion for
Reconsideration. On November 15, 1982, Great lLakes Carbon Corporation and the
Publie Staff filed responses to Duke’s Motion for Reconsideration and on
December 1, 1982, the Kudzu Alliance filed exceptions to the Commission Order
entered in this docket which, in part, relate to Duke’s Motion for
Reconsideration. By Order issued on December 6, 1982, the Commission set this
matter for hearing on January 10, 1983, at 11:00 a.m. in Room No. 217, Dobbs
Building, U30 North Salisbury Street, Raleigh, North Carolina. On
December 13, 1982, Great Lakes Carbon Corporation requested that the
Cormission issue an Order clarifying its Order Scheduling Hearing, issued in
this docket on December 6, 1982. On December 22, 1982, the North Carolina
Attorney General filed Notice of Intervention. On December 23, 1982, the
Commission issued an Order clarifying its Order’ of December 6, 1982. On
January 10, 1983, Great Lakes Carbon Corporation filed its brief on rehearing
and the hearing in this regard came on as scheduled.

The Cormmission after having very carefully congidered oral argument heard
on January 10, 1983, and the entire evidence of record presented in this
docket relating to the debt/equity swap, and after having carefully considered
the Commission Order issued on December 21, 1981, in Docket No. E-T, Sub 331,
and the Panel’s Order of November 1, 1982, concludes that Duke’s motion filed
on November 4, 1982, should be allowed. The Commission believes that its
decision in this regard is fully supported by the evidence and is consistent
with the Commission’s decision in Docket No. E-7, Sub 331. Duke contends that
it would net have proceeded with the transaction had the Commission not
approved its proposed accounting treatment of the extraordinary gain arising
from the debt/equity swap. The Commission recognizes that such approval in no
way obviated the need for subsequent evaluation of the propriety of the
transaction nor foreclosed the appropriate rate-making treatment to be
accorded the transaction in Duke’s next rate case. The Commission stated that
the appropriate rate-making treatment contemplated by the Commission’s Order
of December 21, 1981, would involve either an adjustment to the required
return on equity and/or an adjustment to capital structure.

Based upon consideration of the evidence, oral argument, and briefs, the
Commission concludea that the transaction was beneficial to both the Company
and its customers because Duke’s financial position was improved
significantly. Improvement of Duke’s common equity capitalization should
result in greater times coverage of its fixed interest charges, thereby
tending to lower 1ts cost of capital. The Commission therefore concludes thas
Decretal Paragraph 16 and related findings and conclusions should be
rescinded.

The Panel’s deecision reduced puke’s annual revenue requirement by
approximately $5.9 million dollars to reflect amortization of the gain
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realized from the debt/equity swap. Since the findings and Decretal Paragraph
relating to this matter have now been rescinded, if Duke is to be allowed the
game annual revenue requirement as approved by the Panel, the Commission
concludes that it should make an adjustment to the cost of equity from
15.5% to 15.22%. The overall rate of return previously found fair by the Panel
of 11.98% is thus reduced to 11.86%. Thus, the return on common equity has
been reduced by an amount such that the increase in Duke’s gross revenue
requirement arising from the accounting treatment accorded the debt/equity
swap herein is exactly off-set by a decrease in said revenue requirement
related to the reduction in the return on common equity. After modifieation
as desoribed above Duke will be afforded an opportunity to earn a 15.22%
return cn its common shareholder equity devoted to its North Carolina retail
operations based upon rates previously approved by the Commission in this
Docket.

IT IS, THEREFORE, ORDERED THAT:

Decretal Paragraph 16 of the Commission Order of November 1, 1982, issued
in this docket and the related findings and conclusions be and hereby are
rescinded, and the Order modified consistent with the above findings.

TSSUED BY ORDER OF THE COMMISSION.
This the 13th day of January 1983.
NORTE CAROLINA UTILITIES COMMISSION
(SEAL) Sandra J. Webster, Chief Clerk

COMMISSIONER HIPP CONCURRING (OPINION ATTACHED)
COMMISSIONER WINTERS DISSENTING (OPINION ATTACHED)
COMMISSIONER HAMMOND DISSENTS

HIPP, COMMISSIONER, CONCURRING. I concur in the Order issued teday to
emphasize the importance of the continued ability of North Carolina utilities
to finance essential construction programs needed to render adequate service
to the public in the future. I dissented from the debt/equity swap order,
Doeket No. E-T, Sub 331, partly because of the difficulties of implementation,
as illustrated in this case. But the securities approved there have been
issued, and there must be finality to securities docketa. The intervenors
have raised guestions regarding the need for additional construction, and this
requires extremely careful consideration.

Even under the latest reduction in projected load growth to 2.8% annual
growth, Duke will not have adequate reserves to serve North Carolina consumers
in the 1990s unless it completes the plants presently included in the
construction program. This ineludes MoGuire 2 in 1983, Catawba 1 and 2 in
1985 and 1987, respectively, Cherokee 1, planned for 1990, and the Bad Creek
Pumped Storage Plant, planned for 1990 and 1991. It is true that Cherokee 1
and the Bad Creek Pumped Storage projects have been placed on an unscheduled
status due, in part to present financial conditions and the uncertain duration
of the present recession, but, if North Carclina is te recover from this
recession, its industries must resume full employment and adequate electrie
power must be available when needed.

The load forecast proceeding set for hearing later this year wlll explore
and investigate the latest load growth projections, but until it is completed
it is essential to maintain the ability to finance this construetion when
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needed. This may well require the sale of new debt and equity, and will
require full faith and credit and full confidence of prospective capital
gources in the North Carolina regulatory process, The amendment ‘and
modifieation approved in this Order .is needed to preserve the intent and
purpose ‘of the filnancing plan- approved in Docket No. E-T7, Sub 331, on
December 21, 1981. That Order provided that Duke’s next general rate case
would fully examine the adJustments warranted on return on equity and to
establish a pro forma capltal structure, which is accomplished by these
modificaticns to the general rate case Order whilew leaving 1intact the
accounting methods and entries which were approved in that securities docket.
G.S. 62-160, ‘et seq., covering securities regulation under the Public
Utilities Act carefully provides for the sanctity of securities issued under
that article of the Act, and requires high priority of disposition and
handling by the Commission, including the provision in G.5.62-170(b) that the
terms and conditions of such securities ghall not be affected by regulation of
the Commission and other matters preceding such an Order or supplemental
thereto.

This amendment and modification to the Order fully protects the benefits
authorized in the securities (Order and granted to the ratepayers in the
original rate ecase Order, while still preserving the essential full faith and

credit of the securities Orders needed for future construction of plants
needed to serve the publiec in Worth Carolina.

Edward B. Hipp, Commissioner

WINTERS, COMMISSIONER, DISSENTING: I respectfully dissent from the
majority Order rescinding the rate-making treatment accorded the gain realized
from the debt/equity swap as previously established by Commission Order of
November 1, 1982, If the Panel’s decision iIs to be reconsidered and its
findings and conclusions relating to the extraordinary gain realized from the
debt/equity swap are to be rescinded, I would adopt in lieu thereof the cost
of equity capital of 15.22% utilized by the majority in its instant decision;
however, I would also adopt the capitalization ratics and the related embedded
cost of debt and preferred stock recommended by the Public Staff. Such a -
modification in the cost of common equity capital is .28% less than the 15.5%
return on common equity capital allewed Duke -Power Company by the Panel Qrder
issued on November 1, 1982. My proposal would decrease the increase approved
in this docket by approximately $711.6 million or from $61.7 million to $50.1
miliion. Such a reduction in the Company’s revenue requirement is modest in
view of the significant financial benefits which proponents expect to enure to
the Company as a result of the debt/equity swap having been approved by a
majority of the Commission. It is noted that the capitalization ratios and
the related embedded cost of debt and preferred stock used by the Commission
in all aspects of this matter were those sought exelusively by the Company.
With respect to use of the Company’s proposed capitalization ratios and
embedded cost of debt and preferred stock by the Panel in its Order of
November 1, 1982, such use ecame about only after each member of the Panel
having made: significant compromises®with respect to other .issues affecting the
companies revenue requirecment. Such issues included other aspects of  the
Applicant’s case affecting 1ts cost of capital. It was my initial position
prior to compromise that the Public Staff’s position with respect to
capitalization ratios and related costs rates was most appropriate for use by
the Commission. As a result of the majority having disturbed such
compromises without giving appropriate weight to the capitalization ratios and
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embedded cost rates, I can no longer be bound by my earlier commitments. I,
therefore, vigorously dissent from the majority’s action in this regard.

John W. Winters, Commissloner

DOCKET NO. E-T, SUB 358

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of

Application by Duke Power Company for Authority to ) ORDER APPROVING
Adjust and Increase Its Electric Rates and Charges ) PARTIAL RATE INCREASE

HEARD IN:

BEFORE:

APPEARANCES:

Courtroom, City Hall, 145 5th Avenue, FEast, Hendersonville,
North Carolina, on August 1, 1983; Commissioners” Board Room,
Fourth Floor, County Office Building, 720 East Fourth Street,
Charlotte, North Carolina, on August 2, 1983; Courtroom 5-D,
Forsyth County Hall of Justice, Liberty Street, WinstonSalem,
North Carolina, on August 3, 1983; Courtroom 2-a, Guilford
County Courthouse, No. 2 Governmental Plaza, Greensboro, North
Carolina, on August 3, 1983; Council Chambers, City Hall, 101
City Hall Plaza, Durham, North Carolina, on August 4, 1983; and
Commission Hearing Room, Dobbs Building, 430 North Salisbury
Street, Raleigh, WNorth Carolina, on August 16 - 19, and
August 22 - 25, 1983

Commissioner Douglas P. Leary, Presiding; and Commissioners
Sarah Lindsay Tate and A. Hartwell Campbell

For Duke Power Company:

Steve C. @Griffith, Jr., Senior Vice President and General
Counsel, William L. Porter, Associate General Counsel, and
George Ferguson, Vice President and Deputy General Counsel, Duke
Power Company, U422 South Church Street, Charlotte, North
Carclina 28242

Clarence W. Walker, Kennedy, Covingten, Lobdell & Hickman,
Attorneys. at Law, 330 NCNB Plaza, Charlotte, North Carolina
28280

For the Publie Staff:

-

Paul L. Lassiter and Viekie L. Moir, Staff Attorneys, Public
Staff, North Carolina Utilities Commission, P.0. Box 991, Dobbs
Building, Raleigh, North Carolina 27602

For: The Using and Consuming Public

For the Attorney General:

Karen E. Long and Steven F. Bryant, Assistant Attorneys General,
North Carolina Department of dJustice, P.0. Box 629, Raleigh,
North Carolina 27602
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For: The Using and Consuming Public
For the Intervencors:

Thomas R. Eller, Jr., Attorney at Law, P.0. Drawer 27866,
Raleigh, North Carolina 27612
For: North Carolina Textile Manufacturers Association, Inec.

Sam J. Ervin, IV, Byrd, Byrd, Ervin, Blanton, Whisnant and
MeMahon, P.A., Attorneys at Law, P. Q. Drawer 1269, Morganton,
North Carolina 28655

For: Great Lakes Carbon Corporation

M. Travis Payne, Edelstein & Payne, Attorneys at Law, P.0. Box
12643, Raleigh, North Carolina 27605
For: Kudzu Alliance

Carson Carmichael III, Bailey, Dixon, Wooten, McDonald &
Fountain, Attorneys at Law, P.0. Box 2246, Raleigh, North
Carclina 27602

For: Carolina Industrial Group for Fair Utility Rates

F. Kent Burns, Boyce, Mitchell, Burns & Smith, Attorneys at Law,
P.0. Box U479, Raleigh, North Carclina 27602
For: Public Service Company of North Carolina, Inc.

BY THE COMMISSION: On February 1, 1983, Duke Power Company (Applicant,
Company, or Duke) filed an application with the North Carolina Utilities
Commission seeking authority to adjust and increase electric rates and charges
for its retall customers in North Carolina. Said application seeks rates that
preduce approximately $112,884,000 of additional annual revenues from the
Company’s North Carolina retail operations when applied to a test period
consisting of the 12 months ended September 30, 1982, an approximate 7.68%
increase in total North Carolina retail rates and charges. The Company
requested that such increased rates be allowed to take effect for serviee
rendered on and after March 3, 1983. The principal reasons set forth in the
application as necessitating the requested increase in rates were:
{1) expenditures for construction work in progress applicable to McGuire
Nuclear Statlen Unit 2 since December 31, 19B1; (2) the cancellation of
Cherokee Nuclear Station Units 2 and 3; (3) increased operating expenses and
increased fuel expense; and (4) investment in additional plant not reflected
in current rates.

This docket was established with the Commission on December 30, 1982, by
Duke’s filing of a letter of intent to file an application for a general
inerease in rates as is required by the provisions of Commlission
Rule R1-17(a). Moreover, on January 17, 1983, Duke filed a request for waiver
of certain of the Commission’s filing requirements applicable to general rate
inerease applications by electric utilities. The Public Staff filed on
January 21, 1983, its Letter of Concurrence regarding Duke’s requested
waiver. On Janwary 25, 1983, the Commission issued its Order specifying which
filing requirements would be waived or delayed.

On February 22, 1983, Great Lakes Carbon Corporation flled its Petition to
Intervene and Protest. By its Order of February 28, 1983, the Commission
allowed that request to intervene.
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Oon February 28, 1983, pDuke filed Affidavits of Publication of the notice
regarding its application as required by Commission Rule R1-15(1).

On March 2, 1983, the Commission issued an Order declaring Duke’s
application to be a general rate case pursuant to G.S. 62-137, suspending
puke s proposed rates pursuant to G.S. 62-134 for a perlod of up to 270 days
from the proposed effective date of such rates, - scheduling publie hearings on
the application, establishing the test period, and requiring Duke to give
public notice of its applieation and ‘the hearings scheduled by the
Commission.

Oon March 8, 1983, there was filed in this docket the Petition of Public
Service Company of North Carolina, Inc., to Intervene. By Commission Order of
March 11, 1983, that request to intervene was allowed.

On March 11, 1983, there was filed in this docket a Petition to Intervene
and Participate by the North Carolina Textile Manufacturers Assocjation, Inc.
(NCTMA). By Commission Order of March 17, 1983, that request to intervene was
allowed.

On May 3, 1983, there was filed in this docket a Petition to Intervene by
Kudzu Alliance. By Commission Order of May 16, 1983, that request to
intervene was allowed.

On June 22, 1983, there was filed in this docket a Petition to Intervene by
Carolina Industrial.Group for Fair Utility Rates (CIGFUR). By Commlssion
order of July 5, 1983, that request to intervene was alsc allowed.

On July 7%, 1983, Duke filed its affidavits of publication of newspaper
notice and affidavit of notice by bill insert evidencing that public notice
had been given as required by the Commission in its Order issued March 2,
1983. .

The Commission, on its own motion, issued an Order on July 5, 1983,
scheduling an initial pretrial conference. On that same date, a Motion for
Discovery wag filed on behalf of Kudzu Alliance to the Company requesting
information preparatory to testimony filings. On July -13, 1983, the Kudzu
Alliance filed an Amendment to the Motion for Discovery.

on August 4, 1983, there was filed in this docket a Petition to Intervens
on behalf of American Cyanamid Corporation, and by Commission Order dated
August 11, 1983, that request to intervene was allowed.

Both the Public Staff and the Attorney General intervened in the casé by
either filing a formal petition .and/or by appearing at the hearings. The
interventions of the Public Staff and Attorney General are deemed recognized.

On August 11, 1983, Duke filed in Docket No. BE-7, Sub 338 (Duke’s last
general rate case), a proposed extra facilities charge tariff. On August 12,
1983, the Attorney General filed a motion to strike the extra facilities
charge filing in Docket Wo. E-T7, Sub 338, and to require -that the proposed
extra facilities charge tariff be filed in this docket. On that same date,
NCTMA filed a motion requesting that the two dockets be consolidated for the
purpose of determining the extra facilities charge tariff: The Commission by
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Order issued August 15, 1983, denied the two motlons and set the extra
facilities charge tariff for hearing at another time.

As a result of the August 5, 1983, prehearing conference, the Commission on
August 15, 1983, issued a Pretrial Order.

Prior to and during the course of the hearings, motions were made and
orders were issued relating thereto, all of which are a matter of record.
Additionally, pursuant tec varlous Commission Orders or requests, also of
record; various parties were directed or permitted to file and serve certzin
late exhibits, either during or subsequent to the hearings held in this
matter.

Public hearings were held as scheduled by the Commission for the specific
purpose of receiving testimony from public witnesses. The following persons
appeared and tesgtified:

Hendersonville - charles Lankford, James Lamberson, Paul Welch, Joseph
Qates, Ansley Cope, L.T. Arvidson, William Lapsley, D.0. Thompson, Jr., and
Carl Summey.

Winston-Salem - Lee Fay Mack, Lewis Qverby, Herschel Redding, Carles Falk,
L.E. Stopper, D. Kelly Almond, Ila Kreeger, John D. Potter, Henry Drexler,
William E. Lanford, Mozelle Gibbs, Lorraine Ashburn; Gray Jackson, Betsy
Sawyer, and C.E. Robertson.

Durham - Walter Cain, James Tabron, Jane Gaede, J.B. ‘Carlyle Wooten, Robert
Brinkmeyer, Norma Cone, Alan Rimer, John Anderson, Janet Irons, Paul Luebke,
Elisa Wolper, John Kay, AmyY DeHart, C.E. Boulware, Gertrude Cheek, Geoffry
Wyckoff, Howard Sherman, Ben Edwards, Johnny Williams, Elena Yott, Lee Barner,
Larry Colbert, George Rowe, and Laura Drey.

Greensboro - C.E. Conley, Annie Wagstaff, Ada J. Hooker, George Blair, John
Timberlake, pavid Hill, Hilda Knowles, H.L. Simpson, and Angeline Smith.

Charlotte - H. Y. Xinard, Jim Thomasson, Clifton G. Turner, Ben Vernon,
Jack M. Goodnight, Charles A. Hunter, G.B. Bailey, James M. Nolan, Tom
Huggins, S.R. Buie, C.R. Tollescn, C.W. Brewer, Jr., Baxter E. McIntosh, Betsy
Levitas, Henry Dameron, Marian Priesler, Robert Stegoll, Wilson Maxwell,
Vernon Teal, Steven Levitas, Johnny Polk, Mabel Mitchell, and Stephen Rhodes.

Raleigh ~ Christopher Scott and Jane Sharp.

As previously ordered, the ease in chief came on for hearing in Raleigh on
August 16, 1983. The Applicant presented the testimony and exhibits of the
followlng witnesses:

1. William S. Lee, Chairman of the Board and Chief Executive Officer of buke
{direct testimony);

2. Dr.Charles E. Olson, President of 0Olson & Company, Ine.
{direct testimony);

3. WwWilllam R. Stimart, Vice President, Regulakory Affairs of Duke
(direct and rebuttal testimony);
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4. Richard LaCapra, President of LaCapra Assoclates (direct testimony);
5. M.T. Hatley, dJr., Viee President, Rates of Duke (direct testimony);

6. John F. Utley, National Director, Regulated Busineés Practice, Deloitte
Haskins & Sells {(direct testimony);

7. Dr. Edward W. ‘Erickson, Professor of Economies and Business, North
Carolina State University (rebuttal testimony); and

8. Donald M. Jenkins, Manager of Rate Research and Development in the Rate
Department of Duke (rebuttal testimony).

The Public Staff presented the testimony and exhibits of the following
witnesses:

1. Dennis J. Nightingale, Director of the Electric Division of the Public
Staffs

2. Thomas S. lLam, Engineer with the Electric Division of the Public Staff;
3. Richard W. Smith, Engineer with the Electric Divisicn of the Public Staff;
4, James Hoard, Accountant with the Accounting Division of the Public Staffy

5. Dr. Caroline M. Smith, Senior Consultant, J.W. Wilson and Associates,
Ine., Washington, D.C.; and

6., Benjamin R. Turner, Jr., Engineer with the Electric Division of the Public
staff.

The Intervenor, Kudzu Alliance, presented the testimony and exhibits of
Wells Eddleman.

The Intervenor, Carolina Industrial Group for Fair Utility Rates, presented
the testimony and exhibits of Nicholas Phillips, Jr., Consultant with the firm
of Drazen-Brubaker and Associates, Inc.

Based upon the verified application, the testimony and exhibits received
into evidence at the hearings, and the record as a whole of these proceedings,
the Commission now makes the following

FINDINGS OF FACT

1. Duke is engaged in the business of developing, generating,
tranamitting, distributing, and selling electric power and energy to the
general public within a broad area of central and western North Carolina, with
its principal off'ice and place of business in Charlotte, North Carolina.

2, Duke is a publiec utility corporation organlzed and existing under the
laws of the State of North Carclina and is subject to the jurisdiction of this
Commission. Duke is lawfully before this Commission based upon 1its
application for a general increase in its North Carolina retail rates and
charges pursuvant to the Jjurisdiction and authority conferred upon the
Commission by the Public Utilities Act.
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3. The test period for purposes of this proceeding is the 12-month period
ended September 30, 1982, adjusted for certain known changes based upon
circumstances and events occurring up to the time of the close of hearings in
this docket.

4. By its application, Duke sought rates to produce jurisdictional
revenues of $1,583,484,000 based upon a test year ending September 30, 1982.
Revenues under present rates, according to the Company were $1,470,600,000,
thereby necessitating an increase of $112,884,000.

5. The overall quality of electric service provided by Duke to its North
Carolina retail customers is adequate.

6. The summer coincident peak method as discussed herein is the most
appropriate method for making jurisdictional cost allocations and for making
fully distributed cost allocations between customer classes in this
proceeding. Consequently, each finding of fact appearing in this Order which
deals with the overall level of rate base, revenues, and expenses for North
Carolina retail service has been determined based upon the summer coincident
peak cost allocation method.

7. Duke Power Company should be allowed to recover its abandonment loss
sustained as the result of the Company’s having terminated construction on,
and having abandoned, its Cherokee nuclear generating units 1, 2 and 3.
Recovery of the Company’s reasonable and prudent investment in those units
should be over a 10-year amortization period. It is neither fair nor
reasonable to include any portion of the unamortized balance of this
investment in rate base, and no adjustment which would have the effect of
allowing the Company to earn a return on the unamortized balance of this
investment should be allowed.

8. Duke Power Company should be allowed to continue the recovery of its
prudently incurred abandonment loss sustained as the result of the Company’s
having terminated construction on, and having abandoned, its Perkins nuclear
generating project in the manner previously authorized by the Commission in
Docket No. E-7, Sub 338. Thus, it is fair and reasonable to allow Duke to
continue to recover its reasonable and prudent investment in its ecancelled
Perkins station over a five-year amortization period without the inclusion of
the wunamortized balance of that investment in rate base. Further, no
ad justment which would have the effect of allowing the Company to earn a
return on the unamortized balance of this investment would be reasonable for
rate-making purposes.

9. A base fuel component of 1.3734¢ per kWh excluding gross receipts tax
is appropriate for this proceeding, reflecting a reasonable base fuel cost of
$408,542,000 for North Carolina retail service.

10. An $84,604,000 working capital allowance for fuel inventory is
appropriate for North Carolina retail service in this proceeding, consisting
of $81,482,000 for coal inventory and $3,122,000 for fuel oil inventory.

11. The reasonable allowance for working capital and deferred debits and
credits is $190,086,000.
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12. Duke’s reasonable original cost rate base used and useful in providing
service to the public within the 3tate of North Carolina is $2,5u48,596,000;
consisting of electric plant in service of $3,640,170,000, reasconable and
prudent expenditures for construction work in progress of $282,481,000, and
allowance for working capltal of $190,086,000, reduced by accumulated
depreciation of $1,263,605,000, accumulated deferred income taxes of
$289,937,000, and operating reserves of 410,599,000. Inclusion of
4282,481,000 of reasonable and prudent expenditures for CWIP in Duke’s rate
bage is in the public interest and is necessary to the financial stability of
the Company.

13. The appropriate gross revenues for Duke for the test year, under
present rates and after accounting and pro forma adjustments, are
$1, 470,600,000,

14, The reascnable level of test year operating revenue deductions for thé
Company after normalized and pro forma adjustments is $1,205,203,000.

15. The reascnable capital structure to be employed as a basis for
setting rates in this proceeding is composed as follows:

Item Percent
Long-term debt 47.0%
Preferred stock 13.0%
Common equity 40.0%

Total 100.0%

16. The Company’s proper embedded costs of debt and preferred stock
are 9.83% and B8.62%, respectively. The reasonable rate of return for Duke to
be alloWwed to earn on its common equity is 15.25%%. Using a weighted average
for the Company’s costs of long-term debt, preferred stoek, and common equity,
with reference to the reasonable capital structure -heretofore determined,
vields an overall fair rate of return of 11.84% to be applied to the Company’s
original cost rate base. Such rate of return will enable Duke, by sound
management, to produce a fair return for its shareholders, to maintain its
facilities and service in accordance with the reasonable requirements of its
custcomers, and to compete in the market for capital funds on terms which are
reasonable and fair to customers and existing investors.

17. Based upon the foregoing, Duke should increase its annual level of
gross revenues under present rates by $76,235,000. The annual revenue
requirement approved herein is 4$1,546,835,000, which will allow Duke a
reagsonable opportunity Lo earn the rate of return on its rate base which the
Commnission has found just and reasonable. The revenue requirement approved
herein is based upon the original cost of Duke’s property used and useful im
providing service to its customers and its reasonable test year operating
revenues and expenses as previously set forth in these findings of fact.

18. The Company should not be required to offer to reset the thermostats
on conirolled water heaters at this time.

19. The Company should make a detailed study of the matter of including
minimum efficiency standards for heat pumps and central air conditioners in
the requirements for residential rate schedule RC(NC).
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20. Volunteer organizations who promote and install weatherization for
customers under the Company’s low income weatherization program should not be
required to promote and sign up customers for the Company’s water heater and
air conditioner load control program.

21. The rate blocks in all major rate schedules should be flattened.

22. The summer/winter differential in the residential rate schedules should
be held at the levels contained in the present rates.

23. The Hopkinacn type demand charge in the major nonresidential rate
schedules should be increased to the levels proposed by the Company.

24. The rate designs and rate sechedules proposed by the Company,
except for the modifications thereto as deseribed herein, are appropriate .and
should be adopted.

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 1, 2, 3 AND U

The evidence for these findings of fact is contained in the verified
application, the Commission’s files and records regarding thig proceeding, the
Commission Order setting hearing, and the testimeny of Company witness Stimart
and Public Staff witness Hoard. These findings of faect are essentially
informational, procedural, and jurisdictional in nature and are, for the most
part, uncontested.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 5

The evidence for this finding of fact 1s found in the testimony of Company
witnegss Lee and the various public witnesses who appeared at the hearings in
Hendersenville, Charlotte, Winston-3Salem, Greensboro, Durham, and Raleigh.
The Commission notes that the record contains little, if any, evidence which
would even suggest any problems with respeet to the adequacy of Duke’s
gerviese. A careful consideration of all the evidence relating to this issue
leads the Commission to conclude that the quality of service being provided by
Duke to its retail customers in North Carolina is adequate.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 6

Company witnesses Hatley, LaCapra, and Jenkins; Pudblie Staff witness
Turner; Carolina Industrial Group for Fair Utility Rates (CIGFUR) witness
Phillips; and XKudzu Alliance witness Eddleman presented testimony and evidence
regarding the proper cost allocation methodology.

The Company provides retail service in two states as well as wholesale
service, For this reason, it is necessary to allocate the cost of service
among jurisdietions and among customer classes within each jurisdicticn.

In previous rate cases in North Carolina, the Company has used the summer
coineident peak (summer CP) method for cost allocations. The Company also
proposes to utilize the same method for this proceeding. The summer CP method
allocates 100% of production plant {(and related expenses) based on summer peak
responsibility.
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Company witness: LaCapra stated that the summer CP method reflects the most
eritical demand on the system, which is the summer peak when loads are most
volatile and least manageable and when equipment (plant) ratings are reduced.
He also' ingisted that the Company has not constructed any of its plants to
save energy and that every plant was constructed to meet the peak demand.

- Witness LaCapra pointed out that selection of an allocation method should
reflect the planning criteria of the system and that the system was planned
to meet the need for capacity at the time of the summer peak. He contended
that evaluation of the type of new capacity needed was only slightly concerned
with the system load factor, although he did recommend that duration of demand
not be ignéred. 1In fact, he acknowledged that duration of demand should be
incorporated into the alleoeation methed, but he contended that the summer CP
method does recognizé the duration of demand.

Company witness Hatley pointed out that the Company has used the summer CP
method for many years, and he concluded that its use has resulted in balancéd
peak lecads in summer and. winter. Witness Jenkins testified that the winter
peak was an induced peak encouraged by the Company’s electric heating program
and that the summer peak was a natural peak caused primarily by the air
conditioning load. Witness Jenkins pointed out that the summer CP method was
used for Duke by the South Carolina Public Service Commission, and that the
Catawba agreements specify the summer CP method for allocating plant. He also
eited the three criteria for socund rate design {in Bonbright, Principles of
Public Utility Rates, 1961) as: (i) producing a fair rate of return, (b)
based on cost of service, and (c¢) promoting economically justified use and
discouraging wasteful use; and hée contended that the Publie Staff“s proposals
do not meet the criteria.

Public Staff witness Turner recommends the summer/winter peak and base
method (S/W P&B) for the assignment of costs to both the North Carolina retail
jurisdietion and customer classes. The S/W P&B method allocates T0% of
production plant (and related expenses) based on an average of summer and
winter peak responsibility and allocates the remaining 30% of production plant
(and related expenses) by average demand or energy.

Witness Turner explained that the allcecation method should recognize the
winter peak because the Company”’s winter peak has a very significant load. He
pointed gut that the winter peak has frequently exceeded the summer peak and
should be recognized as a factor in the assignment of demand related costs.
The S/W P&B method does this by giving equal weight to both peaks.

Witness Turner explained that a portion of production plant should be
allocated by energy because the duration of time over which a plant must
maintain a given load i3 as important a design factor as the capacity
(KW) of the plant. The Company has three different types of plant upen which
it can call to meet demand: base, intermediate, and peaking. The base plant
is designed to operate for long pericds of time and typieally is high in
capital cost and low in operating cost. The peaking plant is designed to
operate for short periods of time (uswally at the time of system peak) and
typically is low in capital cost and high in fuel cost. Witness Turner
contended that, if demand was the: only design consideration, the Company would
construct only peaking units and that it builds the higher ecapital cost base
load wnits when the units must be capable of operating during a high
percentage of the hours in a year.
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Witness Turner stated that the summer/winter peak and base method for -rate
design purposes may be unfair to certain customer olasses because,, in his
opinion, it does not recognize the possibility that the coats of fuel may vary
among classes. For example, 1f a particular customer class.is assigned .base
load plant costs, witness Turner contended that it should alsd be assigned the
lower fuel costs associated with the base load plant. Conversely, if a class
is assigned -primarily peaking plant costs, witness Turner contended-that it
'should also be assigned the higher fuel costs associated with the peaking
plant. N

To solve this problem, witness Turner recommended that the Commission
direct the Company to make a study of the steps required to determine plant
and fuel cost by hour of day for a l2-month period by customer class, and that
the Company proceed with sald study and report on its progress to the
Commission and to the Public Staff every six wmonths untll the study is
completed. . ‘

Company witness Jenkins opposed a study to determine the fixed costs and
variable costs which are incurred during each hour of the year, contending
that such a study would not be useful and wWould cost too much.

CIGFUR witness Phillips testified that the peak responsibility method
:should be uged to alloeate all production.plant costs, and that the -preferable
peak responsibility method is either summer CP or summer/winter CP. He-based
his recommendation on the assumption that production plant costs are fixed
costs, and that fixed costs are demand related.

Rudzu witness Eddleman redommended the summer/winter CP methed fob
allocating production plant costs. The intervencr NCTMA also recommended the
summer/winter CP method, while the intervenor Great Lakes Carbon reccmmended
the summer CP method.

The Commiasion is of the opinion that it should adopt the summer CP method
for allocating costs in this proceeding. However, in view of the continuing
discussion of cost alloecation methodology, it is further of the opinion that
it should require at least several of the cost allocation methodologies to be
utilized by the Company in its next general rate application. Finally, the
Commlssicn 1s of the opinion that the problem of cost allocations might be
resolved or. at least greatly alleviated by means of a cost allocation study
which assigns both fixed costs and varjable costs to each of the 8,760 hours
of the year. Such a study could also resolve the problem of determining
appropriate cost differentials between summer usage versus winter usage and
between on-peak usage versus off-peak usage as discussed elsewhere herein.

The Commission concludes that the Company should be required to work with
the Public Staff to develop a study which would be responsive to the concerns
discussed herein and would be a reasonable undertaking from a cost and a
technical standpoint. The study might assign costs to the hours during which
these costs were incurréed by utilizing a normalized generation mix and
normalized dispatch of generating units, and the study might allocate the
costs during a given hour (or hours) to customer classes based on their usage
during the glven hour.

4
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EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. T AND 8

Company witnesszes.lLee, Stimart, and Utley; Public Staff witness Hoard, and
Kudzu Alliance witness FEddleman offered testimony concerning the proper
rate-making treatment for the Company’s abandoned Cherokee Units 1, 2, and 3.

Company witness Lee testified As to the decision to construet and later
cancel Cherckee Units 1, 2, and 3. Company witness Stimart proposed that the
loss be amortized over 10 years to the cost of service with an allowance for
the ongoing interest and preferred dividend costs asscelated with the
unrecovered balance. Witness Stimart’s recommended .approach would levelize
the annual amortization of the loss and the related interest and preferred
dividend costs in a panner similar to a typleal fixed-term home mortgage.
Witness Stimart offered an alternative position on thé loss in his rébuttal
testimony of a 10-year amortization with no allowance for any costs of debt,
preferred, or common equity.

Company witness Utley proposed that the Commission permit the Company to
recover the Cherokee property abandonment costs over a reasonable period of
time along with recovery of all assoclated costs on the unamortized balance.
As an alternative to this full recovery option, he stated that he believed
that Company witness Stimart’s altérnate proposal set forth in his rebuttal
testimony represented a reasonable partial recovery technique.

Public Staff witness Hoard recommended that the loss be amortized to the
coat of serviece over 12 years without a return on the unamortized balance.
Witness Hoard testified that Public Staff counsel had advised him that it
would be illegal te allow the Company to include the unamortized balance in
rate base since it is neither used and useful nor CWIP. Witness Hoard further
testified that the Company’s proposal that recovery of a return on the deb}
and preferred equiby portion of the unamortized lodses be charged to the cost
of service is the same as placing. the unamortized balance in rate base and
that such transfer of the capital costas to the cost of service is really
nothing. more than superficial change. Witness Hoard also presented an
alternative recoomendation which stated that, if the Commission were to
determine, contrary to the Publie Staff’s position, that the Company should be
allowed tc earn a return on a portion of the abandonment loss, then the
Company should only be allowed to recover its debt costs and that the loss
should be amortized over 15 years with levelized payments.

The Attorney General has recommended that the abandonment loss of Cherckee
should be amortized over 15 years with no rate base treatment or return
allowed on the unamortized amount. In this regard, the Attorney General
cross-examined Public Staff witness Hoard with respect to a recent report by
the United States Department of Energy entitled Nuclear Plant Cancellations:
Causes, Costs, and Consequences {April 1983). In response to questions from
the Attorney General concerning the report, witness Hoard pointed out that the
cost recovery option for abandonment losses followed by most Jjurisdictions, as
cited by the report, 1s ocne which excludes the unamortized balance from rate
base.

Xudzu Alliance witness Eddleman recommended that the Company not be allowed
to charge customers for any of the abandonment costs of Cherokee. In support
of his position, witness Eddleman stated that:
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"Duke customers played no role in the erroncous decision to go ahead
with construction of Cherokee at a time when demand growth was
declining and energy alternatives were available to displace
Cherokee s output at less cost than it could produce energy for.®

The proper rate-making treatment of abandonment losses related to electric
generating plants has been before the Commission in several cases and will
continwe to arise in future cases. The Commission has, therefore,
undertaken to reexamine this important issue in order to develop a more
consistent and” equitable appreoach to it. The Commission’s ultimate
responsibility with respect to ratemaking is to fix rates for the service
provided which are’ fair and reasocnable both to the utllity '‘and to the
consumer. G.S. 62-133(a); State ex rel. Utilities Commission v. Morgan,
277 H.C. 255, 177 S.E. 24 U405 (1970); State ex rel. Utiiities Commission v.
Area Development, Ine., 257 N.C. 560, 126 S.E. 2d 325 (1962},

Although the parties to this proceeding may disagree as to the proper
amortization period, they generally agree that the Company should be allowed
to recover theé prudently invested cost of its abandonment losses through
amortization over some period of time. The Commission, based upon the
evidence presented, must determine what is a fair amortization period in order
to fairly allocate the loss between the utility and the consumer. With regard
to the Cherokee Units 1, 2, and 3, the Commission concludes that utilization
of a 10~year amortization pericd is proper and fair in this proceeding for the
reason that such an amortization period, particularly when considered in
conjunction with the Commission’s decision, as subsequently discussed, to
allow Duke no return on the unamortized balance, will serve to more reasonably
and ‘equitably share the burden of such plant cancellations between the
Company s shareholders and its present and future ratepayers.

Furthermore, the Commission has determined that it is neither fair nor
reasonable to ineclude any portion of the unamortized balance of the prudently
incurred abandonment losses assoclated with the Cherokee units in rate base
and that no adjustment should be allowed which would in fact have the effect
of allowing the Company to earn a return on the unamortized balance. The
Commission has concluded that this treatment provides the most equitable
allocation of the loss between the utility and the consumer. It would be
inequitable to place the entire loss of expenditures that were prudent when
made on the utility. Thus, amortization should be allowed. However, on the
other hand, the ratepayer must not bear the entire risk of the Company’s
investment. A middle ground must be found on which the Company bears some of
the risk of abandonment and the ratepayer is protected from unreasonably high
ratea. The losses resulting from cancellations of utility generating plants
will inevitably be borne by cne or a combination of three groups: the utility
investors, the ratepayers, and the income taxpayer. The above referenced
study on nuelear plant cancellations prepared by the United States Department
of Energy indicates that a 10-year amortization of such losses will distribute
costs in propértions that the Commission considers failr and equitable, even
considering the effects of CWIP in rate base in North Carolina. The
Comnission believes, and thus concludes, that this will result in a fair and
reasonable treatment for both the utility and its customers.

In addition, considerable testimony was rendered by Company witnesses
Stimart and Utley and Public Staff witness Hoard concerning the amount of the
Cherokee lcas and the approprlateness of accounting for the loss on a net of
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tax basis. Certain parties appearing in this proceeding were concerned with
accounting for the loss on a net of tax basis. As the Company and Public
Staff accounting witnesses agreed, the effect on net income of aceounting for
the loss on a pre-tax or net of tax basis is the same. Since the National
Association of Regulatory Utility Commissicners (NARUC) System of Accounts,
which this Commission has approved, sets forth net of tax accounting for
abandonment losses, the Commission finds net of tax accounting for the loss to
be appropriate for both ratemaking and per books purposes.

The Company and Public Staff Cherokee loss amounts differed only because of
the different jurisdictional allocation methods. Both parties used the March
31, 1983, Cherokee 1 investment and the November 1, 1982, Cherokee 2 and 3
investment. The Commission recognizes that these amounts are not yet
finalized, but finds that it is appropriate to render an Order in this
proceeding which addresses the rate-making treatment of the loss. Any
ad justments to the Cherokee loss amount can be considered in subsequent rate
proceedings, This would zlso0 apply to any final determination concerning
AFUDC accrued on Cherokee since February 24, 1981. Based on Finding of Fact
Wo. 6 which determines that the proper jurisdictional allocation methodology
for use in this case is the summer coincident peak method, and the foregoing,
the Commission finds the proper amount of the Cherokee loss to be addressed in
this proceeding is $224,464,000 stated on a net of tax basis.

In summary, various proposals for treating the Cherokee abandonment loss
have been discussed before the Commission in this proceeding. The proposals
discussed vary from no recovery to full recovery of all abandonment costs,
with several partial recovery alternatives. 1In arriving at its determination,
the Commission has considered the interests of both ratepayers and
shareholders. Accordingly, the Commisslon concludes that the proper treatment
of the Cherokee abandonment loss is to amortize the loss over 10 yeara without
a return on the unamortized balance. Based on the net of tax investment in
Cherokee, this treatment results in a $22,447,000 decrease .in net income.

With regard to the appropriate rate-making treatment to be utilized
concerning Duke’s abandonment of its Perkins nuclear generating project, the
Commission coneludes that it is proper to affirm the decision on this issue
previously set forth in Docket No. E-7, Sub 338, as part of the Commission’s
Order Granting Partial Increase dated November 1, 1982, for the reasons
stated in that Order. 1In addition, the rationale for continuation of such
rate-making treatment is further discussed in conjunction with Evidence and
Conclusicns for Finding of Fact No. 14,

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 9

Company witness Stimart, Public Staff witness Nightingale, and Kudzu
witness Eddleman presented testimony and evidence regarding the appropriate
bage fuel component in the rates.

In his original prefiled testimeony, Company witness Stimart proposed a base
fuel component of 1.4244¢ per kWh excluding gross receipts tax based on a
normalized generation mix reflecting a 57% nuclear capacity factor. 1In his
supplemental prefiled testimony, witness Stimart proposed a base fuel
component of 1.3971¢ per XWh excluding gross receipts tax based on a
normalized generation mix refleeting a 60% nuclear capacity factor.
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In caleulating his normalized generation mix, witness Stimart utilized a
generation mix which would have occurred if the test year were adjusted to
reflect: weather normalization, customer growth, a 60% average capacity
factor for the Company’s nueclear units, 0.415¢ per kWh nuclear fuel pricing,
1.819¢ per kWh coal fuel pricing, 8.282¢ per 4%Wh combustion turbine fuel
pricing, median conventional hydro generation, pumped storage generation
based on 1980-1982 averages, combustion turbine generation based on a
2.75 -~ year average, T.46% test year line losses, exclusion of 113.8 GWH
nonrecurring cost-free energy from Yadkin, and test year levels of purchased
power and net interchange.

Witness Stimart caleculated a total company fuel cost (subject to fuel
charge adjustments) of $726,270,750, or $416,034,150 for North Carglina retail
service; yielding a base fuel component of 1.3971¢ per kWh exeluding gross
receipts tax.

Public Staff witness WNightingale normalized the generation mix by
utilizing: the same adjustments for weather normalization and customer growth
as the Company, 0.391¢ per kWh nuclear fuel pricing based on June 1983 prices,
1.782¢ per kWh coal fuel pricing based on average coal inventory prices in
June 1983, 8.846¢ per kiWh fuel oil pricing based on average oil inventory
prices in June 1983, pumped storage generation based on T-year lifetime
average, median conventional hydro generation, the l0-year average capacity
factor for each type of nuelear plant as reported by the National Electrice
Reliability Council (NERC), 7.40% line losses based on 1978-1982 averages,
inclusion of 113.8 GWH cost-free energy from Yadkin, and the remaining fossil
fuel generation and outside purchases and sales prorated in proportion to
their actual test period generation mix. His normalization of the nuclear
generation resulted 3in a total nuclear capacity factor of approximately
62.7%.

Witness Nightingale calculated a total company fuel cost (subject to fuel
charge adjustments) of $686,919,200, or $393,491,900 for North Carolina retail
service, ylelding a base fuel component of 1.3214¢ per kWh excluding gross
receipts tax.

Kudzu witness Eddleman computed a 1.18¢ per uWh base fuel component
assuming a 65% nuclear capacity factor for McGuire 1 and a T70% nuclear
capacity factor for Oconee. His procedure alsc incorporated the impact of
McGuire 2.

Witness Stimart testified that the Company projects its actual nuclear fuel
costs to be 0.412¢ per kWh for the period following the reloading of Oconee 1
(completed in August 1983), and 0.437¢ per kiwh for the pericd following
reloading of Oconee 2 (to begin in September 1983). He also testified that
the actuzl coal fuel cost during June 1983 was 1.8ll¢ per kWh and that it
averaged 1.837¢ per kWh during April through June 1983.

The Commission is of the opinion that a 62% nuclear capacity factor would
be an appropriate normalization of the Company’s nuclear operaticns for the
period during which the rates established herein are expected to be in
effect. The Commission is also of the opinicn that the attempt by the Company
to normalize combustion turbine (CT) generation represents an appropriate
projection of the Company’s CT operations, and similarly that the Publie
Staff‘s normalizatien of pumped storage generation, purchased power, and net
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interchange power represents an appropriate projectlion of the Company s use of
those energy sources. The Commission alse coneludes that the Company’s
recommended exclusion of cost=free energy from Yadkin should be adopted in
order to reflect the nofrecurring nature of that energy source and that the
Public Staff’s normalized line losses should be utilized.

The Commission is of the opinion that 0.412¢ per kWh would be an
appropriate normalization of the Company s nuclear fuel cost for the period
during which the rates established herein are expected to be in effect. The
Commission also concludes that it should adopt the 1.811¢ per kWh coal fuel
priecing as an appropriate projection of the Company’s coal fuel costs, and
that the Company’s 8.282¢ per kWh fuel oil prieing would be an appropriate
normalization of the Company’s fuel oil costs.

The Commission concludes that recaleulating the fuel costs utilizing the
normalization techniques and the unit pricing adopted herein will produce a
total company filel cost (subject to fuel charge adjustments) of $713,959,800,
ot $408,982,000 for North Carolina retail sérvice, ylelding a base fuel
component of 1,3734¢ per kWh excluding gross receipts tax. ‘

In evaluating the 1.3734¢ per kWh base fuel domponent adopted herein, the
Commission has carefully considered each element in the generation mix,
including generation by nueclear fuel, fossil fuels and hydro, and including
intersystem purchases and sales. The contribution by each element of the
generation mix which was utilized to produce the 1.3734¢ per kWh base fuel
component is judged to be just and reasonable.

EVIDENCE AND COMCLUSIGNS FOR FINDING OF FACT NO. 10

Compa_ny witness Stimart presented testimony and evidende concer'ning'_the
level of fuel inventory to be included in the allowance for working capital.

The Company had requested a 90-day supply of coal as its inventory level in
the 1last several general rate proceedings, and it is requesting a
3,143, 745-ton level of coal inventor¥ in this proceeding. The 3,143,745 tons
at the June 1983 price level of $46.58 per ton results in $145,483,000 coal
inventory for total company, or $83,673,000 coal inventory for North Carolina
retail service.

Witness Stimart conceded that the 3,143,745 tons would bé only a T3-day
supply at the test year burn rate of 43,000 tons per day. However, he
explained that the Company anticipated that its burn rate for coal would drop
to approximately 38,000 tons per day with the increased use of nuclear
generatlon during 1983, and that the Company’s reassessment of its coal
inventory needs indicated that an 80-day supply would be sufficient in the
future instead of a 90-day supply. He pointed out that 38,000 tons per day
times 80 days yields approximately 3,143,745 tons (i.e., 3,040,000 tons).

The Commisaion concludes that the 80-day coal supply at 38,000 tons per day
would be appropriate for this proceeding, resuiting in 3,040,000 tons at
$46.58 per ton; or $141,603,000 total company (or $B81,482,000 for HNorth
Carolina retiil service).

The Company is requesting a 14,078,000-gallon level of fuel oil inventory
in this proceeding. The 14,078,500 gallons at the June 1983 price level of
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72.33¢ per gallon results in $10,183,000 oil inventory for total company, or
$5,857,000 for North Carclina retail service.

Witness Stimart conceded that the Company estimated it would use
approximately 2,319,000 gallons of fuel oil during 1983 and 1,967,000 gallous
‘during 1984. However, he explalned that the fuel oil was needed not only for
combustion turbine operation but also to improve the heat rate for coal
operations and for flame stabilization in coal plants. He pointed out that
the level of oil inventory should not be based on the average use of the oil,
such as a one-year supply, but rather on the use which might have to be made
of it in an emergency.

The Commission is of the opinion that the level of fuel oil inventory
should not be based on the average use of oil as is done with coal inventory,
but that a 14,078,000-gallon fuel oil inventory does seem unreasonably large
for rate-making purposes. The Commission coneludes that a 7,500,000-gallon
fuel oil inventory is appropriate for this proceeding, resulting in §5,425,000
fuel oil inventory for total company, or $3,122,000 for North Carolina retail
service,

The Commission further coneludes that the North Carolina retail portion of
working capital allowance for fossil fuel inventory should be $8U,604,000,
congisting of $81,482,000 for coal inventory and $3,122,000 for fuel oil
inventory.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT No. 11

Company witness Stimart and Public Staff Witness Hoard offered testimony
regarding the reasonable working capital allowance. The following chart
summarjzes the North Carolina retail amounts the Company and the Publie Staff
contend are the proper levels of the components of Duke’s working capital
allowance to be used in this proceeding.

(000°s Omitted)

Item . Company Publie Staff Difference
Cash $ 653 $ 648 $ (5)
Materials and supplies - fuel stock 89,530 75,318 (14,212)
Materials and supplies - other 52,764 52,372 (392)
Investor funds advanced for

operations 85,701 57,220 (28,481)
Unamortized Western Fuels, Inc. 5,735 - (5,735}
Customer deposits (5,081) (5,081) -

Total working capital allowance $229,302 $180, 477 $(48,825)

The parties agree on the proper amount to include for customer deposits.
Therefore, the Commission econcludes that the proper amount for customer
deposits 1s $5,081,000.

The difference in allocation methods, summer CP for the Company and
summer/winter peak and base for the Publie Staff, comprises the entire
difference between the parties with respect to the ecash and materials and
supplies - other, components of working capital. Based on the Commission’s
conclusion that the summer CP allocation methodology is appropriate for use
herein as discussed in Finding of Fact No. 6, the Commission finds that cash
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of $653,000 and materials and supplies - other of $52,T6U4,000 are the proper
amounts for use in this proceeding.

Based on the Commission’s conclusion in Finding of Fact No. 10, concerning
the proper level for materials and supplies - fuel stock, the Commission finds
it appropriate to include $84,604,000 in the allowance for working capital
representing materials and supplies - fuel stoeck.

The next difference between the parties is the level of investor funds
advanced for operations. The chart below summarizes the $28,481,000
difference.

(000°s Omitted)

Ttem Amount
Lag on interest and preferred dividends $ 22,693
Lag on property taxes 184
Lag on other 0 & M expenses 3,840
North Carolina retail per books amounts 1,764

Total $ 28,u481

The first investor funds item of difference concerns whether 1lag days
should be assigned to interest on .long-term debt and dividends on preferred
stock. Publie Staff witness Hoard testified that the Company’s aSsignment of
zero lag days to these items was improper because, in fact, the Company pays
the cost of interest on long-term debt and preferred dividends 80.07 days and
31.13 days, respectively, after those costs are incurred in rendering service
to ratepayers. Witness Hoard concluded that the costs of interest on
long-term debt and preferred dividends should be accorded the same lead-lag
treatment as any other component in the cost of service that is incurred by
the Company before it is paid. In rebuttal, Company witness Stimart testified
that interest and preferred dividends should be assigned zero lag days since
these investors are entitled to their return at the time electric service is
provided to the customer.

After considering the evidence presented, the Commission concludes that
80.07 lag days should be assigned to interest on long-term debt and that 31.13
lag days should be assigned to preferred dividends. The Company’s contention
that bondholders and preferred stockholders are entitled to their return at
the time electric service is provided to the customer is improper because
these invesators regeive their interest payment only at aix-menth intervals and
their preferred dividends on a quarterly basis. Bondholders and preferred
stockholders know the payment terms for their interest and preferred dividends
and expect to receive their interest or dividends on those dates, and no
sooner.,

The second item of difference in the investor funds advanced for operations
calculations is the proper lag on property taxes. The difference in the
compesite property tax lag is due entirely to the appropriate lag on North
Carolina property taxes. Company witness Stimart used 182.5 lag days for
North Carolina property taxes based on a December 31 of the taxable year
payment due date, whereas Public Staff witness Hoard used 187.5 lag days based
on a Januwary 5 date in the year following the taxable year payment due
date. Public Staff witness Heoard. supported this position on the property tax
payment due date with the following excerpt from G.S. 105-360:
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"(a) Due date; interest for nonpayment of taxes; discounts for
prepayments - (a) all taxes levied by counties and municipalities
under the provisions of this subchapter shall be due and payable on
the first day of September of the fiscal year for which the taxes are
levied. 1If paid: (1) On or after the due date and before the. sixth
day of January thereafter, taxes shall be pa:l.d at par or- fact
amount. {2) On or after the sixth day of Januar'y following Tthe due
date and before the first day of February thereafter, there shall be
added to the taxes interest at the rate of two percent (2%). (3} On
or after the first day of February following the due date, there shall
be added to the taxes, in addition to the two percent (2%) provided in
subdivision (a)(2) above, interest at the rate of three-fourths of aone
percent {3/4%) per month or fraction thereof until the taxes plus
penalties and interest have been paid." (Emphasis added)

The Company did not offer any evidence contradicting the January 5 North
Carolina property tax payment date, or supporting its December 31 HNorth
Carolina property tax payment date.

Based on the foregeing, the Commission finds 187.5 lag days proper for
North Carolina property taxes and, consequently, finds 185.35 composite
property tax lag days appropriate for use herein.

The third investor funds item of difference concerns the proper lag days
assigned to other 0&M expenses. Company witness Stimart computed 15.30 lag
days, whereas Public Staff witness Hoard utilized 26.23 lag days for other. 0&M
expenses. -

Witness Hoard explained the two major problems with the Company 0&M expense
lag day computation a3 follows:

"The Company’s lag was ¢alculated by computer based upon all test year
vouchers expensed to all 500 and 900 series accounts except for fuel,
purchased power and employee benefits. The major problem with this
procedure was the Company’s ealculation of each voucher’s lag. The
Company computed each lag based on the difference between the invoice
date and the payment date rather than the difference between the
expense incurred date and payment date.

One example of this problem concerns $300,000 of security services
performed at the Oconee plant during the period September 25, 1981 to
October 23, 1981. Based on an ilnvoice date of November 17, 1981 and a
payment date of December 28, 1981 the Company computed a lag of 41
days. This lag should have been computed from the midpoint of the
period for which the security service was performed sinee the vendor
(the company performing the security service) has funds tied wp in
Duke Power and Duke has the use of those funds from the date the
service is provided to the date payment is made.

Another problem with the Company’s voucher study concerns vouchers
which were assigned, for one reason or another, an invoice date the
same as the payment date and ‘consequently calculated as zero lag
days. Examples of items included in this category are telephone bills
for the prior month’s service, variocus materials and supplies invoices
grouped together ({all received prior to the payment date), line of
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credit billings for the prior quarter and other previously received
services grouped together for payment as a single voucher. The
assignment of zero lag days to these items by the Company results in a -
serious distortion of the lag days associated with other Q&M
expenses,h

Company witness Stimart did not rebut witness Hoard on these points.

Witness Hoard recommended that the Commission reject the Company’s proposed
other O&M expense lag and that the Commission use the 26.23-day other O&M
expense lag found reasonable in the Company’s last general rate ecase,
Docket No. E-T, Sub 338.

Based on the foregoing, the Commission rejects the Company’s 15.30-day
other 0&M expense lag and finds 26.23 lag days appropriate to assign to other
D&M expenses.

The last investor funds item of difference conecerns the appropriate North
Carolina per books amounts to which the lag days previcusly determined should
be applied. Public Staff witness Hoard explained the difference between
his position and the Company’s on this item as follows:

"The Company and I used N.C. retail per books amounts that differed
for two reasons. The first reason is that I used the summer and
winter peak and base allocation method to arrive at my N.C. retail
amounts whereas the Company used the summer CP allocation method.
Sinece the Public Staff’s position is presented on a summer and winter
peak and base basis, it is entirely consistent that the N.C. retail
per books amounts for the investor funds calculation be stated on that
same basis.

The other reason that the Company and I differ with respect to the
N.C. retall per books amounts is that the Company applied summer CP
allocation factors feor a period other than the test year to the test
year total company amounts. The result of this difference is that the
Company’s N.C. retail per books amounts used in %the investor funds
calculation do not agree with the N.C. retail per books amounts used
in its cost of service study.n

Conslstent with the Commission’s prior finding regarding the proper
Jurisdictional allocation method, the Commission finds that it is appropriate
to use the North Carclina retail per books amounts as derived using the summer
CP allocation method. Further, the Commission finds it proper to use the
summer CP allocation factors as derived from the test year per books study
rather than factors for a period other than the teat year in arriving at the
North Carolina retall per books amounts to be used in calculating investor
funds advanced for operations.

Bagsed on the conclusions previously discussed, the Commission finds that
the reasocnable 1level of investor funds advanced for operations is
$57,146,000.

The last area of disagreement concerning working capital involves the
Company”s unamortized investment in Western Fuels, Inc. The Cempany proposed
to amortiZe the expenditures in this project over a five-year period and
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included the unamortized Western Fuels, Ine., investment in rate base as
working capital. Public Staff witness Heard concurred that these research and
development expenditures should be amortized to operations over a five-year
period but recommended against inclusion of the unamortized portion In rate
base.

Company witness Stimart explained his Western Fuels recommendation in his
rebuttal testimony as follows:

uThe Commission should not penalize the Company for investing in
projects which the Commission has approved and which are designed to
explore low-cost sources of fuel. All of the benefits of such
experiments will be passed on to ratepayers, as they should be. If
the Company is penalized for these experiments by disallowing full
recovery of the investments, there will be no incentive to undertake
projects designed to provide cheaper means of providing electric
service. The Company originally chose, and so reported to this
Commission, to capitalize those R & D expenditures instead of charging
them off currently to cost of service as the Company does for its
other R & D expenditures. Duke’s request for recovery of these R & D
expenditures is no different from the Commission’s decision to CP&L in
Docket No. E-2, Sub 366, to include in rate base deferred charges
related to the Robinson turbine repairs.m

Public Staff witness Hoard testified during cross-examination by the
Company on this issue as follows:

"If we had allowed the Company to earn a return on the unamortized
balance, we would provide the Company with some sort of incentive to
enter into suspeet and speculative investments and... they’d
(ratepayers would) be forced to bear the entire cost of this loss if
we ineluded it in rate base."

Company witness Stimart acknowledged during cross-examination that
requiring ratepayers to pay a return on the unamortized investment insulates
shareholders from bearing any of the loss.

The Commission recognizes that including the unamortized balance of the
Western Fuels investment in working capital as proposed by the Company would
allow the Company to0 earn a return on the unamortized portion of said
investment and all the rprisks of this venture would be transferred from the
shareholders to the ratepayers. The Commission does not believe that the
Company’s shareholders should be entirely insulated from the risk assocciated
with suech ventures. Based on the foregoing, the Commission concludes that it
would be inappropriate to allow the Company a return on the unamortized
pertion of the Western Fuels investment by ineluding it in rate base as
working capital. However, the Commission econcurs with the Company and the
Public Staff that the Western Fuels investment should be amortized to the cost
of service over a five-year periocd.

Based on the foregoing findings, %the Commission concludes that the
reasonable working capital allowance in this proceeding is $190,086,000, as
summarized below:
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(000°s Omitted)

Ttem Amount
Cash $ 653
Materials and supplies - fuel stock 8y, 604
Materials and supplies - other 52,764
Investor funds advanced for operations 57,146
Customer deposits {5,081)

Total working capital allowance $190,086

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 12

Company wltness Stimart and Public Staff witness Hoard offered testimony
and exhibits regarding Duke’s reascnable original cost rate base. The
following chart summarizes the amounts which the Company and the Public Staff
contend are the proper levels of original cost rate base to be used in this
proceeding.

(000°s Omitted)

Item Company Public Staff Difference
Electric plant in service $ 3,640,170 $ 3,619,605 $ (20,565)
Accumulated depreciation (1,263,605)  (1,257,449) 6,156
Construation work in progress 282,481 281,065 (1,416)
Allowance for working eapital 229,302 180,477 (48,825)
Accumulated deferred income taxes (289,937) (287,471) 2,466
Operating reserves (9,208) (10,529) (1,325)

Total original cost rate base $2,589,207 $2,525,698 $(63,509)

The only difference between the Company and the Public Staff concerning the
reasonable level of electric plant in service, accumulated depreciation,
construction work in progress (CWIP), and accumulated deferred income taxes is
due to the difference in the parties” jurisdietional cost allocation methods.
Based on the Commission’s finding that the summer CP allocation method is
proper, the Commission finds that the following amounts: electric plant in
service of $3,640,170,000, accumulated depreciation of $1,263,605,000, CWIP of
$282,481,000 (McGuire Unit No. 2 - $277,429,000 and Oconee radwaste facility -
$5,052,000), and accumulated deferred income taxes of $289,937,000 are
appropriate for use herein. ! .

Pursuant te G.S. 62-133(b)(1), the Commission may include reasonable and
prudent expenditures for CWIP in rate base to the extent such inclusion is
found to be in the public interest and necessary to the financial stabllity of
the utility in question. 1In this case, Duke proposes to include in rate base
a net incremental amount of $6,613,000 of CWIP in addition to the $275,868,000
of CWIP already reflected in rates presently in effect, which would bring the
the total CWIP in rate base to $282,481,000. This amount of total CWIP
consists of construction expenses recorded on the Company’s books since
July 1, 1979, for McGuire Unit No. 2 ($277,429,000) and the Oconee radwaste
facility, (45,052,000). The increment of CWIP consists of additions of
$110,493,000, all appliecable to McGuiré Nuclear Station Unit No. 2, offset by
the elimination from CWIP of $103,880,000 which 1s the amount previously
included for Cherokee Unit No. 1. Company witness Lee testified that McGuire
Unit No. 2 1s expected to commence operation in early 1984. He further
indicated that with this request approximately 50% of Duke’s investment in
MeGuire Unit No. 2 would be included in the Company’s rate base.
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Company witnesses Lee, Stimart and Olson all testified that the inclusion
in rate base of the amount of CWIP propesed herein by the Company was
necessary to assure the Company’s financial stability in that it would provide
esaential help to the Company’s cash flow and fixed charges coverage and would
avoid extremely unfavorable signals to investors. Witness Lee alsc testified
that inclusion of CWIP in rate base with respect to large electric generating
units is in the public interest because 1t gives more accurate price signals
to consumers of the real cost of electricity and avoids the shock of huge rate
increases that would otherwise be necessary when large generating units are
brought into service.

Public Staff witness Hodrd proposed only one adjustment to CWIP in the
amount of $1,416,000 which resulted from the Publie Staff’s proposed
allocation methodology, which adjustment the Commission has previcusly found
to be inappropriate for use in this proceeding. Furthermore, although he did
not propose any adjustment in this case, witness Hoard testified that it
continues to be the position of the Public Staff that AFUDC accrued on July 1,
1979, CWIP balances should be excluded from rate base.

Based upon a careful consideération of the entire record in this proceeding,
the Commission conecludes that the $282,1481,000 of CWIP proposed herein by Duke
for inclusion in the Company’s rate base represents reasonable and prudent
construetion expenditures and that inclusion of such amount of CWIP, being
only a small portion of the Company’s total existing CWIP applicable to North
Carolina retail operations, is in the public interest and necessary to the
continuing financial stabllity of Duke Power Company. Furthermore, the
Commission comtinues to reject the Publie Staff”’s legal contention that AFUDC
acerued sinee July 1, 1979, on construction expenditures made prior to that
time should be excluded from rate base. G.S. 62-133 does not require such
treatment. As the Commission has stated in past orders, AFUDC or capital
costs acerued in connection with comstruction projects are as much a part of
that construction and no less real than the cost of steel, bricks, mortar and
labor. G.S. 62-133 does not require that such capital costs be disallowed for
rate-making purposes merely because they relate to construction expenditures
made prior to July 1, 1979. Therefore, even though a portiocn of the AFUDC
aceruved sinee July 1, 1979, relates to CWIP balances created prior to July 1,
1979, 1t is the Commission’s opinlon that AFUDC is a ecurrent cost of
construction just like any other cost that occurred after July 1, 1979, on a
project that was begun prior to that date. AFUDC on pre-July 1, 1979 property
which acerued after July 1, 1979, is therefore found by the Commission to be
proper for inclusion in CWIP receiving rate base treatment.

Acoordingly, the Commission concludes that the $282,481,000 of reasonable
and prudent expenditures. fer CWIP which Duke proposes to ineclude in rate base
in this case is in the public interest and is necessary to the Company’s
financial stability.

The next area of difference concerns the allowance for working capital.
The Commission found in Evidenee and Conclusions for Finding of Fact No. 11
that $190,086,000 is the appropriate level and, therefore, includes this
amount as the allowance for working capital in determining the rate base.

The last area of difference concerns the proper amount to deduct as
operating reserves. The $1,325,000 difference is summarized below:
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(000"s Omitted)

Item Amount

Operating reserves per company $ 9,204
Change to summer/winter peak and base

allocation method (61)

Injuries and damages reserves 1,386

Operating reserves per Public Staff $10,529

As shown abové, the Company includes $61,000 more for operating reserves
than the Public Staff due to the different allocation methods. The
Commission finds that it is inappropriate to reduce the Company‘s operating
reserves amount by $61,000, based on its previous finding that the summer CP
allocation method is proper.

The $1,386,000 injuries and damages reserves adjustment made by the Publie
Staff was agreed to by Company witness Stimart in his rebuttal testimony;
therefere, the Commizssion finds that it is proper to make such an adjustment.
However, due to the Commission’s acceptance of the summer CP as the proper
allocation method, the Commission finds that an adjustment to the injuries and
damages reserve in the amount of $1,395,000 is proper. Consequently, the
Commission finds the reasonable level for operating reserves to be
$10,599,000.

Based on the foregoing the Commission concludes that the appropriate North
Careclina retail original coat rate base for use hérein is $2,548,596,000
caleulated as follows:

{000"s Omitted)

Item Amount
Electrie plant in service $ 3,640,170
Accumulated depreciation {1,263,605)
Construction work in progress 282, 481
Allowance for working capital 190,086
Accumulated deferred income taxes (289,937
Operating reserves (10,599)

Total original cost rate base $ 2,548,596

EVIDENCE AND CONCLUSIQONS FOR FINDING OF FACT RO. 13

Company witness Stimart and Public Staff witnesses Hoard and Turner offered
testimony on the proper level of operating revenues. The $%1,000 difference
between the Company’s $1,470,600,000 amount and the Public Staff’s
$1,470,599,000 amount is due solely to the parties” different jurisdictional
cost allocation methods. Since the summer coineidental peak allocation method
hag previously been found to be proper, the Commission concludes that the
appropriate level of operating revenues for use herein is $1,470,600,000.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 14

The evidence for this finding of faet is found in the testimony and
exhibits of Company witnegs Stimart and Public Staff witnesses Nightingale,
Turner, Lam and Heoard. The following chart sets forth the amounts pregented
by the Company and Public Staff:
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(000"s Omitted)
Item Company Public Staff Difference

Q&M expenses
= Fuel used in electric

generation $ 436,998 $415,123 $ 21,875
- Purchased power and net
interchange by {908) 1,352
- Other 332,435 324,027 8,408
Depreciation and amortization 118,781 118,016 765
General taxes 123,586 122,400 1,186
Interest on customer deposits 372 372 -
Income taxes 178,917 196,900 (17,983)
Amortization of ITC (3,680} (3,659) (21)
Property abandonment expenses
- Property amortization 19,508 19,273 235
- Interest and preferred
dividend costs 7,931 L= 7,931
Total operating revenue ]
deductions $1,215,292 $1,191254u $23, 748

The Ccompany and the Public Staff are in agreement regarding the level of
depreciation and amortization expense, interest on customer deposits, and
amortization of ITC with the exception of jurisdictional allocation
methodology differences. Consequently, the Commission finds depreciation and
amortization expense of $118,781,000, interest on customer deposits of
$372,000, and amortizatiocn of ITC of $3,680,000 appropriate for use herein.

The $21,875,000 difference between the Company and the Publie Staff for
fuel used in electric generation is comprised of two items. The first item of
difference, in the amount of $22,542,000, results from differing fuel cost
components proposed by the Company and the Public Staff. The Commission fully
discusses this issue in Evidence and Conclusions for Finding of Fact No. 9,
wherein the Commission finds a fuel cost component of $.013734 per XWh
appropriate. Consistent with such finding by the Commission, an adjustment to
decrease the Company’s proposed level of fuel expense by $7,052,000 is found
to be proper.

The remaining item of difference in the amounts proposed for fuel used in
electric generation concerns an adjustment proposed by the Publie Staff to
inerease the Company’s cost of service by $667,000 for additional nuclear fuel
disposal costs. This proposed adjustment is based upon the Public Staff’s
recommended level of nuclear generation. As previously discussed in Evidence
and Conclusions for Finding of Fact No. 9, the Commission’s level of nuclear
generation differs from that level proposed by both the Company and the Public
Staff. Consequently, the Commission finds it proper to increase the Company’s
proposed fuel expense used in electrie generation by $494,000 related to
nuclear fuel disposal costs. Based on the foregoing conclusions of the
Commission, the proper level for fuel expense used in electric generation for
use in this proceeding is found to be $430,440,000.

The Company and the Public Staff differed by $1,352,000 concerning the
appropriate amount of purchased power and net interchange. The $1,352,000
difference results from an adjustment made by Public Staff witness Lam to
reduce expenses by the net profit Duke made on the sale and interchange of
power during the test year.
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Witness Lam testified that Duke filed workpaper D-414 in Item 10 of their
E-1 data response filing that showed a profit on the sale of power of
49,186,000 and a nonfuel expense for power purchased of $6,827,000 which
results in a net nonfuel component profit of $2,359,000 on a total company
basis and a profit of $1,352,000 allocated to North Carolina retail. Witness
Lam also testified that in his opinien there would be a market for Duke’s
excess power in the fubture due to CP&L’s current problems with its nuclear
units., Witness Lam further stated that CP&L had purchased large amounts of
power from Duke for the 12-month period ending May 1983.

Witness Lam testified that the profit Duke makes as a middleman in transfer
transactiona was considered in this rate case in a similar manner to the
treatment of this item in Duke’s last general rate case considered by the
Cemmission in Docket ¥No. E-7, Sub 338. According to witness Lam in Docket
No. E-7, Sub 338, when the nonfuel component of power purchased was higher
than the profit, the North Carolina ratepayer bore &the expense of the
purchased power, Consequently, witness Lam testified that it is only fair and
correct for the ratepayer to be the beneflciary if the net profit is higher
than the expense of purchased power.

Company witness Stimart testified that the level of the nonfuel component
profit from the sale of power was due in part to Duke’s acting as a middleman
in the transfer of power (concurrent in and concurrent out) from the Southern
Company to CP&L, and that such profit should not flow through %o the North
Carolina ratepayers.

The Commission finds the Public Staff’s proposal regarding purchase power
and net interchange appropriate and concludes that the $1,352,000 net profit
on purchases and interchange should be used as a reduction to test period
operating revenue deductions in this general rate proceeding.

The next area of disagreemenﬁ relates to other O0&M expenses. The
$8,408,000 difference between the Company and the Public Staff is reconciled
as follows:

(000°s Omitted)

Item Amount
Other OZM expenses per company $332, 435
Public Staff adjustments:

Excess nuclear insurance (522)
End of period payroll (3,175)
Nonpayroll customer growth expenses (433)
Nonpayroll employee growkh expenses (1,165)
Post-test year inflation (1,905)
Officers’ salaries (328)
Lobbying expenses (T4}
Allocated to peak and base methodology (806)
Other Q&M expenses per Public Staff $324,027

Company witness Stimart stated in rebuttal testimony that he concurred with
the Public Staff’s exeess nueclear insurance adjustment; therefore, the
Commission finds the Public Staff’s adjustment to reduce other (0&M expenses
for excess nuclear insurance properj however, in accordance with the
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Commission’s decision regarding the summer CP allocaticon methodology, the
proper amount for the adjustment is found to be $525,000.

Three of the remaining areas of difference between the Company and the
Public Staff are interrelated. The Company proposed adjustments to
(1) annualize wage rate inoreases during the test year, (2) annualize wage
rate increases occurring subsequent to the test year, (3) increase O&M
expenses (excluding fuel and purchased power) to reflect customer and emplovee
growth, and (4) annualize payroll and nonpayroll O& expenses for a full
year’s operation of McGuire #1. In addressing these same areas of expense,
the Public Staff made adjustments to (1) reflect end of test year payroll
expense and employee levels, (2) reverse the nonpayroll portion of the
Company’s employee growth adjustment, and (3) reflect mnonpayroll customer
growth related expenses. Thus, the Publie Staff and the Company are in
agreement regarding the Company’s proposed adjustments for wage rate increases
aubsequent to the test year (Company proposed adjustment 2 above) and
annualization of nonpayroll 084 expenses for a full year’s operation of
McGuire #1 (Company proposed adjustment 4 above).

Public Staff witness Hoard determined the end of test year level of payroll
expense by annualizing the last monthly and biweekly regular payrolls for the
test year ended September 30, 1982, and adding to that amount end-of-period
premium pay based on the relationship of actual test year premium pay to
regular pay. Witness Hoard assigned the Publie Staff s proposed end of test
year level to expense based on the ratio of actual test year payroll expense
to total payroll as adjusted for a full year of McGuire #1 operations. Based
upon the methodology proposed by witness Heard, the Publie Staff recommended
that the Company test period adjusted payroll expenses be decreased by
$3,175,000. : .

Company witness Stimart testified in rebuttal that in his opinion the
Publie Staff’s proposed payroll expense estimate was in error for three
reasons. The three: reasons enumerated by witness Stimart involve the
following: (1) In witness Stimart’s opinion the Publie Staff’s methodology
effectively eliminates from cost of service the Company’s summer and holiday
season temporary employment costs, since they are not involved during the
month of September; (2) in witness Stimart’s opinion the Public Staff’s
payroll expense estimate involves greater risk of misallocation hetween
electric and nonelectric operations than does the Company’s calculation since
the Publiec Staff applied the test year historical average payroll factor to
total payroll in arriving at the proposed payroll expense amount; and (3) the
methodology used by Duke to reflect wage rate changes has been used and
accepted by the Commission for many years.

Public Staff witness Hoard conceded as to the validity of the Company’s
criticism regarding the omission of summer and holiday season temporary
employment costs from the Public Staff’s adjusted wage expenses. However,
witness Hoard maintains that the Public Staff’s wmethodology, unlike the
Company’s, includes premium pay based on end-of-period wage rates. In witness
Hoard s opinion any understatement in wage expense relative to summer and
holiday season temporary employment costs is offset by the additional premium
pay considered by the Public Staff.

The Commission has carefully considered the adjustments proposed by the
Company and tha Public Staff to test period payroll expense, specifically the
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propriety of the Public Staff’s proposed $3,175,000 decrease in payroll
expense. The Company’s position regarding this issue is based upon actual
payroll experienced during the test period as actually distributed to utility
operations, adjusted to reflect the annualization of wage rate increases
during the test year. Alternatively, the Public Staff’s position attempts to
reconstruct Duke’s annual electric operating payroll expense by annualizing
the September 1982 total payrolls and allocating the results of such
calculations between operations and construction on the basis of the ratio of
actual work effort assignments and construction for the entire test year. The
Commission recognizes that the proposals of the Company and the Publiec Staff
simply reflect alternative methods of arriving at the end-of-test-period level
of payroll expense which can be expected to occur on an ongoing basis in the
future. The Commission must therefore determine which of the proposed
methodologies more accurately reflects the level of payroll expenses which
Duke will likely incur during the period of time wherein rates established in
this proceeding are in effect. In the Commission’s opinion the Company’s
proposed methodology of arriving at the adjusted level of payroll expenses
more accurately reflects this item of cost on an end-of-period basis. Since
the base payroll used by the Company represents the actual payroll recorded on
the Company’s books during the test year and is supported by time reports
filled out by each employee, the Company’s calculations more accurately
reflect the actual test period allocation between electric and nonelectric
operations. Further, the Company’s methodology is more closely reflective of
the methods utilized by the Commission in setting rates for Duke in past rate
proceedings. Finally, the Commission notes that the method advocated by the
Public Staff erroneously omits any consideration of summer and holiday season
temporary employment costs. The Commission therefore finds the adjustment
proposed by the Publie Staff to decrease payroll expense by $3,175,000
inappropriate.

The parties offered different treatments of customer and employee growth as
it effects 0&M expenses, excluding fuel. The Company’s proposed adjustment to
0& expense (excluding fuel and purchased power) for customer and employee
growth is based upon a percentage growth factor of 1.22% comprised of the
composite percentage of growth in customers and employees. The Company, in
determining its O& expense adjustment of $3,751,000 of which $1,813,000 is
related to payroll expenses included in O0&M expenses simply multiplied the
composite growth factor of 1.22% times 0&4 expenses (excluding fuel and
purchased power). The Commission notes that 0&M expenses (excluding fuel and
purchased power) are composed of energy-related expenses, customer related
expenses, and demand-related expenses. It is likewise recognized that only
customer-related expenses and energy-related expenses vary in relation to the
number of customers and their related kWh sales. Further, the sum of
customer-related and energy-related expenses (excluding fuel and purchased
power) comprise far less than one-half of 0&M expenses. Additionally, certain
expenses related to the number of employees have already been considered in
customer-related expenses.

Alternatively, the Public Staff’s proposed adjustment to 0&M expenses for
customer growth of $433,000 consists of two parts, an adjustment to
energy-related expenses (excluding fuel) and an adjustment to customer-related
expenses. Public Staff witness Turner calculated total energy-related
expenses per kWh to be .1202¢/kWh (excluding fuel and wages). Witness
Turner s caleculation utilizes energy-related production expenses excluding
fuel and wages which includes an allowance for administrative and general
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expenses. The total energy-related factor when multiplied by the Company’s
proposed 112,817,000 kwh adjustment for customer growth, results in an
adjustment decreasing energy-related expenses by $135,606 (excluding fuel and
wages).

The Public Staff alsc proposed an adjustment decreasing 0&4 expenses by
$204,548 for customer growth relating to customer-related expenses. Publie
Staff witness Turner calculated total customer-related expenses, excluding
wages of $1.165 per bill utilizing customer accounts expenses and customer
service and information expenses, excluding wages and including an allowance
for administrative and general expenses, Based upon the proposed adjustment
to billings of 139,623 and the customer-related cost of $1.U465 per bill, the
Public Staff recommends an increase in customer-rélated expenses of §204,548.
Therefore, the Public Staff proposes that the Company’s proposed increase for
customer growth relating to 0&M expenses excluding fuel, purchase power, and
wages of $773,000 be decreased by $433,000 to $340,000 ($136,000 + $204,000).

Publie Staff witness Hoard recommended that the Company’s proposed
ad justment for employee growth be decreased by $1,165,000 to exclude the
nohpayrell portion of employee growth. Acecording to wWitness Hoard's
testimony it is not necessary to include additional expenses for employee
growth since Q&M expenses have been adjusted to reflect an end-of-periocd level
of payroll expenses, to reflect the nonpayroll, honfuel and nonpurchased power
related customer growth expenses and to reflect test period price increases.

The Commission has carefully considered the adjustments proposed by the
Publie Staff regarding nonpayroll customer growth and nonpayroll employee
growth adjustments and concludes that these adjustments are proper. The
Commission c¢oncludes that the adjustments for nonpayroll customer growth
expenses and nonpayroll employee growbth expenses proposed by the Publie Staff
mere accurately reflect expense increases for customer and employee growth
than that proposed by the Company since items of cost adjusted to
end-of-period elsewhere are eliminated from such caleulations. After
adjusting such amounts to reflect the summer coincidental peak alleocation
method found fair herein, the Commission finds adjustments decreasing the
Company’s proposed nonpayroll customer growth expenses and the nonpayroll
employee growth expenses by $433,000 and 41,171,000, respectively,
appropriate.

The next item of difference concerns the Company’s adjustment for inflation
occurring subsequent to the test year. In its original filing, the Company
made an adjustment to increase the cost of service by $19,416,000 in order to
provide for forecasted annual inflaticn occurring after the test year. In his
supplemental testimony and exhibits, filed June 28, 1983, Company witnéss
Stimart increased operating revernue deductions for wage increases occurring
after the test year through March 1983, for additicnal CWIP, for the
abandonhment of Cherokee #1, and for reduced fuel expenses. Witness Stimart
directly offset these supplemental adjustments with a $17,511,000 reduction in
the Company’s post test year inflation adjustment. Thus witneas Stimart
reduced the Company’s inflation adjustment from $19,416,000 to $1,905,000.
Public Staff witness Hoard proposed eliminating the remaining $1,905,000
inflation adjustment from operating revenue deductions .since there were no
specific items of cost supporting the adjustment. The Commissicn has
considered the evidence in this regard and does not believe that it is
appropriate to make a specific adjustment to increase the test year cost of
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service in order to compensate for the sc-called effect of attrition beyond
that reflected in the accounting and pro forma adjustments which the
Commission has adopted for use herein. Therefore, the Commission finds it
proper to exclude the remaining $1,905,000 of the Company’s inflation
ad justment from the cost of service.

The next area of differénce 1s a reduction in 0&M expenses of $328,000
proposed by Publie Staff witness Hoard in conformity with the Commission’s
decision in Docket No. E-7, Sub 338 to exclude from the cost of service
one-half of the annual amount of salaries paid to Duke’s executive officers
earning 1in excess of $150,000 per year. The Commission has carefully
reconsidered this adjustment to wages and salaries related to executive
salaries and concludes that salaries paid to the chief officers of the Company
represent a prudent and reasonable operating expense. The Commission finds no
evidence in the record to indicate that such salaries are excessive or
unreasocnable or that such officers are not performing their duties prudently
or effectively; therefore, no adjustment in this regard is proper.

The Public Staff proposed a further adjustment of $74,000 to eliminate from
operating revenue deductions wages and salaries relating to lobbying expenses.
The adjustment propesed by the Public Staff relates specifically to the salary
of John Hicks, a registered lobbyist for the Company. Consistent with
previcus decisions of the Commission regarding lobbying activities, the
Commission finds that the cost of such activities is not a proper cost of
providing service to be recovered from the ratepayers of the Company. The
Commission finds that the costs of lobbying activities should properly be
borne by the stockholders of the Company.

The final issue to be resclved regarding 0&M expenses relates to the ¢lean-
up costs assoclated with Three Mile Island. Company withess Stimart testified
under cross-examination by the attorney General that as of January 1, 1983,
the Company began aceruing $100,000 a month on a total company basis in
anticipation of some ultimate 1isbility associated with the Three Mile Island
{TMI) ecleanup costs. Test pericd operating expenses proposed by the Company
in this proceeding include $541,000 on a North Carelina retail basis for
cleanup costs associated with TMI.

Witness Stimart further testified that no court or government agency has
ordered the Company to make the payment nor has the Company made any payments
for such cleanup costs. Additionally, on cross-examination, witness Stimart
stated that the acerval of TMI cleanup costs bad not been specifically
identified or menticned in the Company’s testimony and exhibits.

The Commission concludes that amounts acerued by Duke for the possgible
cleanup costs associated with the TMI aceident are not properly includable in
test period operating expenses. The Commission concludes that the amount of
any possible assessment, the timing of the ultimate payment of such an
assessment, and even the certainty of incurring such costs are not known at
this time. 7Tn the Commission’s opinleon to charge customers in rates today for
what is at best an uncertain fubure expense is neither just nor reasonable and
thus the Commission finds it appropriate to reduce the Company’s proposed test
period operation and maintenance expenses by $541,000. The Commission further
concludes that previous accruals to operating revenue deduetions in this
regard ahould be reversed. Such costs shall not be reflected in operating
revenue deductions until such time as bthe Company has received specific
Commission approval with respect thereto.
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In summation, the Commission concludes that O&M expenses of $757,317,000
using the summer coincidental peak allocation methodology are appropriate for
use herein,

The Company and the Public Staff also differ with respect to the level of
other operating taxes. The twe items comprising the $1,003,000 difference
(exclusive of alloeation differences) are payroll taxes related to the Public
Staff‘s end-of-period payroll adjustment in the amount of 494,000 and gross
receipts taxes of $909,000 related to revenues refunded by the Company.

Consistenf with the Commission’s prior finding concerning the Public
Staff’s proposed end-of-pericd payroll adjustment, the Commission finds the
reduction in general taxes of $94,000 improper.

Public Staff witness Hoard explained the $909,000 gross receipts tax
ad justment in his testimony as follows:

nBased on the test year per books revenues, gross receipts taxes per
books were overstated. The overstated gross receipts taxes relate to
gross receipts taxes computed on revenues that have been refunded.
Since the revenues are nob included in the Company’s per books cost of
service computdtion, it would be improper to include the related gross
receipts taxes."

Company witness Stimart stated in rebuttal testimony that he concurred with
this adjustment. The Commission, therefore, finds it proper to reduce general
taxes by $909,000 for gross receipts taxes relating to operating revenues
which have been refunded by the Company. Based on the foregoing and the use
of a summer coincidént peak allocation methodology, the Commission fiands other
operating taxes of $122,677,000 appropriate for use herein.

Since the Commission has not adopted all of the components of taxable
income propdsed by either party, it has made its own calculation of income tax
expense of $185,473,000 and concludes that this is the proper amount to
include in determining the cost of service in this proceeding.

The last area of difference concerns the proper treatment of the Company ‘s
Cherokee and Perkins preperty abandonment losses. Based on the Commission’s
conclusions in Findings of Fact Nos. 7 and 3, the Commission has ineluded
$23,263,000 net of income taxes, relating to the Cherckee and Perkins
abandonment loszes as an operating revenue deduction.

Company witness Stimart proposed that the Company be allowed to recover the
Perkins-related interest and preferred dividend costs over a ten-year
amortization period. Tn arriving at the unamortized Perkins loss amount upon
which the Company computes a return consisting of- interest costs and preferrad
dividend costs, witness Stimart did not deduct ocut the amount previously
recovered from ratepayers for the loss. Thus the Company is requesting that
ratepayers pay a return on a portion of the loss that has already been
recovered by the Company.

Publiec Staff witness Hoard recommended that the Commission continue its
treatment for Perkins set forth in the Company’s prior rate proceeding, Docket
No. E-7, Sub 338. Witness Hoard recommended that the loss be amortized over a
five-year period without inclusion of the unamortized balance in rate base.
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Witness Hoard included $810,000 in the cost of service for the net of tax
Perkins property abandonment loss expenses.

The Commission finds the proper treatment of the Perkins loss iz to
amortize the loss over five years without a return on the unamortized balance,
as the Commission found in Docket No. E-7, Sub 33B. Based on the foregoing
and Finding of Fact No. 6 wherein the Commission found the summer coincidental
peak allocation method proper, the Commission finds the proper, net of tax,
Perkins oroperty abandonment expenses to include in the cost of service in
this proceeding to be $816,000.,

In summary, the Commission finds $23,263,000, comprised of $22,U87,000 for
Cherokee and $816,000 for Perkins, properly includable in the cost of service
in this proceeding as property abandonment expenses.

Based on the entire record in this proceeding, the Commission concludes
that the proper level of operating revenue deductions for use herein under
present rates is $1,205,203,000 calculated as follows:

{000"s Omitted)

Item Amount
Operating and maintenance expense $ T57,317
Depreciation and amortization 118,781
General taxes 122,677
Interest on customer deposits 372
Income taxes 186,473
Amortization of investment tax credit (3,680)
Property abandonment loss amortization, net of taxes 23,263

Total operating revenue deductions $1,205,203

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 15 AND 16

Four witnesses testified in the area of capital structure and cost of
capital. The Company offered the testimony of William R. Stimart, Vice
President, Regulatory Affairs of Duke, Dr. Charles E. Olson, President of
Olson & Company, Inc., and Pr. Edward W, Erickson, Professcor of Economics at
North Carolina State University. The Public Staff offered the testimony of
Dr. Carcline M. Smith, Senior Economist with the firm of J.W. Wilson &
Associates, Inc., and consultant to the Public Staff.

There was no disagreement concerning the appropriate capital structure and
costs of long-term debt and preferred stock to be used in this proceeding.
The capitalization ratios used in this case are identical to those approved by
the Commission in Docket No. E-7, Sub 338, and consisted of UT% long-term
debt, 13% preferred stock, and 40% common equity. The senior security costs
are 9.83% for long-term debt and 8.62% for preferred stock, caleulated as of
September 30, 1982,

Accordingly, the Commission concludes that the proper capital structure for
use in this proceeding is as follows:
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Item Perocent
Long-term debt 07.0%
Preferred stock 13.0%
Common equity 40.0%

Total 100.0%

Consistent with the evidence supporting the above capital strutture, the
Commlssicn concludes that the appropriate embedded costs of debt and preferred
stock are 9.83% and B.62%, respectively.

The evidence relating to the fair rate of return for Duke Power is
contained in the testimony and exhibits of Company "witnesses O0Olson and
Eriekson and Public Staff witness Caroline Smith. The rates proposed by the
Company in its application were designed to yield a rate of return of 15.5% on
common equity, based upon the test period ended September 30, 1982, as
ad justed, and based upon a capital structure containing U40% common equity.
The Publie Staff, through the testimony of Dr. Smith, recommended that Duke
receive a return of 13.0¢ on its common equity capital, after adjustment to
reflect the Commission’s previous treatment of the gain attributable to the
debt-equity swap.

Company witness Olson relied principally on the discounted cash flow method
of estimating the cost of equity and the fair rate of return on equity for
Duke Power Company. This method is based on the notion that the price an
investor in utility common stoek will pay for the stock will generate a
current dividend yield which, when added to the investor’s expected long-term
growth in that utility’s dividends, will equal the investor’s cost of common
equity for that utility. The discounted cash flow method thus can be
expregssed as the following equation: the cost of equity (K) is equal %o the
dividend yield ({(D/p) plus the expected growth in dividends {(g), or
K = D/D + g+ Utilization of the DCF method thus requires the determination
of the applicable dividend yield for buke and the estimation of what those
investors who are buying Duke’s common stock expect the long-term growth rate
in its dividends to be.

Dr. Olson concluded that, based on a current dividend yield of 10.7%
(caleculated by using the current indicated annual dividend of $2.36, and
average price for the last 4 1/2 months) and his estimate of investor
expectation of 1long-term dividend growth of 5.0% to 5.5%, the
tinvestor-required” cost of equity is 15.7% to 16.2%.

Dr. Olson’s judgment that investors expeet a 5.0% to 5.5% growth in Duke’s
dividends was based upon his analysis of Duke’s historical growth in earnings,
dividends, and book value and on current circumstances affecting investor’s
expectations, including Duke’s allowed rate of return, its recent earned rates
of return and payout ratio and the recent cancellation of its Cherokee Nuclear
Statieon.

Dr. Olson checked his DCF analysis of Duke’s cost of equity by the interest
premium approach, which he concluded reflects a required investor return on
equity to Duke of about 16%. He also conducted a DCF analysis of eight
electric companies whieh, in his judgment, are comparable with Duke in
revenues, operating characteristies, and bond ratings. The DCF investor=-
required return of these eight companies averaged 15.8% to 16.3%.
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Dr. Olson testified that the 15.7% to 16.2% investor-required return should
be increased by a factor of about 8% to enable Duke’s stock to trade at a
slight premium over boock value, so that future issues of its common stock can
generate net proceeds that approximate book value. He therefore concluded
that the fair rate of return for buke’s common equity is in the range of 16.9%
to 17.4%.

Dr. Caroline M. Smith testified on fair rate of return for the Public
Staff. She based her conclusion as to the fair rate of return on equity
primarily on the discounted cash flow model, using a regression and
correlation analysis of the historic growth rate of 95 eleetrie utilities,
ineluding Duke, to derive her estimate of investor growth expectations.
Dr. Smith checked the results of her discounted cash flow approach by an
examination of the return of "comparable'" companies in 1982,

Dr. Smith derived a current dividend yield of 10.2%, using the "indicated"
dividend, which is the dividend for the last quarter of 1982, annualized, and
the average of the high and low sale prices over the six months ended
March 31, 1983. Using her correlation and regression analysis witness Smith
examined 30 historlecal growth rates in relation to the dividend yields of the
95 utilities (10 each in dividends, earnings, and book value) and concluded
that the "single best growth rate" to use as a proxy for investor long-term
dividend growth expectations 1s the four-year growth in beok value and that
the three most important growth rates were the 4-year and B.year book value
growth rates and the 7-year earnings growth rate, each weighted by its related
regresaion coefficient. Dr. Smith also examined the result of all 30 growth
rates, weighted by their respective correlation coefficientz. She derived an
algebraic formula to arrive at what she asserted was the risk differential
between Duke on the cne hand and the average of her 95~utility group on the
other hand. Applying this formula Dr. Smith concluded that investors expect a
1.9% growth in Duke’s dividends. She coneluded that, on the basis of the
“"three most important growth rates" investors expect Duke’s long-term dividend
growth to be 2.8%, Finally, using all 30 growth rates, Dr. Smith concluded
that investors expect dividend growth of 4.2% for Duke. Thus, Dr. Smith’'s
regression analysis came up with three different growth rates: 1.9%, 2.8%, and
4.2%. Public Staff witness Smith then arrived at her own growth estimate of
3% which is an average of the three.

Dr. Edward W. Erickson testified f{n rebuttal to Dr. Smith’s regression and
correlation methodology. He first established that he had been able to
replicate Dr. Smith’s medel on computer, and he then took issue with certain
factual agsertions in Dr. Smith’s testimony, stating that those assertions
were incorrect. Dr. Erickson concluded that Dr. Smith’s three-growth rate
regression model did not select the three growth rates which in combination
are most highly correlated with yield, as she asserts. He alsc concluded that
the selection of growth rates is very unstable in Dr. Smith’s methodology, and
that the statistical "constant®" accounts for more than 97% of the contribution
of her statistical analysis so that the effeet of individual company data
cannot enter meaningfully into her results. Dr. Erickson then analyzed the
algebraic development of Dr. Smith’s regreassion model and testified that,
because of fatal flaws in that model (especially the "omitted variables"
problem), Dr. Smith could not produce a valid cost of equity by such model.
As a result of his study of Dr. Smith’s regression analysis, Dr. Erickson
concluded that "I am convinced that Dr. Smith’s methodology does not preduce
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an aceurate or reliable estimate of the cost of capital for Duke Power
Company." ‘

The determination of the appropriate fair rate of return for Duke is of
great importance and must be made with great care because whatever return is
allowed will have an immediate impact on Duke, its stockholders, and its
customers. In the final analysis, the determination of a fair rate of return
must be made by this Commissaion, using its own impartial judgment and guided
by the testimony of expert witnesses and other evidence of record. Whatever
return i3 allowed must balance the interest of the ratepayers and investors
and meet the test set forth in G.5. 62-133(b)(4):

n...{to) enable the publiec utility by sound management to produce a
fair return for its shareholders, oconsidering changing econonmic
conditions and other factors, as they then exist, to maintain its
facllities and service= In accordance with the reasonable requirements
of its customers in the territory covered by 1ts franchise, and to
compete in the market for capital funds on terms which are reasonable
and which are fair to its customers and to its existing investors."

The return allowed must not burden ratepayers any more than is necessary
for the utility to continue to preovide adequate service. The North Carolina
Supreme Court has stated that the history of G.S. 62-133(b):

"...supports the inference that the Legislature intended for the
Commission to fix rates as low as may be reasonably consistent with
the requirements of the Due Process Clause of the Fourteenth Amendment
to the Constitution of the United States..." State ex rel. Utilitles
Commission v. Duke Power Co., 285 N.C. 377, 206 S.E. 2d 269 (197H).

The nature of the evidence in a case such as this makes it extremely
difficult to balance all of the opposing interests, since much, if not all, of
the evidence is based on individual witnesses”’ perceptions and interpretations
of trends and data from the capital market. The Commission has considered
carefully all of the relevant evidence presented iIn this case, with the
constant reminder that whatever return 1s allowed will have an Iimmediate
impact on the Company, its stockholders and its customers. The Commission
must use its impartial judgment to ensure that all the parties involved are
treated fairly and equitably.

Based upon the foregoing and the entire record in this docket, including
evidence related to the debt-equity swap, the Commission finds and concludes
that the fair rate of return that Duke Power Company should have the
opportunity to earn on the original cost of its rate base 1s 11.84%, Such
overall falr rate of return will yield a fair and reasonable return on common
equity capital of 15.25%.

The Commission cannot guarantee